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INTRODUCTION 

The Internal Revenue Bulletin is the authoritative instrument of 
the Commissioner of Internal Revenue for the announcement of offi- 
cial Internal Revenue rulings, and for the publication of Treasury 
Decisions, Executive orders, legislation, and court decisions pertaining 
to Internal Revenue matters. 

It is the policy of the Service to publish in the Bulletin all sub- 
stantive and procedural rulings of importance or general interest, the 
publication of which is considered necessary 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. The rulings are prepared in the 
various divisions of the Rational Office, 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 Rulings 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 officers and others concerned are 
cautioned against reaching the same conclusion in other cases unless 
the facts and circumstances are substantially the same. In applying 
rulings published in the bulletin, personnel of the Service will, of 
course, consider the efFect of subsequent legislation, regulations, court 
decisions, and rulings. 

Each ruling is designated as a "Revenue Ruling" and should be 
cited by reference to the Bulletin and page where reported. Thus, 
Revenue Ruling No. 54 — 80 should be cited as "Rev. Rul. 54 — 80, C. B. 
1954 — 1, 11. " Rulings are kcycd to the applicable sections of the 
Internal Revenue Code and regulations. 

Internal Revenue Cumulative Bulletin 1954 — 1, contains all rulings, 
decisions, and legislation pertaining to Internal Revenue matters 
published in the weekly Internal Revenue Bulletins 1 to 26, inclu- 
sive, for the period January 1 to June 30, 1954. It also contains a 
cumulative list of announcements relating to decisions of The Tax 
Court of thc United States, published in those Bulletins. 

This Cumulative Bulletin is printed in five parts, Part I, Current 
Rulings, Decisions, ctc. ; Part II, Rulings and Decisions Under Prior 
Regulations; Part III, Alcohol Tax Rulings and Decisions; Part IV, 
Legislation and Treaties; and Part V, Administrative and Miscel- 
laneous XIatters. 

(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. 
FAAA. — Federal Alcohol Administration Act. 
G. C. M. — Chief Counsel's memorandum (formerly General Coun- 

sel's memorandum). 
I. R. B. — Internal Revenue Bulletin. 
IR-Mim. — Published IR-Mimeograph. 
I. T. — Income tax ruling. 
M, N, X, Y, Z, etc. — The names of corporations, places, or busi- 

nesses 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. 
a and y are used to represent certain number&, and when used with 

the word "dollars" represent sums of money. 



THE TAX COURT OF THE UNITED STATES 

CUMULATIVE LIST OF ANNOUNCEMENTS RELATING TO 
DECISIONS OF THE TAX COURT OF THE UNITED STATES 
PUBLISHED IN THK INTERNAL REVENUE BULLETIN FROM 
JANUARY 1, 1954, TO JUNK 30, 1954, INCLUSIVE 

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- 
flciency 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 thc Internal Revenue Service as prece- 
dents in the dispositien of other cases. (No announcements are made 
in the Bulletin with respect to memorandum opinions of the Tax 
Court. ) 

The Commissioner acquiesces in the following decisions: 

Taxpayer Docket No. 
Report 

Volume Page 

A B C Brewing Corp. (formerly Aztec Brewing Co. ) 
Aftergood, George 
Aftergood, Kathryn 
Austin Transit, Inc 

6701 
11570 
28960 
28961 
35411 

j 20 

21 
21 
29 

515 
60 
60 

849 

Baer, Julius B. , et al. , executors of estate of Harold 
W. Ross 

Bart, Stuart, et ux 
Blyth, Martha J 
Boardman, Carolyn Peck, estate of ' 
Boston and Maine Railroad s 

Brennen, James 
Brockman Building Corp. , Inc 
Bus Leasing Corporation 

' Estate tax decision. ' Acquiescence relates to the issue whether petitioner sustained losses 
to a number of pieces of property. 

(3) 

18 
21 
21 
20 
16 
20 
21 
20 

36148 
39955 
40636 
35478 

5756 
39129 
34866 
35412 

1013 
880 
275 
871 

1517 
495 
175 
849 

in the year claiucd with respect 



AcqvrsscrNcgs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Chenowith, II. C. s 

Collingwood, et ux. , J. H 

Commons et ux. , John W 
Crabtree, Geraldine P 
Crabtree, Walter R 
Crabtrre, Co. , Walter R 
Crabtree et ux. , Waiter R 

38349 
32482 
32483 
38696 
36285 
36284 
36287 
36286 

j 20 
20 
20 
20 
20 
20 

301 
937 
900 
841 
841 
841 
841 

D'Alise et ux. , Vincenzo 
D'Alise, Vincenzo 
Dally, Charles F 
Dally, Sarafrancis 
Darnell, T. H. 4 

Davock, Harlow N 
Denton, James M 
Denton, John R 
Distributors Finance Corp. s 

Douglas, D. W ' 
Douglas, William E. ' 

E 
Fast Coast Equipment Co 
Edwards, Jr. , L. C 
L'dwards Trust, Ann 
Edwards Trust, Nancy 
Edwards, W. F 
Emerzian, Zabelle 

44474 
44419 
37118 
37119 
14315 
36501 
36852 
36853 
27309 

a 87419 
a 87420 

30984 
30885 
25471 
25472 
30884 
39109 

21 
21 
20 
20 
12 
20 
21 
21 
20 
37 
37 

21 
20 
20 
20 
20 
20 

511 
511 
894 
894 
475 

1075 
295 
295 
768 

1122 
1122 

112 
615 
615 
615 
615 
825 

Farmers Creamery Co. of Fredericksburg, Va. r 
Fenton, Leslie 

First National Corporation of Portland, The ' 
Fry, W. N 

20716 
35203 

108224 
109642 

758 

14 
21 

879 
15 

549 

1058 

Gatto, Anne, transferee 
Glasgow, F. Ewing 
Graham, M. H. ' 
Guaranty Trust Co. of New York, ancillary executor 

of estate of George McNaught Lockie»' 

37206 
35921 
38350 

32102 

20 
21 

s 26 

21 

830 
211 
301 

64 
= Board of Tax Appeals. 
s Nonscquicscence published in Cumulative. Bulletin XI-2, p. 13, insofar ss it re]ates to the issue of 

petitioners' liability as trsnsferees under sec. 322 of the Civil Code of California, withdrawn. 
3 Nonscqnicscence published in Cumulative Bulletin 1952-2, p. 5, withdrawn. 
& Acquiescencc relates only to whether 37, 023 reported ss dividend income in petitioner's 1945 tax return 

was realized in 1945 or 1946. 
z Nonacquiescence published in the Cumulative Bulletin 1933-2, p. 42, witMrawn. 
r Acquiescence relates only to the issues whether expenditures for restoration of building shou]d be capi- 

talized or deducted as ordinary expenses; whether customer's payments for bottles represented deposits or 
taxable income; and whether s voluntary payment for violatiou of O. P. A. regulations is deductible. ' Nonacquiescence published in Cumulative Bulletin 1952-2, p. 4, withdrawn. ' Estate tax decision. 

n Acquiescence relates to result only in the issues of whether the value of shares of stock of the Bank of 
Nova Scolis owned by decedent at date of death is includible in his gross estate, and whether the value of 
British Treasury certificates owned by decedent at the time of death is includible in his gross estate, 



Acqufzscsrisf. s — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

H 
Hall, Carol R. , et ux 
Hodges, Agnes Wiley, executrix" 
Hodges, W. L. , estate of » 
Hodges, W. L. trustee" 
Holloway, Inc. , H. M 
Hudson, Shirley Duncan " 

29345 
38336 
38336 
38837 
26737 
38356 

19 
~26 
a26 
a26 
21 
20 

445 
301 
301 
301 

40 
926 

Johnson, Frances Hamer 33275 
37495 ) n 371 

Kaplan, Jacob M. , et ux 
Kittle, Otis A 
Kraft Foods Co. (formerly Kraft Cheese Co. and 

theretofore Kraft-Phenix Cheese Corp. ) 

37873 
35442 

S574 

21 
21 

) 21 

134 
79 

513 

Landau, Harry 
Landau, Herbert 
Landau, Janie, estate of 
Landau, Lily 
Laster, Carolyn Faust, transferee " 
Laster, E. C. , transferee» 
Laster, Edtvard Carroll, transferee» 
Laster, Inc. , E. C. » 
Lesser, Celia, executrix of estate of Louis Itichards» 
Lockie, George McNaught, estate of »» 

42885 
42887 
42888 
42886 
97714 
97?16 
97713 
97442 
34010 
32102 

21 
21 
21 
21 

o43 
a4$ 
v43 
'43 
20 
21 

414 
414 
414 
414 
159 
159 
159 
159 
904 

64 

MacMurray, Fred" 
MacMurray, Frederick" 
MacMurray, Frederick M. » 

MaeMurray, Lillian, estate of 

Mayes, Jr. , W. B 
Mellon National Bank 8r Trust Co. , et al. , executors 

of estate of John C. Morrow» 
Moore, G. H. » 
Morrow, John C. , estate of" 

4O29O 
35201 
40292 
37394 
35202 
87395 
40291 
40292 
36834 

36554 
38351 
36554 

21 
21 

21 

21 

19 
~26 
19 

15 
15 
15 

15 

286 

1068 
301 

1068 
"- Board of Tax Appeals. 
» Nonacquiescence published in Cumulative Bulletin XI-2, p. 13, insofar as it relates to the issue of 

petitioners' liability as transferees under sec. 322 of thc Civil Code of California, withdrawn. 
» Acquiescence as to result only. 
» iVonacquiescence published in Cumulative Bulletin 1232 — 2, p. 3, withdrawn. 
» Estate tax decision. 
» Acquiescence relates to result only in the issues of whether the value of shares of stock of the Bank of 

Nova Scotia owned by decedent at date of death is includible in his gross estate, and whether the value of 
British Treasury certidcates owned by decedent at the time of death is inrludible in his gross estate. 

ts Frederick M. , Frederick, and Fred MacMurray sre the same petitioner. 



AcocfzscztvcEs — C ontinued 

Taxpayer Docket No. 
Report 

Volume Page 

N 

National Bank of Commerce in Memphis, executor 
under the last will and testament of John B. Snow- 
den, II ts 

New Britain Trust Co. , executor of estate of Carolyn 
Peck Boardman ir 

14316 

35478 

12 475 

20 871 

0 
Occidental Life Insurance Co. , transferee of The First f 108367 

National Corporation of Portland» ( 109644 549 

Pacific Coast Biscuit Co. , et al. sc 

Pacific Mills» 
Providence Trust Co. of Philadelphia, et al. , executors 

of estate of Frank W. Thacher» 

71588 
20888 

17382 

432 
17 

39 
705 

20 474 

R. ttr J. Furniture Co. , The 
Richards, Aaron, executor of estate of Louis Richards" 
Richards, Louis, estate of u 

Rite-Way Products Inc " 
Ross, Harold W. , estate of 
Roundup Coal Mining Co. , The ss 

30251 
34013 

34013 
14314 
36148 
36709 

20 
20 

20 
12 
18 
20 

857 
904 
904 
475 

1013 
388 

Seltzer, Lois 
Sidles, Harry B 
Smith, I, ilian Bond 
Snowden, II, John B. , estate of 
Standard Coal, Inc. , el, al 
Stewart Title Co 
Stewart Title Guaranty Co 
Stone, H. C. , estate of" 
Stone, Mrs. H. C. , executrix" 
Sutter, Richard A 
Sui, ter, Richard A. , et ux 
Swain, Samuel G 

34172 
34428 
42454 
14316 
28323 
38056 
38028 
38335 
38335 
37277 
37278 
31163 

21 
19 
21 
12 
20 
20 
20 " 26 

s 26 
21 
21 
20 

398 
1114 
353 
475 
208 
630 
630 
301 
301 
170 
170 

1022 
' Board of Tax Appeals. 
» Estate tsx decision. 
» Nonccquiescence published in Cumulative Bnllctin 1952-2, p. 5, withdrawn. » Nonacquicscence published in Cumulative Bulletin 195?-2, p. 4, withdrawn. » Nonacquiescence published in Cuutuiative Bulletin XIV-I, p. 35, and Cumulative Bulletin 1932-1, 

p. 45, withdrawn. 
» Nonacquicscence published in Cumulative Bulletin 1952-1, p. 6, withdrawn. » Acquiescence relates only to whether petitioner is entitled to a deduction m 1943 for catastrophe 

insurance. 
n Nonacquiescence published in Cumulative Bulletin XI-2, p. 13, insofar as it relates to the issue of petitioners' liability ss transferees under sec. 322 of the Civil Code of CatKornia, withdraxvn. 



Acgutxscxxcxe — Continued 

Docket Xo. 
Volame Pom 

Talley, Thomas A 
Talley, Thomas A, et ux 
Textile Apron Coie Inc 
Thacher, Frank % . , eMate of -'' 

Trtutsameriea Corporation, tran@cree of The I'irst 
Kational Corporation of Portland te 

Triple K Development Co 

% e~oiern States Corporation, tr~eree of The First 
b ational Corporation of Pordand m 

% estern Transmission Corporation '- 

Woody, Rhett E, et ux 
Woody, Rhett W 

33140 
33141 
34175 
17382 

108305 I 

109645 ~ 

2600S 
~ 

I 

108306 
~ 109643 

29490 
36396 
36397 

20 
24i 
21 
20 

20 

18 
19 
19 

715 
71o 
147 
4(4 
549 
619 

818 
350 
350 

35413 

n Karate tsx deobton. 
n Xtatstuuteeeenee pubtubed in Coma'attune ltaBetm 1%r — 2, p. 4, witbdrawa. 

pabbsbed in Cumulative llaltetm 1SSS-2, p. 6, wttbtbswn. 



The Commissioner does NOT acquiesce in the follo5ving decisions: 

Taxpayer Docket No. 
Report 

Volume Page 

Adams, IIIeldrum h Anderson Co. , Inc 24599 19 1130 

B 
Beamsley, Ines L 
Boston and Maine Railroad ' 

23537 
5756 

18 
16 

988 
1517 

C 

Charleston National Bank, 
Cramer, Emma, 
Cramer, Everett L. , Trust 
Cramer, Jeanne L. , Trust 
Cramer, Jessie N 
Cramer, Russell E 
Cramer, Russell E. , Jr 
Cramer, Stanley S 
Curran Realty Co. , Inc ' 

he T 33231 
39447 
39448 
39449 
39450 
39451 
39455 
39454 
22705 

20 
20 
20 
20 
20 
20 
20 
20 
15 

253 
679 
679 
679 
679 
679 
679 
679 
341 

Farmers Creamery Co. of Fredericksburg, Va. s 

Fox, Iiaurice 
20716 
39458 

14 
20 

879 
1094 

Godlcy, Ida S. , estate of 
Godley, Paul F. and John W. Young, coexecutors of 

estate of Ida S. Godley 
Golf, Henrietta B 

35057 

350o7 
34643 

19 
20 

1082 

1082 
561 

H 
Hirschwald, Rebecca 34644 20 561 

Markle, ct ux. , Thomas V 

N 

34645 20 561 

Nevr 'AlcDermott, Inc. , The ' 

0 
Obear-Nester Glass Co 

99360 a 44 

36271 20 

1035 

1102 

Rosen, David 
Roundup Coal Mining Co. , The ' 34646 

36709 
20 
20 

561 
388 

~ Board of Tsx Appeals. 
i Nonaequiescence relates to issue whether, under the retirement system of accounting, retirement losses 

must be reduced by pre-1913 depreciation and should ICC cost of reproduction new less depreciation bc 
reduced by the amount of engineering costs included therein. ' Acquiescence published in Cumulative Bulletin 1951-1, p. 2, insofar as it relates to whether petitiooeri 
on accrual basis, may deduct from gross income in 1946 and 1947 amounts representing additional Msssacbtt' 
setts excise-tax liabilities for those years when subsequent to close of such years it was indirectly disputiaf, 
such liabilities, withdrawn. 

s iNonacquiescence relates only to the issue whether an extraordinary loss on bottles snd crates not ad+ 
qustely offset by the usual depreciation is deductible. 

t Acquiescerice published in Cumulative Bulletin 1953-1, p. 5, withdrawut ' Nonacquiescence relates to whether the expenditures made by petitioner in 1944 for an air shaft, fau, aad 
compressor are allowable as current business expcnscs or capital expenditures. 



Nowaccturzsczwoz — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Sanson, Julia L 
Shivers, Myra E 
Sklar, fIfargaret Rice 
Spencer, Lottie E 

34647 
39453 
40559 
39452 

20 
20 
21 
20 

561 
679 
349 
679 

Tyree, Joseph K. , estate of 
Tyree, Wilhelmina C. , executrix of estate of Joseph E. 

Tyrec 

W 

West Flagler Amusement Co. , Inc 

43589 

4J589 

21598 

20 

20 

21 

675 

675 

486 





PART I. — CURRENT RULINGS, DEGISIONS, ETC. 

LNTEF. i tL REVE%I. E CODE 

CHAPTER 1. — IXCO&IE TAX 

SltBCHMTER B. — GENERAL PROVISIONS 

PART L — RATES OF TAX 

SECTIOX 11. — XORilAL TAX OX IXDIY'IDI:AI-S 

REGITATIO&s lie. ~EOTI i 39. 11-2: Citizens 
or residents of the I:tiited States liable 
to tax. 

ForeimstudentsintheI nited State=-. (See Rev. Rul. &Pci. p. lo5. ) 

ECTIOX 1'. — Sl RTAX OX IXDIVIDI AI. : 
REGELATlois 118. SEcriow 39. 1) — 1: ~ttttaz 

on indiriduals. 

Foreign students in the United States. (See Rev. Rul. n1-5i, p. lo5. ) 

PART II. — COVIPLTATIO'V OF VET IXCO5fR 

SECTIOX 2'(a). — GROSS IXCOAIE: GEXERAT. 
D EF1XITIOX 

REGELATIoxs 118. SEcTIOA '9. Hat a)-1: What 
included in gro=s income. 

Rer. Rul. 54-80 

The portion of a political contribution received by a political 
organization or a candidate for political offic vvhich is diverted *om 
political campaign purposes tn the personal use of the candidate or 
other individual constitutes tasable income to such candidate or 
other individual. 

I. T. S", iz C. B. 10a9 — 1 (Part 1), 10~. modified. 

Advice is requested Ivhether that part of the political contributions 

received by a political organization or an indiri&lual seeking political 

(11) 



Regs. 118, ( 39. 22(al — 1. ] 12 

office which is diverted to the persoral use of the candidate or other 
individual constitutes taxable income to such candidate or other 
individual. 

Contributions to political organizations are customarily made with 
the intent and understanding that they be used for the expenses of a 
political campaign or for some similar purpose. Such contributions 
are not decluctible for Federal income tax purposes by the donor. See 
I T 8276~ CB 1989 1(Palt 1)y 108 

9'here a political gift is received by an individual or a political or- 
ganization and it is held or used for the purposes intended, i. e. , for 
present or future expenses of a political campaign or for some similar 

4 
!urpose, it is not taxable income to the recipient. See I. T. 8276, 8upra. 

owever, any amount dIverted from the channel of campaign activi- 
t!es and used by a candidate or other individual for personal use con- 
stitutes taxable income to such candidate or other individual for the 
year in which the funds are so diverted. For example, a candidate 
seeking political ofiice receives contributions totaling ~&1, 000 from in- 
clividuals and organizations fcr use in his campaig~n for election to 
such office. During the campaign the candidate expends $600 of the 
contributed funds for campaign purposes. 'He uses the balance of the 
campaign funds to reduce the mortgage on his personal residence. In 
such a case the candidate will be required to include in his taxable in- 
come the $400 which represents the portion of the fund which he 
diverted to his personal use. Such amount will be includible in tax- 
able income in the year in which so diverted. 

I. T. 8276, supra, is modified to the extent that it is inconsistent with 
the views expressed herein. 

REGUI ATIoxs 118) SKGTION 89 22(a) 1 0 b 1't Rev Rul 54 105 
included in gros~s income. 

(Also Section 116, Section 89. 116 — 1. ) 
Gains realized on the sale of items of property, which are the per- 

sonal property of the taxpayer, such as personal automobiles or 
television sets, in a foreign country by a United States citizen living 
abroad are not, exempt from Federal income tax under the provisions 
of section 116(a) of the Internal Revenue Code which relates to the 
exclusion ot earned income from sources witliout the United States 
in the case of citizens who are residing abroad. Such gains are in- 
cludible in gross income under the provisions of section 22(a) of the 
Code, and inasmuch as they result froin the sale of capital assets are 
subject to the limitations provided in section 117(b) of the Code. 
For the purpose of determining the gain, the cost and selling price of 
the property should be expressed in American currency at the rate 
of exchange prevailing as of the date of the purchase and the date of 
the sale, respectively. Cf. Rev. Rul. 291, C. B. 1958 — 2, 42& 

REGvLATIONs 118& SEcTIGN 89. 22 (a)-1: 'What 
included in gross income. 

(Also Section 42, Section 89. 42-1. )' 

Rev. Rul. 54-148 
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Interest (increment in value) earned on a Series E l. 'nit& d St &t& s 
savings bond registered in the names of two nat. ural persons in the 
alternative as coowners but purchased entirely with tbe funds of 
one is all his income, even though he gratuitously permits the other 
to redeem the bond and retain the entire proceeds. 

Vgbere the purchase price of such a savings bond registered in the 
names of a husband and his wife in the alternaiive as coowners 
was contributed in part by each and the bond is reissued iu the 
na&nes of the hubsaud and their daughter in the s. lteruative as co- 
o&vners, any interest that accrues (as earned) thereon thereafter 
while she remains such coowner is her income in proportion to the 
wife's contribution to the purchase price. Such proportion of any 
interest that had accrued on the bond before its reissue is inc&sue 
of the wife. Interest earned on the bond. whether it had accrued 
before the reissue or accrues there;&fter while the hush«nd continues 
to be the other coowner, is bis iucon&e in proportion to his contri- 
bution to the purchase price. 

Advice is requested regarding to whom interest, (increment in value) 
earned on a United States savings bond, Series E, registered in the 
names of tivo natural persons in the alternative as coowners is in- 
come, for Federal income tax purposes, where the bond ivas purchased 
entirely with funds of one coowner but he gratuitously permits the 
other coowner to redenn the bond and retain as hers the entire pro- 
ceeds. Advice is also requested regarding to whom interest earned 
on such a. savings bond is income where its purchase price was con- 
tributed in part by a husband and in part by his wife and it was 
originally registered in their names in the alternative as coowners 
but, in order to eA'ect a gift by the wife of her coownership therein 
to their dau«hter, is reissued so as to substitute her name as coowncr 
in place of the wife, with the husband continuing as the other cooivner. 

The amounts and time of increases in redemption values of such 
savings bonds generally are, indicated by tables of redemption v;ilucs 
shown thereon. With respect to extended Series L»' bonds issued prior 
to May 1, 1942, the periodical increases in their redemption val»cs 
after their original maturity are indicated in a table in Department 
Circular 885, C. B. 1051 — 2, 32. With respect to extended Series 1»l 

bonds issued on or after May 1, 1942, the periodical increases in 
their redemption values after their original maturity are indicatetl 
in tables A and C in Department Circular 653 (3d Rev. ) date&1 

April 29, 195, a, copy of v&hich may be obtained from any Fed&. ral 
Reserve Bank, or the Bureau of the Public Debt, Washington 25, D. C. 
Such increments in value do not accrue on the bonds ratably, but occur 
(become earned) only in specific amounts at, the end of the first year 
held after their issue date (except where issued on or after May 1, 
1052, the first increment occurs at the end of 6 months after issue 
date) and at the end of each following half-year period to ori«inal 
or extended maturity or earlier redemption (except where issued on 
or after May 1, 1952, the flnal increment period before origiiial 
maturity is only 2 months). For example, in the case of a Series E 
savings bond purchased for $75 and bearing an issue date of May 
1, 1941, the first, second, and third increments in value occurred 
(became earned) on May 1, 1942, November 1, 1942, and May 1, 1943, 
in the amounts of $0. 50, $0. 50, and $0. 50, respectively; and, in the case 
of a Series E savings bond of the same issue price but bearing an 
issue date of May 1, 1052, the first, second, and third increments in 

315355' — 54 — 2 
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value occurred on November 1, 19M, May 1, 1958, and November 1, 
1958, in the amounts of $0. 40, $0. 80, and $1, respectively. 

As provided with respect to such savings bonds in section 22(d) 
of the Second Liberty Bond Act (as amended by the Public Debt Act 
of 1941, C. B. 1941 — 1, 546), "For the purposes of taxation increment 
in value represented by the di8erence between the price paid and 
the redemption value received (whether at or before maturity) for 
savingsbonds * * ~ shall be considered as interest. " 

In I. T. 3801, C. B. 19?9-2, 75, it was hei&1 that, where such savings 
bonds are registered in the names of two natural persons in the alter- 
native as coowners, for example, "Mr. John Jones or Mrs. Mary Jones, " 
interest (increment irr value) earned thereon is income, for Federal 
income tax purposes, of the coowner whose funds were used to pur- 
chase the bonds; and that, if tire purchase price was furnished in 
part by each, the in( crest is income of each in proportion to his or her 
respective contribution to the purchase price, provided, however, that 
coowners who are husband and wife domiciled in a State having com- 
nrunity property laws should ordinarily include one-half of the in- 
terest as each spouse's income if the bonds are held as community 
property. 

It is held that, where such a savings bond registered in the names of 
two natural persons in the alternative as coowners was purchased 
entirely with the funds of one of the coowners, all the interest (in- 
crement in value) earned thereon is his income, even though he 
gratuitously permits the other coowner to redeem the bond (whether 
at or before its maturity) and retain as hers the entire proceeds. 
Such holding is consistent with holdings in O. D. 120, C. B. No. 1, 84 
(1919); I. T. 8011, C. B. XV-2, 132 (1986); I. T. 8097, C. B. 1987-2, 
219; HeLvering v. PauL R. Q. Horst, 811 U. S. 112, Ct. D. 1472, C. B. 
1940-2, 206; and I. T. 8486, C. B. 1941 — 2, 76, regarding to whom 
assigned interest income is taxable for Federal income tax purposes. 

It is further held that, where the purchase price of such a savings 
bond registered in the names of a lrusband and his wife in the alter- 
native as coowners was contributed in part by each spouse and the 
bond is reissued in the names of the husband and their daughter in 
the alternative as coowners, the wife's coownership in the bond is 
then transferred to the daughter. Therefore, whether such transfer 
was for valuable consideration or as a gift, any interest (increment 
in value) that accrues (as earned) on the bond thereafter while the 
daughter remains such coowner is her income in proportion to the 
wife's contribution to the purchase price, whereas such proportion 
of any interest that had accrued on the bond before its reissue is 
income of the vi ife. Since the husband continued as the original other 
coowner, interest earned on the bond, whether it had accrued before 
the reissue or accrues thereafter while he so continues, is his income in 
proportion to his contribution to the purchase price. 

For rules relative to when interest (increment in value) on such 
savings bonds is returnable, for Federal income tax purposes, see 
6. C. M. 15875, C. B. XIV — 2, 100 (1985); Mimeograph 6327, C. B. 
1948 — 2, 12; and D, C. 885, eupra (the latter relating, inter alia, to 
Series E bonds iield after their original maturity). In regard to by 
whom and when inta esl: on such savings bonds held in trust by a bank 
is returnable, scc l. T. '157;i, C. B. 1942-2, 118. 
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RKGULATIGNS 118, SEGTIQN 80. 22(a)-1: Wllat 
included in gross income. 

Amounts received in settlement of claims under the Ne&v Jersey 
"Death by Wrongful Act" statute, (See Rev. Rul. 54 — 10, p. 170. ) 

REGUI, AT&oxs 118, SEOTIoN 80. 22(a) — 2: Compcn 
sation f' or personal services. 

(Also Section 22(b), Section 89. 22(b) (2)-2; 
Section 118 (a), Section 89. 1u (a) (5) -1; 
Regulations 105, Section 811(c), Section 81. 17. ) 

Itev. Rul. 54-144 

Treatment for Federal income tax purposes of retirement pay 
and annuity benefits received by retired members of the uniformed 
services of the United States and their beueticiaries u&ider elections 
provided by the Uniformed Services Contingency Option Act of 
1958, 67 Stat, 5&&1, wber&by a nicmber may elect to receive retire- 
ment pay in a lesser amount than that to which he is entitled 
under the provisions of the Career Con&pensation Act of 1949 and 
other retirement la&vs in order to provide one or more annuities 
payable after his death to his widow, child or children. 

Advice is requested with respect, to the tax status of the reduced 
retired pay and the annuities in the hands of' the recipients thereof 
where a, member of the uniformed services elects under the Uniformed 
Services Contingency Option Act of 1058& 67 Stat. 501, to receive 
retired pay in a lesser amount tlian that to w~hich he is entitled ut&dcr 
the provisions of the Career Compe»satioii Act of 1949, 6I Stat. 802, 
and other retirement htws in order to provide one o more arinuities 
payable after his death to his surviving spouse, child or children. 

The 195, 'I Act provides a plan whereby an active or retired member 
of the uniformed services may elect to receive a reduced amount of 
retired pay in order to provide one or more annuities payable after 
his death to his widow, child or children. Members of tlie uniformed 
services are not compelled to provide annuities for their depenclents. 
It is entirely voluntary whetlier they participate in the plan. H&nv- 

ever, they must elect to participate in the plan within a specific&1 
period of time or be barred froin the annuity program. The act 
further sets up provisions relative to modification oi revocation of 
the election, and provides for the operation of the act in various 
eventualities. 

The questions with respect to which advice is requested are set forth 
below. 

(A) Will a member's awarded statutory retired or retirement pay or the 
reduced retired pay constitute his gross income for Iredernl in& oine tax purposes? 

T. D. M08, C. B, 1948, 65, holds that, the amounts de&lucted and wIth- 
held purs«ant to the Civil Service Retirement Act of 1060, as amended, 
from the basic salary pay or compensation of those einployees in the 
civil service of' the United States are payments made toward the 
purchase of annuities under the act and are not allowable deductions 
for income tax purposes. In like manner the amounts deducted from 
the retired pay of members of the uniformed services to provide an- 
nuities are not allowable deductions for Federal inc&u&ie tax purl&oses. 
It is recognized that in some cases the retired pay recei ved by a member 
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will be entirely exempt from Federal income tax and in some cases 
it will be partially exempt. See Rev. Rul. 256, C. B. 1958 — 2, 13. 
Under the provisions of section 22(b) {5) of the Internal Revenue 
Code amounts received in taxable years beginning after December 31, 
1N1, as a pension, annuity or similar allowance for personal injuries 
or sickness resultiiig from active services in the Armed Forces of any 
country are exempt from Fed'eral income tax. 

(B) Are the annuities includible in the gross income of the annuitants as 
provided for in section 22(b) (2) of the Internal Revenue Code' ? 

Section 22(b) (2) (A) of the Internal Revenue Code provides that 
amounts received as an annuity under an annuity or endowment con- 
tract shall be included in gross income; except that there shall be ex- 
cluded from gross income tlie excess of the amount received in the 
taxable year over an ainount equal to 8 per centum of the aggregate 
premiums or consideration paid for such annuity (v hether or not paid 
during such year), until the aggregate amount excluded from gross 
income in respect of such annuity equals the aggregate premiums or 
consideration paid for such annuity. 

(C) Will the fair mar)res value of an annuity be includible in the gross estate 
of a deceased member of the uniformed services for Federal estate tax purposes? 

Section 811(c) (8) of the Code provides, in part, that a transfer of an 
interest in property by the decedent after October 7, 1949, is includible 
in the gross estate under section 811(c) (1) (C) (whether decedent did 
or did not retain any right or interest in the property transferred) if. 

possession or enjoyment can through ownership of such interest be 
obtained only by surviving the decedent. Therefore, the value of the 
annuity payable to the widow or other survivors of the retired member 
is includable in his gross estate for Federal estate tax purposes under 
section 811(c) (3) . 

(D) Is the cost of an annuity the aggregate of the amounts by ivhich the 
decedent's retired pay seas reduced or the fair value of the annuity to the 
annuitant determined under section 113(a) (5) of the Code, which is relative to 
the adjusted basis of property transmitted at death? 

The amendments of section 22(b) (2) and section 113(a) (5) of the 
Code by section 803 of the Revenue Act of 1951 relate to joint and 
survivor annuities. The annuity involved in the instant case is devoid 
of any joint and survivorship features. The widow or child or children 
are the primary and only annuitants. Therefore, the annuity involved 
is not a survivorship annuity and the "substituted" cost basis provision 
of section 22(b) (2) and section 113(a) (5) are not applicable. The 
annuitant's basis, however, would be determined under section 
118(a) (2) of the Code relating to the basis of property acquired by 
gift. 

(E) Will the annuity be subject to the $5, 000 exclusion from gross income 
provided for by section 22 (b) (1) (8) of the Code? 

Section 22(b) (1) (B) of, the Code, as amended by section 802(a) of 
the Revenue Act of 1951, provides that there shall not be included in 
gross income and that there shall be exempt from income tax the 
amounts received under a contract of an employer providing for pay- 
ment of such amounts to the beneficiaries of an employee, paid by 
reason of the death of the employe e, whetl&cr in a, single sum or other- 
»ise. The nggrega(e of tile amounts tlius excludable by all of the 
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beneficiaries of the employee under all such contracts of any one em- 
ployer may not exceed $5, 000. Section 22(b) (1) (9) of the Code 
contemplates the case where money is paid by the employer in con- 
sideration of past services. The annuity payments under the Uni- 
formed Services Contingency Option Act of 1958 to beneficiarie of 
retired members are made in consideration of annuity premiums paid 
by retired members, rather than in consideration of past services. The 
Government in this case acts like the issuer of an annuity policy. 
Accordingly, the annuities paid to beneficiaries under the Uniformed 
Services Contingency Option Act of 1958 are not entitled to the ex- 
clusion provided in section 22(b) (1) (B) of the Code. 

(F) Will the fact that the decedent's retired pay was excluded from his gross 
income, in whole or in part, under section 22(b) (5) of the Code, have any 
effect on the taxable status of the annuity paid to his beneficiaries? 

notwithstanding the fact that the deductions from the decedent's 
retired pay, which were used for the purpose of providing annuities 
for the wife or other survivors, flowed from either partially or fully 
lax-exempt income, the annuity payments to the survivors are subject 
to tax under the 3 percent rule of section 22(b) (2) of the Code. The 
survivor will, under the 8 percent rule be entitled to recover as tax 
exempt, the cost or other basis of the annuity contract, but any 
income flo&ving from the annuity contract after the survivor has fully 
recovered the basis is subject to tax. 

(G) Are the annu:ties subject to withholding under section 1622 of the Code? 

Withholding is not required under section 1622(a) of the code 
on the annuities payable to the widow, child or children. Section 
406. 207 (b) of Regulations 120 provides in part as follows: 

In general, pensions and retired pay are wages subject to withholding. EIow- 
ever, no withholding is required with respect to «mounts paid to au employee 
upon retirement which are taxable as annuities under l. he provisions of section 

(b) (2)- 
(EI) Are the annuities subject to withholding under section 148(b) of the 

Code where the annuitant is a nonresident alien? 

Section 148(b) of the Code specifically requires the withholding 
of Federal income tax at the source on amounts paid to nonresident 
alien individuals as annuities and the amount of the annuity includ- 
ible in gross income is subject to withholding tax at the rate of 60 
percent unless this rate is reduced by treaty provisions. 

REuUI. ATroNs 118, SEGTIoN M. 22(a) — 2: Compen- 
sation for personal services. 

Taxability of pension benefits received by union members. (See 
Rev. Rul. 54 — 190, p. 46. ) 

REGULATIONs 118, SKGTION 39. 22 (a) — 8: Compen- Rev. Rul. 54 — 165 
sation for personal services. 

Where the premiums required to purchase group term life insur- 
ance for employees are paid out of contributions from both employer 
and employees and the payments made by the employer provide 
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on]y current insurance protection, the amounts paid by the employer 
are not includible in the gross income of the benefited employees 
notwithstanding the fact that the insurance policies permit con- 
version, under certain circumstances, into permanent types of life 
insurance. 

Advice is requested whether employer contributions towards pre- 
miums for the purchase of employees' group term life insurance is 
includible in the gross income of the benefited employees where the 
insurance policies, under certain circumstances, may be converted 
by the individual employees into permanent types of life insurance. 

In accordance with the provisions of the group term life insurance 
policy in the instant case the amount of insurance on the life of each 
employee is determined by the employee's basic rate of pay. The 
insurance premiums are paid for by contributions from both employer 
and employee. The insurance is group term life insurance, contain- 
ing a permanent total disability provision. An employee vvho termi- 
nates his employment is entitled to have issued to him, without evi- 
dence of insurability, an individual policy of life insurance without 
disability or other supplemental benefits, on which he must pay the 
premiums. Such employee may date his individual policy as of the 
ejfective date of his insurance under the group policy, provided he 
pays the differences between the amount of premiums paid under the 
group policy and the premiums that ivould have been due under the 
individual policy, with interest& or the cash value of the individual 
policy, whichever is greater. 

Section 89PB(a) — 8 of Regulations 118, relating to compensation 
paid other than in cash, provides in part that preniiums paid by an 
employer on policies of group life insurance covering the lives of 
his employees, the beneficiaries of vvhich are designated by the em- 
ployees, are not income to the employees. 

The tax consequence of the purchase of group life insurance are 
set forth in Mim. 6477, C. B. 1950-1, 16. Under the provisions of sec- 
tion 29. 99(a)-8 of Regulations 111 (now section 89. %2(a) — 8 of Regu- 
lations 118) as interp~reted by Mim. 6477, su~»"a, premiums paid by 
an employer on policies of group term insurance covering the lives 
of his employees are not income to the benefited employees. Preniiums 

aid by an employer for permanent forms of insurance on the lives of 
is employees under group permanent life insurance policies constitute 

income to the employees, except that under paragraph 5 of Mim. 6477, 
supra, such premiums do not constitute income if the employees' right 
to permanent insurance, or equivalent benefits, other than current 
term insurance, is forfeitable in case of subsequent separation from 
service. The question presented is vvhether tlie provisions of para- 
oraph 5 of. 3Iim. 6477, supra, apply in the instant case in view of the 
K&ct that the benefited employees have, under the terms of the policy, 
the right on termination of employment to convert the policies into 
perma~nent types of life insurance. 

The facts in the case presented lead to the conclusion that the pre- 
miums paid by the employer only provide current insurance protec- 
tion and that the costs of any permanent or nonforfeitable features 
of tlie policy are borne by the employees. 

It is held that ivhere the premIums required to purchase group 
term life insuraiice for e»ilying ees are paid u«t ol contributions from 
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both employer and employees and the payments made by the employer 
provide only current insurance protection, the amounts paid by the 
employer are not includible in the gross ir&come of the benefited em- 
ployees notwithstanding the fact that the insurance policies permit 
conversion, under certain circumstances, into permanent types of life 
insurance. 

Rarer. wTroNs 118, SrcrroN 60. 22(a) -5: Gross Rev. Rul. 54-222 
income from business. 

{Also Section 117(j), Section 80. 117(j) — 1; 
a»tl Section 28 (I ), Section 80. 26 (I) -2. ) 

The policy of the Internal Revenue Service regarding the Federal 
inc&&m& tax treatment of "demonstrator" automobiles in the hauds of 
an automobile dealer, as set forth in I. T. 40C&2, C. Ir. 1951 — 2, ul, is not 
affected by the acuuicsccnce of the Service iu Lutimer-Loose&t Ct&ev- 
rolct, t»c. v. Con&H&issionc&. , 19 T. C. 120, acquies& en& e t. ". B. 1il, "&3-1, 5. 
That decision &vith respect to the I&'cderal inc&&mc tax treatn&cut of 
"compauy cars" in the hands of an automobile dealer is disfinguishc&l 
on the l&asis &&f the facts in that case. The disiin&tion bet&veen 
"den»a&strator" cars and "c&&n&pany cars" iu the bands of a dealer 
is determined on tbe basis of the facts in each particular case. 

Advice is requested whether the income tax treatment of profits on 
the sale of denro»strator cars, as set forth in I. T. 4062, C. A. 1051-2, 
61, is cha»ge&I as a result of the acquiescence ot the I»ternal Revenue 
Service in the co»rt decision of J. atimen-J. ooney C&her&olet& Inc. v. 
Comnu'88iot&er& 10 T. C. 1 &0, acquiescence C. 13. 105o-1& 5, previous no»- 
acquiescence, pa&re 7, withdrawn. 

In I. T. 4062, C. II. 1051-2, 61, if, is held that motor vehicles ac- 
quired by a dealer in the usual course of purchase for resale and tem- 
porarily used as "d&monstrators" are presumably held for. sale to 
customers in the ordinary course of the dealer's business. Co»se- 
quently, no depreciation is allov able with respect to such vehicles, 
they are not property used in the trade or business, and gain on their 
sale may not be treated as capital gain under section 117(j) of the 
Internal Reve»ue Code. It was stated that a dealer in motor vehicles 
is presumed to hold all suclr vehicles owned by him primarily for sale 
to customers in the ordinary course of his trade or business but that 
this presumption may be overcome where a dealer can establish that a. 

certain vehicle was acquired and used in the operation of the business. 
The case of Latimer-Looney Chevrolet, Inc. , supra& dealt with the 

tax treatment of profits on sales of certa~in vehicles which the peti- 
tioner contended were "company cars" used in its business. The 
Colnmissioner argued that they were "demonstrators. " The co»rt 
found, as a fact, that the vehicles rvere "company cars" hehl primarily 
for use in the petitioner's business and held, consequentlv, that gain 
from their sale was subject to the provisions of section 117(j) of the 
Code. A contrary finding of fact was made as to certain cars in the 
case of W. E. Stephens Company v. CommM8i oner, Tax Court Merno- 
randum Opinion August 8, 1051, alarmed 100 Fed. (2d) 665, which 
were found to be "demonstrators" held primarily for sale to customers 
in the ordinary course of business. 

There is no conflict between the cases insofar as the law is con- 
cerned. The decision by the court in each instance was based entirely 



Regs. 118, $ 39. 22(al — 21. j 20 

on its fin&ling of fact. 6'hile the Revenue Service does not neces- 
sarily concur in the findings of fact in the I. atimer-Looney case, such 
findings are not subject to review by appellate courts, therefore, no 

appeal was taken. The acquiescence entered in the Latimer-Looney 
decision is an acceptance of tlie determination in that case only. 

The decision in the I. atimer-l. ooney case does not necessitate any 
modification of the ruling in I. T. 4062, supra, and that ruling con- 
tinues to express the position of the Revenue Service. 

Whether a particu]ar vehicle is a "demonstrator" or a "company 
car" is a question of fact dependent upon the circumstances. Some of 
the factors to be considered are: the method by which it is financed, the 
registration of the vehicle, the manner in which it is insured, the 
nature, duration, and extent of its use by the dealer, and the require- 
ments of the manufacturer as to its treatment. The mere occasional 
use by a dealer of a "demonstrator" car will not make it a "company 
car. " In order to qualify for treatment as property used in the trade 
or business, a vehicle must have been acquired for that purpose and 
devoted, bona /de, to use in the business (other than for demonstration 
purposes) of the taxpayer. 

Where the facts in a particular case establish. that a vehicle qualifies 
as a "company car, " depreciation is allowable for the period of time 
it is held for such use. Any gain from the sale of such car so held 
and used for more than six months is subject to the provisions of 
section 117(j) of the Code. 

Rev. Rul. 54-9 REGULATIoNS 118, SEGTIGN 39. 22 (a) — 21: Trust 
income taxable to the grantor as substantial 
owner thereof. 

(Also Section 23(a), Section 39. 23(a) — 10; 
Section 1000, Section 86. 2, Regulations 108. ) 

The transfer of real property to a trust for a 10-year period for 
the benefit of grantor's children with his wife as one of two trustees, 
with the corpus to go to the grantor's wife in the event of his death 
prior to the expiration of the 10-year period, and with a privilc e of 
leasing back such property from the trustees constitutes a transfer 
in form rather than substance. Rental payments made to the trust 
by the grantor will not constitute deductible business expenses. 
The grantor will remain the owner of the property during the term 
of the trust for purposes of Federal income and gift taxes and the 
rental payments when made will constitute gifts. 

Advice is requested as to the Federal income and gift tax conse- 
quences resulting from the transfer of property to a trust under cir- 
cumstances hereinafter described. 

The grantor owns and operates a restaurant on property which he 
proposes to transfer in trust for the benefit of his children naming his 
wife as one of two trustees to hold title to the property. Trust income 
may at the discretion of the trustees be distributed or accumulated. 
At the expiration of 10 years the corpus of the trust will revert to the 
grantor if he is living and in the event of his death the corpus will go 
to the grantor's wife. Upon termination of the trust any accumulated 
income will be paid to the beneficiaries. During the term of. tile trust 
tile grantor by, prearrangement has the privilege of renting the 
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restaurant property constituting the corpus of the trust froin the 
trustees at a rental to be determined by reputable real estate experts. 

The conveyance of property to the trust by the grantor in the instant 
case for the benefit of his children with a privilege of renting back 
such property, presents a form of reallocation oi income within a 
family group. Attempts at reallocation of family income have been 
sought to be accomplished in the form of a trust, Helvering v. George 8. Cliff or(l, 809 U. S. 831, Ct. D. 1444, C. B. 1940 — 1, 105; family part- 
nership, Commissioner v. Francis E. 2'ower, M7 U. S. 280, Ct. D. 1670, 
C. B. 1946-1, 11; Commissioner v. William O. CuSertson, Sr. et uv. , 
887 U. S. 763, Ct. D. 1723, C. B. 1949 — 2, 5; assignment ot income, Hel- 
vering v. Paul Pi. G. Horst, 811 U. S. 112, Ct. D. 1472, C. B. 1940 — 2, 
206; or royalty payments to members of a family corporation, Fngle 
Coal Corporation v. Commissioner, 10 T. C. 1199, aKrmed, 174 Fed. 
(2d) 569. The Supreme Court examined the practical efi'ects of the 
transfer in each instance to determine whether the transferor retained 
control or enjoyment of the income or property transferred. The con- 
trolling consideration in intrafamily assignments has been the tax 
consequences fiowing from the substance oi a transaction rather than 
from its form. See Commissioner v. Joseph, Sunnen, 883 U. S. 591, 
Ct. D. 1698, C, B. 1948-1, 7. Economic fact is emphasized rather than 
legal title and technicalities, Higgins v, John Thomas Smith, 808 U. S. 
473, Ct. D. 1434, C. B. 1940-1, 127. 

The promise to pay "rent" is analogous to the promise to pay "inter- 
est. " In F. Coit Johnson v. Commissioner, 86 Fed. (2d) 710, Ct. D. 
1228, C. B. 1987 — 1, 187, where the taxpayer gave his wife money which 
she placed in trust to be loaned back to him, the Court stated. that the 
"interest" paid by the husband to the wife by way of a trust consti- 
tuted gifts and were not deductible as a business expense. The hus- 
band had not made a gift of the money placed in trust but merely had 
made gratuitous promises to pay interest. Similar results were 
reached in two recent district court opinions in George L. Sall et uv. v. 
Francis Ft. Smith, D. C. , E. D. , Pa. , October 28, 1952, and in Henry 
Eirschenmann et ua'. v. Harry C. lVestover& D. C. , S. D. , Calif. , June 
80, 1952 (pending appeal). 

In the Sall case the taxpayer transferred certain suins of money to 
three trusts set up for the benefit of his children. Immediately there- 
after the money was loaned. by the trusts to a partnership controlled 
by the taxpayer, and the trusts received three binding promissory 
notes and an agreement to pay, in lieu of interest, a percentage of the 
partnership profits. In his instructions to the jury, the District 
Court judge noted the factors of reallocation of income in a family 
transaction, the legal and binding efFect of the notes, the gift of the 
money on the condition that it be reinvested in the partnership, and 
the fact that a majority of the trustees were not family members and 
had a right to exercise their independent judgment and inve't the 
money in any way they thought proper. The jury returned a verdict 
in favor of the colle". tor wlio had disallowed the so-called interest 
deductions. In the Kirschenmann case the taxpayer purchased. 
farmland for which he had been paying a rental of about $4, 500 for 
a term of 5 years. The taxpayer then made a "giftv of the land to 
his 12-yearold daughter. The taxpayer's brother, who was ap- 
pointed guardian for the daughter, leased the land to the taxpayer 
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for a term of 5 years. Some $19, 000 was paid as "rent" during the 
first year of the lease. While the high "rent" figured in the decision 
of the court in denying the deduction, it is also noted that the court 
found that the taxpayer exercised the same possession and control 
over the land after the gift and the setting up of the guardianship as 
he had prior thereto. 

A contrary result was reached in A. A. Skemp v. Commv~sioner, 
(1948) 168 Fed. (2d) 598, reversing 8 T. C. 415, and Helen C. Brotcn, et 
al. v. Commie8ioner, (1950) 180 Fed. (2d) 926, reversing 12 T. C. 
1095, cert. den. 840 U. S. 814. However, see E. Field White v, Fitz- 
patrick (1951) 198 Fed. (2d) 898, cert. den. 843 U. S. 928, in which 
the Skemp and Brown cases were distinguished. It is believed that 
the Skemp and Brown opinions in the Court of Appeals conflict in 
principle with the leaseback decisions in Hel~&ering v Lazarus and t o. 
808 U. S. 2M, Ct. D. 1480, C. B. 1989 — 2, 208 (sale and leaseback in 
reality a loan and security for the loan); W. H. Armeton Co. , Inc. , et 
al. v. Commigvioner, (1951) 188 ked. (2d) 581; Stearns 3fagnetic 
manufacturing Co. v. Commission, T. C. Memo. Op. Docket No. 
28509, dated May 29, 19M; Ingle Coal Corporation, supra; and 88th 
Street Plaza Theater, Inc. v. Commissioner (19M) 195 Fed. (2d) 724 
(sublease to wife of principal stockholder by family corporation). 

In applying the foregoing principles to the instant case it is evident 
that the transaction will be carried out, under a prearranged plan. 
The independence of the trustee in reality disappears under circum- 
stances where the transaction is prearranged. The grantor of the 
proposed trust will merely transfer the property to the trust with 
control reserved, thereby retaining the use and enjoyment of flic 
property. The business of the grantor and the property in which it 
is conducted will remain undisturbed; there has been no parting with 
a real interest in the property involved which is requisite to the pas- 
sage of a gift, . In substance the grantor remains the owner of the 
property. 

Accordingly, it is held that the transfer of real property to a trust 
for a 10-year period for the benefit of grantor's children with his wife 
as one of. two trustees, with the corpus to go to the grantor's wife in 
the event of his death prior to the expiration of a 10-year period, 
and with a privilege of leasing back such property from the trustees 
constitutes a transfer in form rather than substance. Rental pay- 
ments made to the trust by the grantor will not constitute deductible 
business expenses. The grantor will remain the owner of the prop- 
erty during the term of the trust for purposes of Federal income 
and gift taxes, and the rental payments when inade will constitute 
gifts. 

REGULATIONS 118, SEGTIoN 89. 22(a) — 21: Trust Rev. Rul. 54-41 
income taxable to the grantor as substantial 
owner thereof. 

The income of a trust created under an instrument which (1) 
vests in the grantor-trustee the power to distribute from trust in- 
come or corpus such aniounts at such time as he in his sole discre- 
tion shall determine to be necessary for certain needs of the bene- 
ficiary anil (2) provides that upon death of the bcncliciary the re- 
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mainder shall be paid over to a designated educational organisation 
constitutes taxable income to the grautor under section 22(a) of 
the Internal Revenue Code. 

Advice is requested whether the income of a trust created under 
an instrument the provisions of which are set forth below constitute 
taxable income to the grantor. 

In the case presented, the taxpayer created a trust naming himself 
as trustee of certain personal property which he then owned. The 
trust instrument provides that the principal and income of the trust 
shall be paid to the taxpayer's mother during her lifetime in such 
amounts and at such time as the trustee, in his sole discretion, shall 
determine necessary for her care, comfort, support, maintenance, 
benefit, and best interests. The trust is to terminate upon the mother' s 
death and the balance of the principal and income remaining in the 
hands of the trustee is to be paid over to a designated educational 
organization to be added to certain scholarship funds. The grantor- 
trustee has unlimited power to invest and reinvest the principal and 
income of the trust in such investments as he may choose in the exer- 
cise of his judgment and discretion. He has full power and authority 
to change investments, and to sell, grant, convey, pled«c, or mortgage 
any property, real or personal, of which the trust fund may at aiiy 
time, in whole or in part, consist. The general administrative powers 
vested in the trustee are to be exercised primarily for the benefit of 
the beneficiary of the trust. Furthermore, the trust instrument does 
not vest in any person the power to borrow or to acquire the trust 
corpus or income for less than adequate consideration. 

Section 80. 22(a, ) — 21' of Reggilations 118 provides in pertinent part 
that the income of a trust is taxable to the grantor under section 22 (a) 
of the Internal Revenue Code, although not payable to the grantor 
himself and not to be applied in satisfaction of his legal obligations, 
if he has retained a control of the trust so complete that he is still in 
practical effect the owner of its income. Such section fiirther pro- 
vides that a grantor has retained control so complete as to render the 
income of. a trust taxable to him, whatever the duration of the trust, 
if the beneficial enjoyment of the corpus or the income therefrom is 
subject to a power of disposition, exercisable in any capacity (except 
a power exercisable in one of certain ways set forth in the regulations, 
none of which are present here), by the grantor or any person not 
having a substantial adverse interest in the beneficial enjoyment of 
the corpus or income, whichever is subject to the power, or both. 

Under the trust instrument, the grantor-trustee h;i~s the power to 
distribute to his mother during her lifetime from trust iitcome or 
corpus such amounts at such time as he shall, in his sole discretion, 
determine to be necessary for her care, comfort, support, maintenance, 
benefit, and best interests. By virtue of such power, he also deter- 
mines the amount of income and corpus paid over to the designated 
educational organization upon termination of the trust. Accordingly, 
beneficial enjoyment of the corpus and the income therefrom is subject 
to the power of disposition by the grantor within the purview of 
section 80. 22(a)-21 of Regulations 118. 

In view of the foregoing, it is held that the income of the trust is 
taxable to the grantor under section 22(a) of the In! ernal Revenue 
Code. 
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REGULAT1oNs 118, SEGTIoN 80. 22(a) — 21: Trust Rev. Rul. 54 — 48 

incolne taxable to the grantor as substantial 
owner thereof. 

(Also Regulations 111, Section 20. 22 (a) — 21. ) 

In Commissioner v. truth 8. C2ark et aL, 202 Fed. (2d) 94, the 
Court held, on the facts presented, that the income of the trust there 
involved was not taxable to the grantor under the 10-year short-term 
trust rule set forth in section 20. 22(a) -21(c) of Regulations 111 (now 
sec. 80. 22(a) — 21(c) of Regulations 118) the facts being that (1) the 
trust, was created prior to promulgation of that section of the regula- 
tions, (2) the trust was extended prior to promulgation of such 
regulations so that its total term was 10 years, and (8) the beneficiary 
of the trust was a charitable corporation. The Internal Revenue 
Service will follow that decision in the disposition of other cases on]y 
if the issue and the facts in such cases are identical to those in the Clark 
case. Section 29. 22(a) — 21 of Regulations 111 was promulgated De- 
cember 20, 1045. See T. D. 5488, C. B. 1946 — 1, 19. 

Rev. Rul. 54-10 REGULATIGNs 118, SEGTIQN 89. 22 (a) — 28: Al]oca- 
tions by cooperative associations; tax treat- 
ment as to patrons. 

Allocations of cooperative associations and tax treatment as to 
patrons of amounts distributed in document form. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Ruling is to set forth the policy of the 
Service and to furnish instructions to the district directors and other 
employees concerned, with respect to the tax treatment in the hands of 
patrons, of amounts allocated in document form by cooperative asso- 
c 1 at 1 on s. 
SEC. 2. MEANING Or TERMs. 

For the purpose of this Revenue Ruling the terms "cooperative asso- 
ciation, " "patron, " "allocation, " and "patronage dividend" have the 
meaning ascribed to them in section 89. 101(12)-2(b) of Regulations 
118. As so defined the term "allocation" includes patronage dividends 
and other distributions Inade by a cooperative association in any man- 
ner whereby there is disclosed to the patron the dollar amount appor- 
tioned on the books of the association for the account of such patron. 
The term "patronage dividend. " as defined does not include amounts 
allocated on a patroiIage basis in document form which are fixed with- 
out reference to earnings of the association. However, the rules set 
forth in section 6 herein, as to the tax treatment of amounts allocated 
in document form, apply not only to patronage dividends but to all 
allocations made by a cooperative association in document form. 
SEC. 8. BACKGROUND. 

. 01 Treasury Decision 6014, approved May 29, 1958, C. B. 1958-1, 
110, added section 29. 22(a) — 28 to Regulations 111 (now 89. 22(a) — 23 
of Regulations 118), prescribing rules for the tax treatment as to 
patrons of allocations by cooperative associations. Section 89. 22(a)- 
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23(b) (1) of Regulations 118 sets forth the extent of taxability of 
amounts allocated to a patron on a patronage basis by a cooperative 
association with respect to products marketed for such patron, or with 
respect to supplies, equipment, or services the cost of which is deduct- 
ible by the patron under section 23 of the Code. These regulations 
provide in part to the efiect that if the allocation is in the form of 
capital stock, revolving fund certificates, certificates of in&lebtedness, 
letters of advice, retain certificates or similar documents, the amounts 
allocated shall be included in the computation of the gross incoine of 
the patron to the extent of the face amount of such documents pro- 
vided the allocation is 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 allocated. 

. 09 These provisions as to the tax treatment of allocations in the 
hands of the patron where there is a contractual obligation involved 
do not represent a departure from rules previously in efi'ect, but set 
forth in regulation form a policy of the Service which has been long 
established. 

. 03 The regulations also set forth rules for the trealinent of. an allo- 
cation in document form where the allocation was not made pursuant 
to a valid obligation of the association to the patron. Normally in 
such case amounts so allocated are included in the gross income of the 
patron to the extent of cash or merchandise received in redemption or 
satisfaction of the document for the year in which the cash or mer- 
chandise is received. An exception is where the document is a nego- 
tiable instrument, in which case the amount to be included in tlie gross 
income of the patron in the year of receipt is the fair market value of 
the document. 

. 04 The foregoing described treatment of. allocations to patrons is 
consistent with the theory under which patronage dividends are treated 
by cooperative associations. A cooperative association may exclude 
from its gross income true patronage dividends when made pursuant 
to a prior agreement between the cooperative organization and its 
patrons. The justification for this treatment rests upon the fact that 
these patronage dividends represent either an additional considera- 
tion due the patron for goods sold through the association or a reduc- 
tion in the purchase price of supplies or equipment purchased by the 
patron. The amounts which may be excluded as patronage dividends 
are not limited to the distributions made in cash but include amounts 
distributable but retained by the cooperative and distributed in forms 
other than cash. However, where a cooperative makes a distribution 
which it is not obligated to make under a preexisting agreement, it is 
not entitled to exclude such distribution from gross income even though 
the distribution is made on a patronage basis. Moreover, for taxable 
years beginning after December 31, 1951, in the case of exempt coopera- 
tives and for all years in the case of cooperatives not exempt, any 
receipts of a cooperative association which it fails to allocate to its 
patrons must be included in the taxable income of the association to the 
same extent as in the case of commercial corporations generally. This 
is true of any amounts set up in a reserve account as well as net mar- 
gins remaining after provision for reserves. It is also true of amounts 
which are considered to be in partial payment of produce, held back, 
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from patrons by a marketing cooperative, even though the association 

considers such amounts as fixed without reference to earnings. 

. 05 The theory under. which a cooperative association may make 

an allocation in document form is that the patron by express contract 

or by doing business with the cooperative agrees to allow the associa- 

tion to retain funds to which the patron is entitled. Allocations other 

than cash or merchandise usually take the form of certificates denoting 

an investment in the capital of the association or of certificates of 
indebtedness by the cooperative. Where the document has been 

issued in accordance with a preexisting agreement, the form of the 

document is immaterial as to its taxability to the patron. It is con- 

sidered that the patron has in effect received in money the face amount 

of the docitment and has either reinvested such amount in the capital 
of the association or allowed the association the use of the money. In 
either event there is justification for including the face amount of 
tho document in the patron's gross incon", e. This justification exists 

by reason of the preexisting legal obligation of the cooperative to dis- 

tribute all of its net savings to its patrons each year and by the 

agreement between the cooperative and its patrons, w hich agreement 

is ordinarily set out in a marketing agreement or the association's 

charter, bylaws, or both, whereby the patrons agree to accept other 
than cash or merchandise for their share of the net savings. 

. 06 An important problem regarding the treatment of allocations 

in document form has arisen in those cases where an allocation has 

been made by a cooperative association but the patron has failed to 
report the entire face amount of the document on his return as income. 

Of particular concern is the treatment of amounts received. in re- 

demption of documents issued in prior years where the period of 
limitations has expired for the year of allocation. The issue in such 

cases is the basis of the document to be used by the patron upon re- 

demption, sale, or other disposition. 
. 07 There are precedents for holding that when a taxpayer has 

failed to include in his return property which he receives and which 
represents income to him he cannot in a subsequent related trans- 
action shift his position so as to establish a basis for such property 
in excess of the amount carried into income in the year of receipt. A 
close analogy to the case of unreported noncash distributions by a 
cooperative association is found in decisions in which a taxpayer 
receives shares of stock representing income in the year of receipt. 
An important case illustrating this principle is Continental Oil Com, - 

pany v. Jones, 177 Fed. (od) 508, certiorari denied on the issue of 
duty of consistency 889 U. H. 981. 

Szc. 4. STATEMENT or POLzcx. 

In line with the decision in the Continental Oil Company case 
and other supporting cases the Service has adopted the following 
policy: 

Wben a patron of a farmers' marketing or purchasing cooperative receives 
capital stock, revolving fund certidcates, retain certidcatcs, certificates of 
indebtedness, letters of advice, or similar documents representing an allocation 
to him pursuant to a preexisting contractual obligation, or in any ease in which 
the dollar amount of such allocation to him is disclo. ed in any other manner, 
and the patron reports the face aroount of such allocation, the basis upon 
redemption, sale or other disposition of the evidence of such allocation is the 
face amount. In any such case in which the cash or merch;. udise received, by the 
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patron is less than the face amount, the patron may establish a loss umler ap- 
plicable provisious of the Internal Revenue Code. On the other hand when a 
patron receives similar evidence of an allocation to him and reports less than 
the face amount of the certificate or other document, his basis will be limited to 
the amount reported in income in the year of receipt thereof. Upon redemption, 
sale or other disposition of the evidence of the allocation the excess aniouut over 
the amount reported will represent gross incoiue to the patron in the year of 
such redemption, sale or other disposition. 

SEC. 5. ExCEPTION To GENERAL ROLE. 
Although the general rule just statecl will apply in the great 

majority of cases where the patron has failed to report the entire 
face amount of an allocation m document form, there are situations 
in which an exception shou'd be made. These are cases in which 
the period of 1'mitations for the year of allocation has expired and 
before such expiration the Internal Revenue Service was on notice 
that the patron had included in his income an amount less than the 
face amount of his certificate or other evidence of allocation. As an 
example this notice might consist of information given in the patron's 
return from v hich the Service could have known that the patron 
received patronage dividends in document form and failed to include 
them in his gross income. In any such exceptional ease the Service 
will not insist that there be included in income the ainount by which 
the paynient received in the year of redemption exceeds the amount 
reported in the year of allocation. However, in this type of case if 
the amount received upon redemption exceeds the face amount of 
the document, the excess would be included in income. 

SEO. 6. Coonsz or ACTIQN. 

. 01 As a summary of the foregoing, the following rules should be 
used in determining the extent to which amounts allocated in docu- 
ment form by a cooperative association should be included in the 
computation of tile patron's gross income. 

1. Where an allocation was made pursuant to a preexisting 
agi eeinent: 

a. If the period of limitations has not expired for the 
patron's taxable year in which the allocation v as made, the 
amount of the allocation should be included in the patron's 
gross income to the extent of the face amount of the 
documents. 

b. If the period o. limitations has expired for the patron's 
taxable year in vvhich the allocation was made, the differ- 
ence, if any, between the amount reported in the year of 
allocation and the amount received upon redemption, sale, 
or other disposition of the documents should be included in 
the patron's income for the taxable year in which the re- 
demption, sale, or other disposition took place. 

o. Where an allocation was made which was not in pursuance 
to a preexisting agreement and the document issued was not a 
negotiable instrument the amount received upon redemption, 
sale, or other disposition of the document, should be included in 
gros~s income for the patron's taxable year in which received. 

3. Where an allocation was made which was not in pursuance 
to a preexisting agreement and the document issued was a nego- 
tiable instrument: 
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a. If the period of limitations has not expired for the 
taxable year of the patron in which the allocation was made, 
the fair nrarket value of the instrument should be included 
in the patron's gross income. 

b. If the period of limitations has expired the difference be- 
tween the amount reported in the year of allocation and the 
amount received upon surrender, sale, or other disposition of 
the instrument should be included in the patron's gross 
income. 

. 02 An exception to the rule stated in l. b. above will be recognized 
in any case in which the Internal Revenue Service had knowledge, 
prior to the expiration of the period of limitations, of the fact that the 

atron has included in his income in the year of allocation an amount 
ess than the face amount of his certificate or other evidence of alloca- 

tion. However, in any such case the Internal Revenue Service will be 
charged only with knowledge of the facts reflected in the taxpayer's 
return or discovered upon an investigation thereof. 

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

REGULATroNs 118, SEcTroN 89, 22 (b) (2) — 2: An- 
nuities. 

Tax status of annuities provided by an election by a member of the 
uniformed services under the Uniformed Services Contingency Option 
Act of 1958. (See Rev. Rul. 54 — 144, p. 15. ) 

REGUI ATloNS 118, SEUTroN 89. 22(b) (8) — 1: Gifts Rev. Rul. 54-110 
and bequests. 

A Pulitzer prize award for distinguished editorial writing pub- 
lished in a United States newspaper is an award made in recognition 
of past achievement or present abilities. In these respects the Pu- 
litzer awards for journalism are distinguishable from the Reichhold 
award made for musical compositions which the Supreme Court of 
the United States held to be taxable in the case of Robertson v. United 
8tate8, 848 U, S. 711, Ct. D. 1746, C. B. 1952 — 2, 66. There is no dis- 
charge of a contractual obligation as in the payment of a prize to a 
winner in a contest; there is no acceptance of a contract as between 
sponsor and contestant; and there is no payment for services ren- 
dered. An award n! ade in accordance with the established plan for the 
award of Pulitzer prizes constitutes a gift within the meaning of 
section 22(b) (8) of the Internal Revenue Code and is not required to 
be included in gross income. 

REGULATIoNs 118, SEGTroN 89. 22(b) (4) -1: Inter- Rev. Rul. 54 106 
est upon State obligations. 

Bonds duly issued by or in behalf of a municipality for the pu! ~!Gse 
of financing the acquisition or construction of municipally owned 
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industrial plants for lease to private enterprises constitute obligations 
of apolitical subdivision within the meaning of section 92(b) (4) of 
the Internal Revenue Code. Interest, paid on such bonds is exempt 
from Federal income tax under the provisions of section 22(b) (4) of 
the Code notwithstanding the purpose for which they were issued or 
the fact that the promise to pay is limited to the revenue to be derived 
from leasing the property to be acquired or erected with the proceeds 
of the bonds. It is not necessary for purposes of section 99(b) (4) 
that the obligation be a general one, pledging the general credit of the 
municipality or the use of its taxing power. 

REGvLRTIONs 118, SEGTIGN 89. 29(b) (5): Statu- Rev. Rul. 54 — 1 
tory provisions; exclusions f rom gross in- 
come; compensation for injuries or sickness. 

4 self-insured plan established by an employer in compliance 
with the New Yorl; State Disability Renefits Law providing for 
the payment of nonoccupational disability benefits to employees, 
under which (1) the benefits paid are closely correlated to regular 
wages, (2) employees contribute only a part of the cost of the 
benefits, and (3) there is no separate entity into which the em- 
ployer pays specified sums in advance and from which employees 
receive benefits, is not in itself a plan of insurance within the 
purview of section 22(b) (5) of the Internal Revenue Code. 

Advice is requested whether nonoccupational disability benefits 
received by employees under a self-insured plan, established by an 
employer in compliance with the New York State Disability Benefits 
Law under which (1) the benefits paid are closely correlated to regu- 
lar wages, (2) employees contribute only a part of' the cost of the 
benefits, and (8) there is no separate entity into which the employer 
pays specified sums in advance and from which employees receive 
benefits, are excludable from the gross income of the recipients as 
accident or health insurance under section 92(b) (5) of the Internal 
Revenue Code. 

In the case under consideration regular salaried and hourly em- 
ployees who are necessarily absent from work because of illness or 
accident, other than absences covered by workmen's compensation 
laws, receive cash benefits which equal regular wages or one-half of 
regular wages for a stated maximum period. The employer deducts 
from its employees' regular payroll the amounts authorized under the 
State law as employee contributions. These amounts are credited on 
the employer's books to the Employees' Trust I'und for New York 
State Disability Law, and this account is charged with the amounts 
paid as disability benefits to employees. The cost of the benefits in 
excess of employee contributions is paid by the employer. 

Section 92(b) (5) of the Code provides in part as follows: 

"(b) ExcIIIsIONS FROM Gaoss INcoMK. — The following items shall not be in- 
cluded in gross incoIne and shall be exempt from taxation under this chapter 
[chapter I of the Code]: 

(5) CoMPKNsATION FoR INJURIKs oR sICItNESS. — Except in the case 
of amounts attributable to (and not in excess of) deductions allowed 
under section 23(x) in any prior taxable year, aInounts received, 

315359' — 54 — 3 
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through accident or health insurance ~ ~ ~ as compensation for 
personal injuries or sickness 

An examination of the facts in the instant case does not reveal the 
existence of insurance within the meaning of section 22(b)(5), 
supra. See G. C. M. 23511, C. B. 1948, 86. The fact that a plan 
complies with State law does not by itself make the plan one of. in- 
surance. See I. T. 4107, C, B. 1959 2, 78. The contribution of only a 
part of the cost of the benefits by the employees does not in itself con- 
vert a plan into izisurance. In Revenue Ruling 208, C. B. 1958 — 2, 102, 
the employee contributions covered the entire cost of the benefits 
paid. Further, the benefits paid under the instant plan are closely 
correlated to the regular wages of the covered employees and not to 
the degree of disability. There is no arrangement apart from normal 
payroll procedure, such as a fund, trust, or association, under which 
the employer, as w~ell as the employees, contributes specified sums in 
advance and from which disability benefits v-ill at sonic future time 
be paid. Although the books of the employer refiect a credit to a 
trust fund account, as a matter of fact, the employer has not estab- 
lished an independent entity for the administration of this program. 
There is nothing to distinguish the benefits received under the in- 
stant plan from the continuation of regular compensation in whole or 
in part during a period of disability. See Rev. Rul. 209, C. B. 1958 — 2, 
104. In view of the foregoing, it is held that the plan of the instant 
employer is not a plan of insurance within the purview of section 
22(b) (5) of the Internal Revenue Code. 

For the extent to which benefits received under such plan are sub- 
ject to Federal income tax and to withholding, see Rev. Rul. 54 — 2, 
page 80, this Bulletin. 

REGULATIQNS 118& SEcTIQN 89. 22 (b) (5): Statu- 
tory provisions; exclusions from gross in- 
coine; compensation for injuries or sickness. 

Nonoccupational disability pavments equal to a recipient em- 
ployee's contributions to a self-insured plan are excludable from the 
employee's gross income, but the excess is includible in his gross 
incozne and subject to ivithholding of income tax at the source on 
wages. The Internal Revenue Service invites views, comments, and 
su gestions regarding method for determining the extent of the 
recipient employees' contributions to such plans v hich are not 
subject to tax. 

Revenue Ruling 54 — 1, page 29 of this Bulletin, holds the plan there 
involved is not a plan of insurance within the purview of section 
22(b) (5) of the Internal Revenue Code. Therefore, payments re- 
ceived thereunder are not to be excluded from the gross income of the 
recipient employee unless they represent a return of his contributions 
to the plan. The purpose of this Revenue Ruling is to prescribe the 
extent to which payments from such a plan (1) constitute gross in- 
come to tile employees and (2) are subject to withholding of income 
tax at the source on ivages. 

IVith respect to the taxability of the benefits received under such 
a plan, it is held that benefits equal to all of the recipient employee's 
contributions to the plan are excludable from gross incozne as a 
recovery of capital. To the extent that any benefits received exceed 
all of the employee recipient's contributions to the cost of tile benefits, 
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they are includible in 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 on and after January 1, 1053, as prescribed in I. T. 
4107 or on and after such date an employer has been specifically noti- 
fied by the Revenue Service to begin vvithholding, or on and after 
November 1, 1958, as prescribed in Revenue Ruling 2()0, C. B. 105& — 2, 
104, v hichever is applicable. The elnployer shall withhold as 
follows: 

1. If records of the contributions of individual employees are maintained by 
an employer, he shall use the records to determine what part of each disability 
payment is a. return of an employee's contributions and is not subject to with- 
holding under section 16"2 of the Code. The an&ount of all contributions, when- 
ever made, bv an employee to the disability plan of his present employer shall 
be recovered free from taxation before there is any withholding on any dis- 
ability payments. 

2. In the event that records of individual employee contributions are not main- 
tained by an eulployer, the employer may consider the total contributions of an 
employee to be the product of the amount authorised by the New York State 
Disability Benefits Law, i. e. , one-half of 1 percent of wages not to exceed, how- 
ever, 30 cents per week, 60 cents per 2-week period, and 65 cents per semimonthly 
payroll period, times the nuruber of such payroll periods during which the plan 
has been in effect up to the date of disability. 

The above conclusions are not limited to plans covered by the New 
York State Disability Benefits Law but are applicable as a matter ot 
principle to plans under the laws of other States having comparable 
pl'ovlslons. 

Notice is hereby given that the Internal Revenue Service is giving 
further study to the method by which the amount of the employee's 
contribution may be determined for the purpose of excluding such 
amounts from withholding. The provisions of paragraph numbered 
2 above represent a method vvhich the Revenue Service will currently 
recognize but, which is not intended as a substitute for the keeping of 
accurate records by employers for the future. Before reaching any 
conclusion as to the requirements to be prescribed, however, the 
Revenue Service will give consideration to any views, comments, or 
suggestions received by it as to the method for determining the 
employee's contribution not subject to tax. Such consideration is ex- 
pected to include the extent to which previously computed total con- 
tributions of an employee should be reduced by nontaxable disability 
benefits paid to him. Also to be considered is the extent to which em- 
ployees' contributions should be determined on the basis of the actual 
weekly or other payments made by the employee or the period of time 
he was actually on the payroll of the employer, rather than the maxi- 
mum alnount authorized during the period which the plan was in 
effect. All views, comments, or suggestio»s should be submitted be- 
fore Xfarch 1, 1954, and addressed to the Commissioner of Internal 
Revenue, Washington 25, D. C. (Attention: T: R: I). 

Pending a further issuance of a ruling on this matter, the provisions 
of' this Revenue Ruling shall be taken to refiect the position of the In- 
ternal Revenue Service but beginning January 1, 1054, the employer 
shall keep records of disability benefits paid to individual employees 
and shall, for purposes of withholding, reduce the previously com- 
puted total contributions of an employee by the disability benefits paid 
to him on or after January 1, 1054, which were not taxable because 
they constituted a return of the employee's contributions. 



Regs, 118, $ 39. 22(d)-1. ] 32 

SECTION 22(d). — CrROSS INCOME: [INVENTORIES— 
ELECTIVE METHOD] 

REGULATIONS 118, SEcTIoN 39. 22(d) — 1: Last-in Rev. Rul. 54-49 
first-out inventories. 

A. "specialty store, " as defined in Rev. Rul. 23, C. B, 1953-1, 34, 
using the cost inventory method may employ, under the elective 
inventory method pres& ribed by section 22(d) of the Internal Rev- 
enue Code, cost price indexes which are derived from the depart- 
ment store inventory (retail) price indexes, published by the Bureau 
of Labor Statistics, by the use of appropriate ratios based on cost 
percentages fur the respective departments. 

Advice is requested whether a specialty store that keeps its inven- 

tory recortls on the basis of cost, and desires to adopt the elective in- 

ventory method prescribed by section 22(d) of the Internal Revenue 
Code, may employ cost price indexes derived from the department 
stole inventory (retail) price indexes published by the United States 
Bureau of Labor Statistics, if it meets the requirements of. P&ev. Rul. 
2'3, C. B. 1953-1, 34, with the exception of employing the retail in- 
ventory n&ethocl. . 

Rev. Rul. 23 supra, holds that a retail establisllment known in the 
ti ade as a "specialty store" Inay, without further proof, qualify as a 
cclepartment store" for use of the department store inventory price 
indexes published by the Bureau of Labor Statistics, under the elec- 
tive 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 reason- 
able field of the groups included in such indexes. 

The group indexes published by the Bureau of Labor Statistics 
under the title "Department Store Inventory Price Indexes" measure 
changes in the retail prices of the classes of goods described there- 
under. They do not purpolt to measure changes in wholesale or cost 
prices to a retail department or specialty sto~re. They are not di- 
rectly applicable, therefore, for use by a specialty store using the 
cost inventory method for determining the adjustment for price 
changes subsequent to the close of the pl'eceding taxable year under 
Treasury Decision 5605, C. B. 1948 — 1, 16. However, under certain 
circumstances appropriate cost price indexes for a specialty store 
using the cost inventory method may be derived from the Bureau 
of Ii~abor Statistics department store inventory (retail) price indexes 
by reference to the changes in the cost complements of the gross profit 
Inargins of the individual specialty store for appropriate classes of 
goods. 

The difFerence between the movements of wholesale (or cost) and 
retail prices for any given year must be reflected in a change in. the 
markon percentage, since cost and retail prices would necessarily 
change by the same relative amount if the markon were uniform. The 
change in the net markon percentage, or its complement, the cost per- 
centage, may therefore be used to derive a cost index from a retail 
price index for a given department. The cost index between two 
dates is equal to the retail price index between these two dates multi- 
plied by the fraction representing the ratio between the cost percent' 
a& es at the first and second dates, respectively, as illustrated below'. 
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Department 8 

Dcc, 3i, 1950 Dcc. 31, 1951 Dec. 31, 1052 

1. Retail price index (appropriate group index) 
2. Net mar) on percentage (see Note A) 
3. Cost percentage (complement of line 2) 
4. Ratio of cost percentages (current year over base year) 
5. Cost price index (line1 times line 4) 

100. 0 
40. 2% 
59. 8% 

59. 8/59. 8 
100. 0 

150. 0 
42. 7% 
57 3nf 

57. 3/59. 8 
143. 7 

160. 0 
38. 5% 
61 s%%u' 

61. 5/59. 8 
164 5 

Noxx A. — To be determined by the taxpayer for each department on the basis of its own average for the 
taxable year. 

A specialty store on the cost inventory method does not ordinarily 
compute the net markon percentages for its respective departments, 
tor this is a tool of the retail inventory method. It does, however, 
compute its gross profit percentages for its respective departments, 
essentially the same quantity. The only material difference between 
the two is that the forfner is computed on the year's purchases, and 
the latter on the year's sales, and this difference will average out over 
a few years. It is, therefore, appropria!e to derive a cost index by 
reference to the ratio between cost percentages derived by taking the 
complements of the gross profit ratios for a department. 

simplified method of computing is available, particularly for use 
when the base date for the retail price index is prior to the year of 
adoption of the elective inventory method by the taxpayer. This 
may be illustrated as follows: 

Department B 

Jan. 1, 1950 Jan. 1, 1951 Jan. 1, 1952 

1. Retail price index (Jan. 1, 1941 = 100) (B. L. S. Group I) 
2. Gross profit percentage (see Note A) 
3. Cost percents e (comnlerneni of line 2) 
4. Adjusted price index (line 1muliiclied by line 3) 
5. Cost pr'ice index (Jan. 1, 1950=100) (line 4 divided by 

112. 4844 and multiplied by 100). 

191. 3 
41. 2% 
58. 8% 

112. 4844 

100. 0 

216. 4 
40. 7% 
59. 3% 

128. 3252 

114. 1 

211. 7 
41. 5% 
58. 5% 

123. 8445 

110. 1 

Nova A. — To be determined by the taxpayer for each department on the basis of its own average for 
the taxable year. 

The use of derived cost price indexes, as described above, by spe- 
cialty stores on the cost inventory method will be subject to all the 
conditions of Milneograph 6244, C. B. 1948 — 1, 21, and Rev. Rul. 2;5, 
C. B. lf)58-1, 84, except the condition that the taxpayer employ the 
retail inventory method. 

REGGLATIoNS 118, SEGTEojv 89. 22(d) — 1: Last-in 
first-out inventories. 

Rev. Rul. 54 — 68 

1'rice indexes and data published by the Bureau of E, aber Sta- 
tistics under date of December 9, 1908, for use by variety stores ern- 
ploying the retail and elective inventory nicthods and the condiiions 
under tvhich the use of such indexes will be acceptable in the filing 
of Federal income tax returns. 

The purpose of this Revenue Ruling is to describe the set of special 
retail price indexes which have been prepared by the United States 
Bureau of Labor Statistics (sometimes herein;ift. l referred to 
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13LS) i epresenting price clianges in tlie inventories carried by variety 
stoi es, and the conditions under ivhich the use of these indexes will be 
acceptable in the filing of income tax returns of taxpayers employing 
tlie elective inventory metliod of section 22 (d) of the Internal Revenue 
Code. 

For the purpose of this Revenue Ruling the term "variety stores, " 
following the practice of' the United States 13ureau of the Census, is 
defined as meaning retail establishments priinarily engaged in sell- 

ing a variety of merchandise in the low and popular price ranges, such 
as stationery, gift items, women's accessories, toilet articles, light hard- 
ware, toys, housewares, confectionery, etc. These stores frequently 
are known as e5 and 10 cent" stores and "5 cents to a dollar" stores, 
although merchandise is usually sold outside these price ranges. 
Sales usually are made on a cash-and-carry basis, with the open sell- 

ing method of display and customer selection of merchandise. (U. S. 
Census of Business — 1048, Trade Series, Variety Stores; Bureau of 
the Census, Bulletin No. 3 — 3, p. 4. ) 

As described in Mimeograph 6244, C. B. 1048 — 1, 21, tlie Internal 
Revenue Service has accepted, for use by individual department store 
taxpayers on a countrywide basis, the department store inventory 

rice indexes, prepared and published semiannually by the United 
'tates Bureau of Labor Statistics for this purpose, in connection with 

the filing of income tax returns employing the elective inventory 
method. 

Arrangements have noiv been made by representatives of the liinited 
price variety stores to have the Bureau of Labor Statistics prepare and 
publish semiannually a similar set of index numbers representing re- 
tail price changes of groups of departmental inventories of variety 
stores, exclusive of food, candy, and tobacco departments. Subject 
to proper application under the elective inventory method, as described 
beloiv, these BLS variety store inventory price indexes will be accepted 
by the Internal Revenue Service on a countrywide basis for use by in- 
dividual variety stores employing the retail inventory method, as rep- 
resenting price changes for the respective departments covered by 
such group indexes. 

The use of such indexes published by the Bureau of Labor Statistics 
is not mandatory; indexes may be prepared by an individual taxpayer 
based upon his own data on prices and. inventory quantities, if ade- 
quate, ancl if proof is submitted that sound statistical methods have 
been employed. that assure reliable indexes, not. only for the particular 
year in question, but for subsequent years. There may be no selective 
use of such indexes, however, combining the use of certain of the BLS 
indexes with respect to given departments and the use of other in- 
dividual indexes with respect to other departments, except in the case 
of food, candy, and tobacco departments. Neither will alternate use 
of BLS indexes and individual indexes in successive taxable years be 
permitted. 

13oth for purposes of the application of the elective inventory 
method itself, and for the use of the published indexes, it is essential 
that only reasonably homogeneous or similar goods be included in each 
dollar value pool or department. It is also essential to employment 
of the published BT S inilexes that goods be included in each depart- 
nient or LIFO pool tliat have been included by the BLS in the con- 
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struction of the indexes. The classi'ications shown in table II have 
been proposed by represe»tati~ e ot the treacle, t 
minimum standard departmentalization of similar goods. If a tax- 
payer has consistently maintained merchandising records, for pur- 
poses of the retail inventory method, of more detailed subdivisions 
than the 27 departments listed, these simon]d be retained as the basis of 
LIFO pools. On the other hand, however, no broader I. II&'O pools will 
be accepted than the 27 individual depa'rtments listed. A taxpayer 
will not be permitted, for example, to set up a LIFO pool consisting 
of departments 1 and 2 together, piece goods and domestics. Mer- 
chandise records will be req&sired which will allow the identification of 
inventory values, purchases, net markon, etc. for piece goods and 
domestics separately. In applying the BLS i»dexes under the elective 
inventory method, a vanety store taxpayer will employ each group 
index ivith respect to each of the individual departments named 
thereunder. 

As is the case w ith other taxpayers, a variety store must specify (in 
its application to use the elective inventory method) which goods shall 
be included under the method, and »&ay omit the goods in certain de- 
partments. If a taxpayer wishes, however, to use the BLS variety 
store inventory price indexes, this election must be made with respect 
to all departments under a single group index. Since each group index 
has been designed to be representative of the price movements of all the 
departments included thereunder, a, group index will not be considered 
to be representative of only a portion of the departments to the exclu- 
sion of others. For example, if a taxpayer wishes to specify piece 
goods (department 1 in group I) as included under the elective method, 
domesti& s and laces and ribbons (departments 2 and 3 in group I) 
must also be specified if carried by the taxpayer, At the same time, 
however the five departments under group index II may be omitted 
from such specification. 

Similarly, a taxpayer may specify in connection with its election to 
include only store stocks (countertop, undercounter, and stockroom 
inventories) and exclude warehouse s'tocks. In order to invoke the 
provisions of section 22(d) (6) of the Internal Revenue Code, how- 
ever, relating to the involuntary liquidation and replacement of inven- 
tory, stocks of similar goods in all locations, including warehouse 
stocks, must be considered together. 

As provided in Treasury Decision 5605, C. B. 1948 — 1, 16, since the 
elective inventory method requires the use of cost, the retail selling 
prices must be adjusted, through the annual departmental markon 
percentages, for markdowns as well as mark»ps. In other worcls, net 
markons rather than gross markons must be employed in deriving 
the cost of a departmental inventory from its retail value. The method 
of applying retail price indexes to three hypothetical departments 
under the retail inventory method and the elective inventory method 
is illustrated in exhibits A through D of Mimeograph 6244, supra. 

The BLS variety store inventory price indexes will represent price 
changes semiannually, as of June 15 and December 15. Such indexes 
will be considered as representative of either the beginning or end of 
such months. The indexes are expected to be published by the BLS 
about the first, of September and Mar& h, respectively, and will be 
reproduced subsequently in the Inter»al Revenue Bulletin. The 
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indexes for June 1953 on a base of December 1952 as 100, are repro- 
duced below. 

TAnLz I. — Bureau of Labor Etatisttcs, variety store inventory price indexes by 
department groups 

(December 1952=loci 

Index group June 1953 
Percent change 
from Dec. 1952 

to June 1953 

I. Dry goods (depts. 1-3) 
II. Apparel (depts. 4-8) 

III. Jewelry (&lepl, . 9) 
IV. Toilet goorls (dept. 10) 
V, Hardware (depts. 11-13) 

Vl, House decorations and furniture (dept. 14) 
VII. China, glassware, snd plasticware (dept. 15) 

Vill. Stationery (depts. 16-19) 
IX. Notions (depts. 20-23) 
X. Toys (depts. 24-25) 

XI, Misccdaneous (depts. 26-27) 

Store totaL 

100. 3 
100. 5 
101. 0 
100. 7 
100. 8 
100. 2 
10L 3 
99. 9 
99. 5 
99. 6 
97. 6 

100. 2 
( 

+0. 3 
+0. 5 
+L0 
+0. 7 
+0. 3 
W. 2 
+1. 3 
-0. I ~. 5 ~. 4 
-2. 4 

Noxs. — Department numbers refer to dcpartmcnts as listed in table II 

TABLE II 
Variety store index groups and departmentaL classificatio 

Index groups 

I. Dry goods 

II. Apparel 

Departments and snMepartments 

1. Piece goods 
A. Dress yardage 
R. Drapery aud upholstery yardage 
C. Sheeting, toweling, plastics, oilcloth 

2. Domestics 
A. Table linens 
B. Towels 
C. Bath acccssorics 
D. Redding 
E. Closet accessories 
F. Curtains and drapes 
G. Drapery hardware 
H. Cushion, paddin 6, rug~, mats, etc. 

3. I. aces and ribbons 
4. Men's and boys' wear 

A. Outerwear 
B. Underwear 
C. Accessories 

5. Ladies' and girLs' wear 
A. Outerwear 
B. Underwear 
C. Accessories 

6. Hosiery 
A. Men's and boys' socks 
B. Ladies' and girls' hose 
C. Infants' and children's anklets 

'f. Infants' wear 
A. Outerwear 
B. Underwear 
C. Bedding, bath goods, bottles, rattles, 

teething rings, etc. 
8. Shoes, shoe repairs and accessories 

A. Men's and boys' shoes and slippers 
B. Ladies' and girls' shoes and slippers 
C. Infants' footwear 
D. Shoe repairs 
E. Shoe brushes, polishes, bags, etc. 
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TABI. E II — Continned 

Variety store index groups and departmentat classifi'ration — Continued 
lnttex tn'Ottps 

III. Jewelry 
IV. Toilet goods 

V. Hardware 

VI. House decorations 
and furniture 

VII. China, glasswar 
and plasticware 

VIII. Stationery 

Departments and euttdepartmente 

9. Jewelry 
10. Toilet goods 

A, Bath goods 
B. Cosmetics 
C. Drugs (for medication) 
D. Dental goods 
E. Hair creams, lotions, etc. 

11. Builders' hardware and electrical supplies 
A. Carpentry supplies 
B. Plumbing supplies 
C. Paint and painting products 
D. Knives, nails, trowels, keys, thermom- 

eters, etc. 
E. Cooking supplies 
F. Bulbs and fuses 
G. Fixtures and accessories 
H. Lamps and sharles 
I. Flashlights, fans, irons, clocks, etc. 

12. Exterminstors, sanitary, and household hard- 
ware 

A. Sprays and sprayers 
B. Traps and swatters 
C. Poisons, flakes, crystals, balls, etc. 
D, I''urniture and floor polish 
E. Furniture and floor wax 
F. Metal polishes 
G. Brootns, brushes, mops, etc. 
H. Scouring pads, disinfectants, lighter 

fluid and fiints, etc. 
I. Woodenware (brushes, boards, pins, 

etc. ) 
J. Window awnings, shades, ventilators, 

etc. 
K. Rubber mats, gloves, bottles, treads, 

etc. 
13. Tinware 

A. Aluminumware 
B. Enatnelware 
C. Ironware 
D. Wireware 
E. Cutlery 

14. Mirrors, pictures, frames, and furniture 

e, 15. China, glassware, and plasticware 
A. China and crockery 
B. Glassware 
C. Plasticware 

16. Greeting cards 
17. Decorations, party favors, picnic equipment, 

and wrapping paper 
A. Decorations 
B. Party favors and playing cards 
C. Picnic equipment 
D. Wrapping paper 
E. Seasonal paper goods 

18. Office and school supplies 
A. Paper goods 
B. Wooden goods 
C. Metal goods 
D. Miscellaneous (erasers, glue, inks, 

stamp pads, chalk, etc. ) 
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TABLE II — Continued 

X. Toys 

Variety store index groups and departmental cfassigcaft'crt — Continued 

fades pronps De partmenls and snbdeparfrnenfs 

VIII. Stationery 19. Reading matter and music 
A. Reading matter (books, magazines, 

comics) 
B, Music (phonographs, records, etc. ) 

IX. Notions 20. Billfolds purses and luggage 
A. Bags and purses 
B. Wallets and billfolds 
C. Luggage 

21. Souvenirs and novelties 
A. Souvenirs 
B. Novelties (umbrellas, pipes, incense, 

etc. ) 
C. Artificial Qowers 

22. Sewing goods 
A. Art needlework 
B. Dressmaking supplies 
C. Mending supplies 

23. Hair goods and optical goods 
A. Hair accessories (combs, curlers, 

brushes) 
B. Optical goods 

24. Toys and sporting goods 
A. Dolls 
B. Sporting goods 
C. Itfetal toys 
D. Plastic toys 
E. All other toys 
F. Games 

25. Seasonal ornaments and decorations other 
than paper 

XI. Miscellaneous 26. Pets and pet supplies 
27. Horticulture 

Nore, — There is available on request to the U. S. Bureau of I. aber Siatistics (Washington 25. D. C ) 
a tabulation showing in detail the merchandise content of each of the departments and subdepartments 
showu. 

RECUI. ATIoNs 118, SEcTIQN 30. 22(d) — 1: Last-in Rev. Rul. 54 — 145 
6rst-out inventories. 

Price indexes for December 1953, published by the Bureau of 
Labor Statistics on March 15, 1954, for use by variety stores eruploy- 
ing the retail inventory and elective inventory methods. 

The following price indexes for December 1958, published by the 
1'urcau of Labor Statistics on March 15, 1054, for use by variety 
stores employing the retail inventory and elective inventory methods, 
are accepted by the Internal Revenue Service pursuant to Treasury 
Decision 5605, C. B. 1948 — 1, 16, and Mimeograph 6244, C. B. 1948 — 1, 
21, for appropriate application to inventories for taxable years of 
]2 months ended on Xovember 80, 1058, and December 81, 1058. Con- 
ditions under which variety stores may employ these indexes and 
;l list of departments included in each index group are set forth in 
Itcveliue Ituling 54 — 68, page 83, this Bulletin. 
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R&uiiLATioxs 118, SxcTICN 89. 22(d)-1: Last-in Rev. Rul. 54 — 1N 
erst-out inventories. 

Price indexes for January 1954, published by the Bureau of Labor 
Statistics on March 5, 1954, for use by departmeni. stores employing tile retail inventory and elective inventory methods, 

The follotving price indexes for January 1954 published by the 
Bureau of Labo~r Statistics on March 5, 1954, for use by departmeiit 
stores employing the retail inventory and elective inventory niethods, 
are accepted by the Internal Revenue Service pursuant to Treasury 
Decision 5605, C. B. 1948 — 1, 16, and Mimeograph 0244, C. B. 1948-1, 
21, for appropriate application to inventories for taxable years of 12 
months ended. on December 81, 1958, and January 81, 1954. 

The present indexes are for 20 revised departmental groupings, in- 
stead of for 10 groups as formerly. However, each of the 20 revise&1 
groups is tied to one of the former 10 groups to Inaintain continuity 
on the base period of January 1941 as 100. No revisions were ma&le 
in the indexes previously published. 

Index numbers for the soft lines, hard lines, and store total are con- 
tinued in the present indexes. As in former indexes, the store total 
includes all departments in the store except for food, candy, liquor, 
tobacco, wallpaper, and paint. Contract departments are also ex- 
cluded as previously. 

Table I shov s the relationship of each of the 20 revised groups to the 
former 10 groups. Table Il shows the definitions of the 20 revist;d 
groups in terms of the Controllers' Congress departments. Table III 
shows the recent and current indexes for each such department. 

Bureau of Labor Statistics, variety ~tore inventory price iudezes, by 
department groups 

iDecember 1952=100] 

Index group 

Dec. 1952 Dec. 1953 

Variety store inventory 
puce mdexes Percent 

chance from 
Dec. 1952 to 
Dcc. 1963 

I. Dry goods 
H. Apparel 

IH. Jewelry 
IV. Toilet goods 
V. Hardware 

VI, House decorations and furniture 
VH. China, glass~are, and plasticware 

VHI. Stationery 
IX. Notions 
X. Toys. 

XI. Miscellaneous 

Store total 

100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
100. 0 
1&)0. 0 
100. 0 
100. 0 
100. 0 

100. 0 

99. 8 
100. 4 
98. 0 

100. 8 
101. 6 
101. 2 
99. 2 

100. 0 
99. 8 
99. 5 

103. 6 

100. 5 

-0. 2 
+0. 4 -1. 1 
+0. 8 
+1. 6 
+1. 2 -0. 8 

0 -0. 2 -0. 5 
+3. 5 

+0. 5 
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TABLE II. — Revised grouping of Controllers' Congress Departments 

No. 

Revised Department Group 

Netne No. 

Canlrvllers' Congress Department 

I. Piece goods 

II. Domestics and draperies 

III. 1Vomen's and children's shoes 
IV. Men's and boys' shoes 
V. Infants' wear 

VI. 1Vonten's underwear 

VII. V omen's and girls' hosiery 
VIII. 1Vorr. en's and girls' accessories 

IX. 1Vomen's outersvear and girls' 
wear 

11. 
12. 
13. 
14. 
15 

18 

74 

47 
67 
43 

36 
38 
39 

42 
37 
31 
33 
35 
46 

34 

51 

52 

53 
54 
55 

Silks velvets, and synthetics 
1Voolen dress goods 
1Vash goods and linings 
I inens 

stery 
Vt'omen's and children's shoes 
Men's and boys' shoes 
Infants' wear and infants' furni- 

ture 
Corsets and brassieres 
Knit underwear 
Silk and muslin underwear and 

slips 
Negligees and robes 
Vr'omen's and children's hosiery 
Neckwear and scarfs 
Handkerchiefs 
Pfomen's and children's gloves 
Handbags and small leather 

goods 
Millinery 

1Vomen's and misses' 
and suits 

Junior miss coats, suits, and 

coats 

dresses 
1Vomen's and misses' dresses 
Blouses, skirts, and sportswear 
Girls' wear 

Domestics — Muslins, sheciings, 
etc. 

Blankets, comfortables, 
spreads 

Draperies, curl, ains, and uphol- 

X. Men's clothing 
XI. Men's furnishings 

XII. Boys' clothing and furnishings 

XIII. Jewelry 

XIV. Notions 

57. Aprons, housedresses, and uni- 
forms 

59. Furs 
61. Men's clothing 
62. Men's furnishings 
65. Men's hats 

66C. Boys' clothing 
66F. Boys' furnishings 
25S. Silverware and clocks 
25C. Costume, jewelry 
25F. Fine jewelry snd watches 

21. Laces, trimmings, and ribbons 
Notions 

XV, Toilet articles and drugs 
XVI. Furniture and bedding 

XVII. Floor coverings 

XVIII. Housewares 

26. 
27. 
24. 

71M. 

71U. 
710. 

72. 
73. 
76. 
78. 
79. 
81 

Umbrellas 
Art needlework 
Toilet articles and drug sundries 
Mattrcsses, springs, and studio 

beds 
Upholstered furniture 
Other furniture 
Oriental rugs 
Domestic floor covering 
China and glassware 
Housewares 
Gift shop 
Pictures, frames, and mirrors 
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TzsnE II, — Revised Grouping of Controllers' Congress Dettartments~ntinued 

No. 

Rcctsed Department Group 

Name No. 

Controllers' Congress Department 

Kame 

XIX. Major appliances 

XX. Radios and TV sets 

XXI. Fo separate index computed 

75 Lamps 
77. Major appliances 
84. Radios, TV, phonograpILs, and 

records 
28. Looks and stationery 
91. Toys and games 

928. Rporting goods 
92C. Camerasandphotographicequip- 

ment 
93 Luggage 
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T "LB 1~1. — 9) oap t'ndezes applicable to each departincnt 
old and revised grow pi ng 

as classified nnrier 

Deparmcnt 
Indexes — Okl rroups 

Jan, 1941= 100 

Indexes — Revised 
!. 'i'0) ) 0 s 

Jan. 19(1=100 

No. Description Group Jan. 1953 July 1953 Group Jan. 1954 

11 
12 
13 
14 
15 
18 
21 
23 

24T 
24D 
258 
25C 
25F 

26 
27 

28B 
28S 

31 
33 
34 
35 
36 

37C 
3?W 

38 
39 
42 
43 

46H 
468 
47C 

47W 
51C 
51S 
52C 
52D 

53 

55 
57 
59 
61 
62 
65 

66C 
66F 

67 
71M 
71V 
710 

72 
73 
74 
75 
76 
77 
78 
79 
81 
84 
91 

92S 
92C 

93 

Silks, velvets, and synthetics 
Woolen dress goads 
Wash oods and iinin s 
Linens. 
Domestics — hluslins, sheetings, etc 
Blankets, comfortables, and spreads 
Laces, trimmings, and ribbons 
Notions 
Toilet articles 
Drug sundries 
Silverware and clocks 
Costume jewelry 
Fine jewelry and watches 
Umbrellas 
Art needlework 
Books 
Station ery 
hiecl-wear and scarfs 
Handkerchiefs 
Millinery 
tt amen's and children's gloves 
Corsets and brassieres 
Children's hosiery 
Women's hosiery 
Knit underwear 
Silk and muslin underwear and slips 
Negligres and robes 
Infants' wear and infants' furniture 
Handbags 
Small leather goods 
Children's shoes 
Women's shoes 
Women's and misses' coats 
Women's and misses' suits 
Junior miss coats and suits 
Junior miss dresses. 
Women's and misses' dresses 
Blouses, sl-irts, and sportswear 
Girls' wear 
Aprons, housedresses, and uniforms 
Furs 
Men's clothing 
Men's furnishings 
Men's hats 
Boys' clotning 
Boys' furnishings 
Men's and boys' shoes 
Matresses, springs, and studio beds 
Upholstered furniture 
Other furniture 
Oriental rugs 
Domestic floor covering 
Draperies, curtains, and upholstery 
Lamps 
China and glassware 
Major appliances 
Housewares 
Gift shop 
Pictures, frames, snd mirrors 
Radios, TV, phonographs, and records 
Toys and games 
Sporting goods 
Cameras and photographic equipment 
Luggage 

I 
I 
I 
I 
I 
I 

IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
Xl 
XI 
X 
X 
IV 
X 
I I I 
III 
Ill 
HI 
III 
HI 
HI 
X 
X 
H 
H 
IV 
IV 
IV 
IV 
IV 
IV 
IV 
IV 
IV 
V 
V 
V 
V 
V 
II 
VI 
VI 
VI 
V II 
VH 

I 
VHI 
VII 
V HI 
VH 
VH 
VH 
VHI 
XI 
XI 
XI 
XI 

202. 8 
2(')2 8 
202. 8 
202. 8 
202. 8 
202. 8 
161. 7 
161. 7 
161. 7 
16(. 7 
161. 7 
161. 7 
161. 7 
161. 7 
161. 7 
(') 
(') 
168. 9 
168. 9 
179. 2 
168. 9 
17:(. 9 
17'3. 9 
173. 9 
173. 9 
173. 9 
173. 9 
173. 9 
168. 9 
168. 9 
211. 2 
211. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
200. 9 
200. 9 
200. 9 
200. 9 
200. 9 
21L 2 
206. 1 
206. 1 
206. 1 
193. 7 
193. 7 
202. 8 
158. 4 
193. 7 
158. 4 
193. 7 
193. 7 
193. 7 
158. 4 
(') 
(') 
()) 
()) 

203. 3 
20, ')3 
2N. 3 
2N. 3 
203. 3 
203. 3 
163. 8 
163. 8 
163. 8 
163. 8 
163. 8 
163. 8 
163. 8 
163. 8 
163. 8 
(') 
(') 
170. 6 
170. 6 
179. 2 
170. 6 
172. 7 
172. 7 
172. 7 
172. 7 
172. 7 
172. 7 
172. 7 
170. 6 
170. 6 
212. 1 
212. 1 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179. 2 
179, 2 
179. 2 
201. 6 
201. 6 
201. 6 
201. 6 
201. 6 
212. 1 
210. 4 
210. 4 
210. 4 
195. 8 
195. 8 
203. 3 
157. 8 
195. 8 
157. 8 
195. 8 
195. 8 
195. 8 
157. 8 
(') 
(') 
(') 
(') 

I 
I 
I 

H 
11 
H 

XIV 
XIV 
XV 
XV 
X Ill 
XIH 
XIII 
XIV 
XIV 
XXI 
XXI 
VIII 
VHI 
IX 

VIII 
VI 

V II 
VII 
VI 
VI 
VI 
V 

VHI 
VIH 
IH 
HI 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
IX 
X 
XI 
XI 
XII 
XH 
IV 

XVI 
XV I 
XV[ 
XVH 
XV) I 

H 
XIX 

XVI) I 
X iX 

XV II I 
XVHI 
XVHI 

XX 
XXI 
)v XI 
XXI 
XXI 

204. 1 
2))4. 1 

204. 1 
197. 0 
197. 0 
197 0 
1st. 7 
161. 7 
164. 0 
164. 0 
lr4 3 
164. 3 
164. 3 
161. 7 
161. 7 

(') 
(') 

170. 1 
170. 1 
180. 1 
170. 1 
172. 5 
173. 7 
173. 7 
172. 5 
17'2. 5 
172. 5 
170. 2 
170. 1 
170. 1 
213. 3 
213. 3 
180. 1 
180. 1 
180. 1 
180, 1 
180, 1 
180. 1 
180. 1 
180. 1 
180. 1 
204. 4 
201. 3 
20L 3 
203. 2 
203. 2 
213. 1 
211, 4 
211. 4 
211. 4 
192. 9 
192. 9 
197. 0 
15k 3 
197. 7 
154. 3 
197. 7 
197. 7 
197. ? 
157. 0 

(') 
(') 
(') 
(!) 

t No separate index computed. 
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SECTION 22 (n), — GROSS INCOME: DEFINITION OF 
"ADJUSTED GROSS INCOME" 

REGULATIONS 118, SECTION 69, 22(n) — 1: Adjusted 
gross income. 

Oklahoma cigarette tax paid by consumer in connection with ciga- 
rettes used in trade or business. (See Rev. Rul. 54-50, p. 55. ) 

REGULATIGNs 118, SEerio~ 69. 22 (n) -1: Tra de 
and business deductions. 

EA'ect of net operating loss deduction on maximum allowance for 
charitable and other contributions. (See Rev. Rul. 54 — 56, p. 64. ) 

REGULATIONs 118, SELrioN 39. 22(n)-1: Adjusted 
gross income. 

Massachusetts cigarette taxes paid by consumer in connection with 

cigaretter used in trade or business. (See Rev. Rul. 54 — 1M, p. 57, ) 

SECTION 23(a). — DEDUCTIONS FROM GROSS 
INCOME: EXPENSES 

REGULATIONs 118, SgorroN 39. 23(a) — 1: Business Rev. Rul. 54-27 
Expenses. 

"Kickback" payments made to induce employees or agents to 
promote purchases by their employers or principals from the tax- 
payers makiu ~ the payments, under certain conditions, are not 
allowable deductions for Federal income tax purposes when made 
by taxpavers sub. ';ect to the Federal Trade Commission A«t, as 
amended, or the Packers aud Stockyards Act, 1(l21, as amended. 

Advice is requested relative to the deductibility under section 
28(a) (1) (A) of the Internal Revenue Code of "kickback" payments 
made by a taxpayer to employees and purchasing agents of his cus- 
tomers to induce the employees and purchasing~agents to promote 
purchases by their employers or principals from the taxpayer making 
the payments. 

Section 23(a) (1) (A) of the Internal Revenue Code provides that 
in computing net inconIe there shall be allowed as deductions: 

(a) ExpEEsEs. — 
(1) TRADE OR BUBINEss EXPEssEs. — 

(A) IN SEEERxn. — All the ordinary aud necessary expenses paid or 
incurred during the taxable year in carrying on any trade or 
business e e 

In I. T. 4096, C. B. 1952-2, 91, it is held that payments made by a 
surgeon on a split-fee basis to other physicians who refer patients to 
him are deductible under section 23(a) (1) (A) of the Code, supra, 
provided they are normal, usual, and customary in the profession and 
in the community; are appropriate and helpful in obtaining business& 
and do not frustrate sharply defined National or State policies evi- 
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"' 'I by n, govern»1entnl declaration proscribing particular types 
of collclilct. 

t; 5 of the I&'ederal Trncle Co»»n" ' " 
~~ Sti«&17, which piovides in part thnt uni'nir nietliods of co»il&e- 
tio»» coml»erce a»d unfair or deceptive acts or practices in coiii- 
n&eire »i e unl;iivful, tlie Federal Trade Co»»»issioii is empowered n»d 
directed to preve»t persons, p;irtnerships, or corporntio»s, ex ept ce&'- 
tain of those subject to other regulatory acts, i»el»di»g those siibject 
to the Packers nnd Stockynrcls Act, 1921, from using unfair»ietl&ods 
of competition in commerce a»d u»fair or ileceptive acts oi pr;ictices 
in commerce. 

Sections 202 nnd 812 of the P;iclcers and Stoclcynrcls Act, 1921, ns 
amended, O' Stnt. 1 &9, make it uiilnivi'ul, nmo»g otlier tlii»gs, for aiiy 
person subject to the Act to engage in or use any unfair, »nj»stly 
iliscriminntory, or deceptive practice or device in coi»merce. Sectioiis 
208 and 312 of the Act, authorize tlie Secretary of Agriculture, ai'ter 
notice and hearing, to issue orders requiring nny such person to cense 
and desist from engaging i» or nsi»g nny siich practice or &levice. 

The Federal Trade Commission h;is informed tlie Inter»:il Reve»»e 
Service tli:it it is the position of the Conimission that under. certain 
conditions the practice by sellers subject to the provisions of tlie I» ecl- 
eral Trade Commission Act, as arne»deil, of pnyi»g money or»inki»g 
gifts to emplovecs or nge»ts of c»stomeis or prospective c»sto»&ers~ 
or to employees or agents of co»ipetitors' customers or prosp:ctive 
customers, is an unfair method of competition in violation oi section 
5 of the Federal Trade Commission Act, as arne»&led. Th conditions 
are (1) that such payments or gifts be i&inde to induce tlie employees or 
agents to promote purclinscs by their e»iployers or principals from 
the sellers making the pnyinents or gifts, or to induce the employees 
or agents to inHuence their employers or principals to refrain from 
purchasing from competitors oi the sellers making the payments or 
gifts; and (2) that the payments or gifts be made» ithout the knowl- 
edge or consent oi the employers or principals of the employees or 
agents. 

The Department of Agriculture h:is ini'ormed the Internal Reve»»e 
Service that it is the position of tliat Departnient that such practice 
by persons who are subject to the Packers and Stockynrcls Act, 1921, as 
amended, is in violation of the provisions of sections 202 and 312 of 
such Act if the payments (1) are not ordinary and custoinary in the 
industry, (2) are macle ivitho»t the knowledge a»d consent of the 
customer, or (8) are niade to employees of only certain of the seller' s 
customers. 

En view of the foregoing it is held that "kickback" payments made 

by taxpayers who are subject to the I''eileral Trade Co»imission Act, as 
amended, to employees or purchasing agents of tlieir customers or 
prospective customers are not deductible, for Federal income tax pur- 

oses, unless the following conditions are met: The payments (1) must 
e normal, usual, and customary in the industry and in the community, 

(2) must be appropriate and helpful in obtni»ing business, and (3) 
must be made with the knowledge and consent of the customer or pros- 

pective customer. In the case of taxpayers subje& t to the Packers and 

Stockvarcls Act, 1921, as a&ne»ded& l» nclditioii to tlie conditions set 

a15sn0' — n-1 — 4 
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forth above, such payments must be made without unjust discrimina- 
tion between tlie taxpayer's customers. 

REGUEATIGNs 118& SEcTIoN 89. 28(a)-1: Business 
expenses. 

Expense incurred in connection with the sale of time payment 
installment accounts receivable. (See Rev. Rul. 51 — 4 i, p. 119. ) 

HEGUEATIGNS 118) SEGTIGN 89. 23(a) — 1; Business Rev. Rul. 54 — 190 
expenses. 

(Also Section 22(a), Section 89. 22(a) — 2. ) 
Payments of union assessments for the support of an old age 

pension fund which are required to be made by union members in 
order to remain in the union and hold a union job are ordinary 
and necessary business expenses of the union members which are 
deductible from adjusted gross income under section 28(a) (1) (A) 
of the Internal Revenue Code, if they elect to itemize their deductions 
for Federal income tax purposes. 

Pension benefits paid to union members from the old age pension 
fund constitute taxable income to the recipient under section 22(a) 
of the Code. 

Advice is requested relative to the l ederal incotne tax treatment 
of (1) payments of union assessments v'hich union members are re- 
quired to make for the support of an old age pension fund maintained 
by the union and (2) pension benefits received by union members 
from the pension fund. 

The constitution of the union requires the payment of a per capita 
assessment from every union member for tike support of an old age 
pension fund. The assessments are based on a stated percentage of 
the earnings of members. During limited periods of sickness or dis- 
ability how~ever, members are exempt from the payment of the as- 
sessments. 

The constitution provides for the payment of stated v eekly pension 
benefits to any union member who has reached the age of 60, has had 
at least 25 years of continuous membership in the union, and is unable 
to continue his employment or secure sustaining employment because 
of age or disability. Hovever, other union members may receive 
the pension benefits if they have hu. d a continuous membership in the 
union for 20 years, are totally incapacitated for work by reason of 
an afilIction, and have been denied admission to a home for the aged 
maintained by the union (on the basis that the home is not able to 
care for persons so afBicted). Although the constitution permits 
pensioned union members to engage in gainful employment while 
receiving benefit payments, the payments v ill cease during stated 
periods if their earnings from such employment reach a certain level, 

The administration of the pension fund is the responsibility of an 
executive committee. The committee has the authority to change the 
benefits from the fund at will, and may review the case of any pen- 
sioned member and disbar him from further participation in tike fund, 
if in its opinion the circunistances warrant sucli action. 
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Tile first question is whether the assessments paid by these union 
"er»nay be deductible by them as ordinary and necessary busi- 

ness expenses under section 23(a) (1) (A) oi the Internal Revenue 
Ordinary dues and initiation fees required to be paid by in- 

dividual members to an organized labor union are clediictible busiiiess 
expenses for Federal income tax purposes. See O. D. 450, C. B. 2, 
105 (1020); I. T. 3634, C. B. 1044, 00; and I. T. 2888, C. B. X1V — 1, 
54 (1035). A member must pay his assessments to relnain in the 
union and keep a union job, and it does not appear that the personal 
value of each member's interest in the pension fund ordinarily ap- 
proximates what, he pays into the fund so as to make his assessment 
payinent a personal expense or consideration for an annuity. The 
niember actually has no vested interest in any right to a pension, 
even though the assessments are paid with the expectation of par- 
ticipation in the fund. 

Accordingly, it is held that payments of union assessments for the 
support of the old age pension fund wliich are required to be made 
by union members under the above circlimstances are ordinary and 
necessarv business expenses of the union member which are deductible 
from his adjusted gross income under section 23(a) (1) (A) of the 
Code if he elects to itemize his deductions for Federal income tax 
purposes. 

The second question is whether the pensions paid from the pension 
fund are taxable to the union members. Since it appears that the 
pensions paid to members are directly attributable to their employ- 
ment as members of the union and to their payment of union assess- 
ments in previous years, the pensions cannot be said to be paid with- 
out consicleration and are not gifts. Accordingly, it is held that the 
pension benefits paid to union members from the old age pension fund 
constitute taxable income to the recipients under section 22(a) of 
the Code. 

REoULATzoNs 118, SEcrtoN 39. 23(a) — 1: Business Rev. Rul. 54 — 105": 

expenses. 
Guides to be used by internal revenue otiicers in determining, in 

accordance with commonly-recognized business practices, th allow- 
ability and also the amount of travel, entertainment and other 
business expenses. 

SEGTIQN 1. PmiPosE. 
The purpose of this Revenue Ruling is to clarify Internal Revenue 

Service policy so as to promote uniformity in the application of the 
law and regulations to questions relating to the substantiation and 
allowance of deductions claimed under section 23(a) (1) of the Inter- 
nal Revenue Code. 

SEc. 2. PERsoÃAL AND FfrTTTTotis ExPENsE DEnrrcTloNs. 

It appears that some taxpayers are erroneously claiming personal, 
living, or family expenses as business deductions. Also, instances 
have been found in which taxpayers have claimed fictitious deductions, 
or have otherwise made excessive claims with willful intent to defraud. 

«Originally issued as IR-mimeograph No. 54-92, daird 5iay zo, 1954. 
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Since the law specifically provides that only ordinary and necessary 
trade or business expenses properly may be claimed as deductions 
under section 28(a) (1) & 

it follows that each taxpayer has the re- 
sponsibility to claiin as deductions only those items which the liiw 
so describes. It follows also that each representative of the Com- 
Inissioner of Internal Revenue has the responsibility to make certain 
that no nondeductible items are allowed. Thus, each internal revenue 
agent is charged with the duty of closely scrutinizing claiined deduc- 
tions for business expense and dealing appropriately with instances 
where personal expenses are claimed as business deductions. In any 
instance in which the examination of an income tax return reveals 
that fictitious deductions have been claimed, the case will be dealt 
with in accordance with the appropriate established procedures. 

SEc. 8. OimINAm. AND NECESSARY BUSINESS ExpENsEs. 
. 01. In the verification of deductions claimed for expenses paid or 

incurred in connection with a taxpayer's trade or business, problems 
constantly arise with respect to the verification of those deductions 
which are based upon a substantial number of small items of ex- 
penditure since they often are not susceptible of complete substan- 
tiation by documentary evidence. Typical of the deductions in which 
such questions arise are those for traveling and entertainment expense. 

. 02 This Revenue Ruling is not intended to require or permit that 
the taxpayer be relieved of the burden of proof in such matters nor 
to sanction any failure to corn, &ly with the record-keeping require- 
ments of the law and regulations. It deals primarily with problems 
of evidence and its evaluation that are encountered in every day, 
practical administration of the tax laws. In connection with the con- 
sideration of deductions for items such as traveling and entertain- 
ment expense, the examining officer should exercise careful judgment 
which will permit reasonable determinations under the law and regu- 
lations, provided he is satisfied that there is a proper basis for some 
allowance. This will involve consideration of such matters as the 
extent to which detailed verification is required, the papers or records 
essential to adequate substantiation, and the height to be accorded 
oral statements and explanations. Such elements necessarily will 
vary a, ccording to the nature and relative tax importance of the items 
involved and the general circumstances surrounding the entire case. 

. 03 Close approximations of items not fully supported by docu- 
Inentary proof can very frequently be reached by reconstruction 
through resort to reliable secondary sources of information and col- 
lateral evidence. kor example, in connection with a claimed item of 
traveling expense it might be possible for a taxpayer to satisfy the 
examiner that he was in a travel status a certain number of days out 
of each month or year but impossible for him to establish the details 
of all his various items of travel expense by documentary proof. In 
sucli a case rail fares or plane fares can be ascertained with exactness 
and automobile costs approximated on the basis of mileage covered. 
A reasonable approximation of meals and lodging might be based 
upon receipted hotel bills or by applying a daily rate (determined 
upon the basis of actual costs prevailing in the particular community 
for comparable accommodations) to the provable days of travel 
Items such as tips, taxi fares& and the like can be based upon a reason. 
able approximation. 
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» connection vvith the determination of factua[ matters of this 
ype& due collsideraiion shoulc[ be given to the reasonableness of the 
axpayer s stated expenditures for the claimed purposes in relation 

to his reported income, to the reliability and accuracy of his records 
in connection with other items more readily lending themselves to detailed record-keeping, and to the general credibility of his state- 
ruents in the light of the entire record in the case. Disallowing 
aulounts claimed for such items merely because there is available 
no documentary evidence which will establish the precise amount 
beyond any reasonable doubt ignores commonly-recognized business 
practice as well as the fact that proof may be established by credible 
oral testimony. On the other hand, it is not Service policy to allow 
a percentage or other arbitrarily-computed portion of deductions of 
this character merely for the purpose of settlement. 

REGUI. ATIONS 11S, SEcmoN 80. 23 (a) -1: Business Rev. Rul. 54-204 
expenses. 

hvbere a taxpayer mal'cs a paymeut to the United States in an 
agreed set tkenu nt of a claim by the Ofhce of Price Administration 
for alleged overcharges on sales of comuiodities in violation of regu- 
lations issued by that once covering price ceilings, under section 
205(e) of the Enier;"eucy 1'rice Control Act of 1042, 56 Slat. 28, 34, 
such payutent is a deductible busiuess expense under section 
23(a) (1) (A) of the Internal Revenue Code where the violation is 
neither willful, intentional, nor the result of the failure to talre 
practical pre( a utions. 

I. T. 8627, C. B. 1048, 111; I. T. 3680, C. B. 1043, 113; I. T. 8700, 
C. B. 1046-1, 56; and I. T. 8800, C. B. 1046 — 1, 82, modified. 

Advice is requested whether the payment by a taxpayer to the 
United States in an agreed settlement of a claim by the O[hce ot Price 
Administration for alleged violation of section 205(e) of the L&'mer- 

gency Price Control Act of 1042, 56 Stat. 23, M (hereinafter referred 
to as the Act), 0[[ice of Price Administration regulations, orders or 
price schedules, is deductible as an ordinary and necessary business 
expense under section 23(a) (1) (A) of the Internal Revenue Code. 

I. T. 8()27, C. H. 1043, 111, holds that in case of actions by the Price 
Administrator, where the consumer is not entitled to bring action, 
(1) amounts paid to the United States in satisfaction of judgments 
or settlements of suits brought by the Price Administrator under sec- 
tion 205(e) of the Act for violatiou of a regulatn&n, order or price 
schedule are in the nature of penalties for la v violation, even though 
tne action is a civil one, and are not deductible; (2) amounts paid 
to the United States where the United States is the consumer or user 
pursuant to a ]udgment under section 2G5(e) of the Act, or amounts 
paid in compromise of pending or contemplated litigation in such 
cases, are in effect punishment for injury to the genera[ public and are 
not deductible; (3) amounts paid pursuant to judgments in favor of 
consumers or tenants (other than the United States) in consumer 
actions under section 205(e) of the Act, and amounts paid in colnpro- 
mise of pendinp or contemplated litigation of such cases, are consid- 
ered remedial m nature and are deductible as ordinary or necessary 
expenses under section 23(a. ) (1) (A) of the Cotle; and (4) voluntary 
payments made to the United Si. ates on account of price ceiling viola, - 
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tions during the 6 months period from Jariuary 80, 1042, on which 
date the Act was approved, to July 8, 1042, on which date section 
205(e) tliereof became eA'ective, are deductible under section 28(a) (1) 
(A) of the Code. 

In I. T. 86&80, C. B. 1048, 118, it is held that payinents to the United 
States in cases where the cz&nsumers had a right of action against the 
seller, were deductible. After the aniendment of section 205(e) of the 
Act by section 108(c) of the St:ibilization Extension Act of 1944, 58 
Stat. 

& 
682, 640, in I. T. 8(00, C. B. 1946 — 1, 56, was issued in which it 

i. held that payments to the United States by virtue of an action by the 
Price Admiiiistrator, where the consumer has a right of action and 
fails to bring an action, whether or not the violations mere willful or 
tlie result ot failure to take practicable precautions to prevent their 
occurrence, were not deductible. See also, I, T. 8800, C. B 1946 1, 82. 

Since the adoption of the position taken in the above-mentioned 
rulings, the courts have held that where the violation is found to be 
uniiitentional and not willful, the payments made to the United States 
are deductible. See Jerry Flossman Corporation v. Commissioner, li5 
Fed. (2d) 711; National Brass World's, Inc. v, Commisszoner, 182 I& ed. 
(2d) 526; Commi~sione~ v. F'aci fi'c lgills, 207 I"ed. (2d) 177; hershey 
Creamery Co. v. United States, 101 Fed. Supp. 877; Benj amin. klarante 
et al. v. Xo/ee, 118 iced. Supp. 586 and Farz&zers Creamery Company 
of F&'rederi clcsl&urg, Virginia, 14 T. C. 870. 

In Commissioner v. S. B. FIeininger, 820 U. S. 467, Ct. D. 1506, 
C. B. 1944, 484, and Thomas B. I zlly et ux. v. Comzni sszoner, 848 U. S. 
0(), Ct. D. 1741, C. B. 1052-1, 16, it was helo that tl&e criterion for 
cjeductibiiity of business expenses, which otherm ise are ordinary and 
necessary, is whether the allowance would frustrate shaiply defined 
iVational or State policies proscribing particular types of conduct 
evidenced by some Governniental declaration of. them. Although it 
seems clear that the policy of a criminal statute mould be frustrated by 
the allowance of a deduction of a fine or pena'. &v, it is necessary to look 
beyond the mere violation of a civil statute and to ascertam whether 
its policy is frustrated by allowance of the deduction. See Bur- 
roughs Building iVaterial Co. v. Commissioner, 47 Fed. (2d) 178, 
Ct. D. 207, C. B. X — 1, 807 (1981); National Brass )Vorks, Inc. v. 
Commissioner, supra, and I. T. 4042, C. B. 1051 — 1, 15. 

The courts have held uniformly that the policy of the Act mas to 
draw a sharp line of distinction between innocent violators on the 
one hand, and those who either had violated the said Act willfully 
or had failed to take practical precautions to comply therewith on 
the other hand. The question resolves itself into proof, with the 
burden resting on the claimant. See Xational Brass '0 orks, Inc. , 
supra, and FFenry Watterson Ilotei Co. v. Commissioner, 104 Fed. 
(2d) 589. The fact that a settlement with the Once of Price Admin- 
istration has been eQ'ected does not constitute an administrative deter- 
mination of innocent violation. See 6'eorge Schaefer and Sons, Fnc. 
v. Commisszoner, 200 Fed. (2d) 440. 

Upon reconsideration of this question, in the light of the above-cited 
courts decisions, it is held that payments made to the United States 
for violation of the Emergency Price Control Act of 1942, 56 Stat. 28, 
84, Once of Price Administration regulations, orders, or price sched- 
ules, are deductible as business expenses, under section 28(a) (1) (A) 
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e»ternal Revenue Code, if the taxpayer proves that the viola- 
tion + as neither willful, intentional, nor the result of the failure to 
talte practical precautiozis. 

7, C. B. 1948, 111; I. T. 8680, C. B. 1048, 118; I. T. 8700, 
C. B. 1046 — 1, 56; and I. T. 8800, C. B. 1946 — 1, 82, are hereby modilied 
to the extent inconsistent with the views expressed herein. 

RrGUT ATIoxs 118& SEGTxoN 89, 28(a)-1: Business Rev. Rul. 54 — 210 
expenses. 

The Federal excise tax on wagers under section 8285(d) of the In- 
ternal Revenue Code and the special tax under section 8200 of the Code 
paid by persons engaged in receiving v agers are deductible, for Fed- 
eral income tax purposes, as ordinary and necessary business expenses 
under section 28(a. ) of the Internal Revenue Code& provided the tax- 
payer is engaged in the business of accepting wager' s or conducting wa- 
gering pools or lotteries, or is engaged in receiving wagers for or on 
behalf of any person liable for the tax under section 8285(d) of the 
Code. 

Rrrrr. ATioxs 118, SrcTzox 80. 28(a) — ": Travel- Rev. Rul. 54 — 147 
ing expenses. 

Treatment of expenses incurred by professional baseball players, 
managers, coaches, and trainers for travel, meals and lodging while 
away from home in connectiou with their baseball duties. 

Advice is requested concerning the deductibility, for Federal income 
tax purposes, of expenses incurred for travel, meals and lodging by 
professional baseball players, managers, coaches, and trainers, while 
away from their permanent residences in connection with the per- 
formance of their baseball duties. 

The baseball season, in the major leagues, ordinarily runs for five 
and one-half months, during which period 154 games are played. 
One-half, or 77, of the games are played at the "club town, " and 11 
games are played in each of the seven other "club towns" in the league. 
In addition, the major league clubs begin spring training approxi- 
mately one and one-half months prior to the season opening at loca- 
tions distant from the "club town. " Thus, the personnel of the major 
leagues are employed for approximately 7 months in each year in base- 
ball activity. A substantial percentage of such personnel are also 
engaged, during the taxable year, in business other than protessional 
baseball. 

Section 28 (a) (1) (A), of the Internal Revenue Code provides that 
in computing net income there shall be allowed as deductions: 

(a) L'M'FNsss. — 
(1) TILDE OR nusrxsss ExpExsss. — 

(A) In General. — All the ordinary and necessary expenses paid or 
incurred during the taxable year in carrying on any trade or business, 
including * ~ * traveling expenses (including the entire amount 
expended for meals aud lodging) while away from home in the pursuit 
of a trade or business; * e 

In e~mtss~oner v J N FloMer8 826 U S 465 Ct D 1650 C B 
1946-1, 57, the court said that— 
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Three conditions must be satiafit d before a traveling expense deduction may be 
made under section 23(a) (1) (A): 

(1) The expense must be a reasonable an(1 necessary traveling expense, 
as that term is generally understood. This includes such items as trans- 
portation fares and food and lodging expenses incurred while traveling. 

(2) The expense must be incurred "while away from home. " 
(3) '1'he expense must be iucurrcd in pursuit of business. This means 

that there must be a direct connection betvveen the expenditure and the 
carrying on of the trade or business of the taxpayer or of his employer. 
Moreover, such an expenditure must be necessary or appropriate to the 
development and pursuit of the business or trade. 

It is the well established position of the Internal Revenue Service 
that the term "holne" as used in section 23(a) (1) (A. ) of the Code 
means the taxpayer's principal place of business, post of duty, or place 
of employment. In l(foist L. Bizler v, C'ommiasioner, 5 B. T. A. 1181, 
the court said that a taxpayer may not keep his place of residence at a 
point where he is not engaged in carrying on a trade or business and 
take a deduction from gross income for his living expenses while away 
from home. Therefore, I. T. 3814, C. B. 1989 — 2, 152. must be applied 
in the case of taxpayers whose only business or employment is that as 
professional baseball players, managers, coaches, or trainers. Such 
taxpayers are entitled to deduct their traveling expenses, including 
meals and lodging, when away from the "club town" in pursuit of 
such business or employment. 

Where a taxpayer is engaged in more than one trade or business 
and such businesses require a division of his time between two distant 
cities, he may deduct his traveling expenses incurred in discharging 
his duties at that city which is removed from his principal post of duty. 
SValter F Ingrown v. Commissioner, 16 B. T. A. 862, acquiescence, C. B. 
VIII — 1, 6 (1929); J08eph W. Pomell v. Commissioner, 64 B. T. A. 655 
(appealed on other issues); Jo8eph A'. 8herman, J'r. et uz. v. Commis- 
sioner, 16 T. C. 662, acquiescence, C. B. 1951 — 2, 4. In other words, 
where a taxpayer has more than one place of business or employment 
his principal place of business or employment constitutes his "home" 
to serve as the point of origin for determining his deduction for 
traveling expenses. 

In those cases, therefore, where baseball players, managers, coaches, 
or trainers also engage in a~nother trade or business during the taxable 
year a factual determination must be made as to the situs of the tax- 
payer's principal business post, i. e. , his tax "home. " The more im- 
portant factors to be considered in making a factual determination 
regarding the location of the taxpayer's principal place of business 
or~tax "home" are the total time ordina. rily spent by the taxpayer at 
each of. his business posts, the degree of business activity at each such 
post, and whether the financial return in respect of each post is sig- 
nificant or insignificant. Xo one factor is deterlninative, although the 
point last mentioned should be given great weight in cases where 
all services are performed as an "employee" or in those instances where 
a player for nominal consideration does some work for others pri- 
rnarily for the purpose of maintaining suitable physical condition. 
For the purpose of determining the situs of the major post of a profes- 
sional baseball player, it is believed proper, insofar as the time factor 
is concerned, to consider only the period during which the player is 
at the business headquarters of his employer, i. e. , the "club town. " 

In the case of professional baseball personnel who engage in a 
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trade or business in addition to baseball during the taxable year, and 
whose principal place of business is found under the above tests to be 
located at a distance from the headquarters of the baseball club with 
which they are affiliated during the playing season, such taxpayers 
are entitled to deduct the cost of meals and lodging while at the 
"club town. " On the other hand, where the "club town" is the tax- 
payers' principal place of business, such taxpayers are entitled to 
deduct their traveling expenses, including meals and lodging, while 
traveling away from their principal place of business, even though 
their permaneiit residence is located at the minor business post, . Ili 
the latter case, only that portion of such expenses at his residence which 
is directly attributable to the taxpayer himself is a deductible expense 
for Federal income tax purposes. 

REGUI, ATIoNs 118, SEcTIGN 80. 23 (a)-10: Rentals. 

Rental payment by the grantor of a trust to the trustees not a 
business expense. (See Rev. Rul. 54 — 9, p. 20. ) 

REGULATIQNs 118, SEcTIGN 89. 28(a)-11: Expenses 
of farmers. 

Expenditures for Inaintenance and repair of earthen terraces to 
prevent soil erosion. (See Rev. Rul. 54 — 191, p. 68. ) 

SECTION 28(b). — DEDUCTIONS FROM GROSS 
INCOME: INTEREST 

REGULATioxs 118, SEOTioN 80. 28(b)-1: Interest. Rev. Rul. 51-N 
Amounts claimed as "interest" in connection with certain so-called 

tax savings plans the purpose of which is to obtain an interest deduc- 
tion for Iceileral income tax purposes are not deductible under 
section 23(b) of the Internal Revenue Code. 

The attention of the Internal Revenue Service has been called to 
several situations where taxpayers are attempting to derive supposed 
tax benefits in connection with transactions designed to obtain interest 
deductions, for Federal income tax purposes. The question is whether 
the amounts designated as "interest" are deductible under sectIon 
28(b) of the Internal Revenue Code. The following two examples 
are illustrative: 

Encamp/e l. M Insurance Company has sold to the taxpayer an 
"annuity savings bond" (herein called the "bond" ) under the following 
conditions: Taxpayer "pays" to M a single cash premium of $100, 000. 
To finance the preinium, taxpayer pays $100 to M in cash and "bor- 
rows" $00, 000 from M on a note that bears "interest" at the rate of 5 
percent the first year and 8 percent thereafter. Taxpayer is not per- 
sonally liable on the note, M's sole recourse being against the bond. 

The bond has a maturity of 80 years. The "cash value" of the bond. 
is $100, 000 at the time the bond is issued and the "cash value" increases 
at the rate of 2I/2 percent a year compounded annually. At niaturity 
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taxpayer will be entitled to an annuity based on the "net cash value" 
of the bond at that time, i. e. , the excess of the "cash value" over the 
unpaid balance on taxpayer's note to M. Taxpayer has the election 
at maturity to receive in cash the "net cash value" of the bond, and if 
taxpayer dies before maturity a beneficiary named by him is en- 

titled to the then "net cash value". 
(In some cases of this type it is provided that the taxpayer may 

surrender the bond at any time after 1 year and receive the "net cash 
value" thereof at such time. In some cases it is provided that the 
taxpayer may at any time borrow the "net cash value" on the bond 
on a nonrecourse note without surrendering the bond. In such cases 
there may be no "net cash value" at maturitv and if so no annuity 
will be paid. In some cases it is provided that the taxpayer may at 
any time suspend payment of. "interest" except to the extent of one- 
sixteenth of 1 percent without surrendering the bond, and the "cash 
value" of the bond will cease to increase during such suspension. ) 

Taxpayer claims that for Federal income tax purposes he may de- 
rluct the "interest" that he "pays" on the amount that he has "bor- 
rowed" on the bond, but that he realizes capital gain if he sells the 
bond, If this is so, and if taxpayer's surtax rate is sulIiciently high, 
he will make a "profit" on the transaction notwithstanding that he 
pays 3 percent "interest" for a 2i/q percent investment. 

EzampLe 8. In July 1952 taxpayer, an individual who is not a 
dealer in securities, purported to "purchase" $5, 000, 000 United States 
Treasury 1% percent notes due March 15, 1954, at $99. Taxpayer 
financed the "purchase" by making a small down payment and pur- 
ported to "borrow" the balance from the N Company, a dealer in se- 
curities& on a 2~/4 percent nonrecourse note maturing March 15, 1954, 
depositing the Treasury notes as sole security for the principal and 
interest on the note. N thereupon sold short the same amount of 
Treasury notes of the same series, and with taxpayer's consent N cov- 
ered the short sale with the deposited Treasury notes, thereby re- 
ceiving the funds which it had 'loaned" to the taxpayer. Taxpayer 
niay direct the sale of his Treasury notes at any time. It is contem- 
plated that at or before maturity taxpayer will direct the sale of his 
1'reasury notes, and N will purchase $5, 000, 000 of such notes at the 
then market price to cover its short sale. 

(In some cases of this type the taxpayer "pays" part of the "inter- 
est" on the note to N with money "borrowed" from N on an additional 
nonrecourse note. ) 

Since the taxpayer will "pay" more "interest" on the note to N than 
the total of the interest, and appreciation that he will realize on the 
Treasury notes, taxpayer will realize no profit on the transaction apart 
from the effect of the transaction on his Federal income tax. How- 
ever, taxpayer, whose surtax rate is sufliciently high, seeks to make a 
"profit" by deducting the "interest" that he pays from ordinary in- 
come and reporting the gain on the sale of the Treasury notes as 
capital gain. 

It is the view of the Internal Revenue Service that amounts paid 
by taxpayer and designated as "interest" in the above examples are not 
interest within the meaning of section 28(b) of the Code, and are not 
deductil&1e for Fed ral ini nine tax p»~ line". = ("f. O~ ~ CoLonyg PirnLroad 
Co. v. Commissioner, 284 U. S. 552, Ct. D. 456, C. B. XI-1, 274 (1932), 
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where the Supreme Court, indicated that interest is "the amount which 
one lias contracted to pay for the use of borrowed ntoney. " 

In the above examples the amounts paid by the taxpayer are not 
in substance payments for the use of borrowed money. As a matter 
of substance the taxpayer does not borrow any money, hence there is 
no "debt" on which he pays "interest. " An instrument that is called 
a "note" will not be treated as an indebtedness where it does not in fact 
represent an indebtedness, See Tu8ot 3ltlls v. Commissioner, 826 U. S. 
521, Ct. D. 1660, C. B. 1046 — 1, 191; 3lat thi essen, et a/. v. Commissioner, 
104 Fed. (2d) 650. In exainple 1, part of the "interest" paid by the 
taxpayer will be returned to him through the increase in the value of 
the bond and the remainder represents a payment to M for arranging 
the transaction so that taxpayer may derive a supposed tax benefit. 
If it is possible to regard the transaction as an annuity transaction at 
all, the "interest" pa~yments in reality represent the premiums paid 
for the annuity. If the transaction is regarded as an endowment con- 
tract, the "interest" deduction is to be disallowed under section 
24(a) (6) of the Code. In example 2, taxpayer in substance pays a 
sum of money to the N Company for a~rranging a transaction lacking 
commercia. l substance so that taxpayer may derive a supposed tax 
benefit; taxpayer does not expect to make a cash profit on the trans- 
action independent of Federal income tax consequences, nor does tax- 
paver risk the money that he "borrows. " Cf. Commissioner v. l'rans- 
port Trading cf': Te) minal Corp. , 176 Fed. (2d) 570, 572, where the 
("ourt of Appeals for the Second Circuit emphasized that "in con- 
struing words of a tax statute which describe commercial or industrial 
transactions we are to understand them to refer to transactions en- 
tered upon for commercial or industrial purposes and not to include 
transactions entered upon for no other motive but to escape taxation. " 

Rzom, . n'zovs 118, SEcTIoN 89. 28(b) — 1: Interest. 

Expense incurred in connection witli sale of time payment install- 
ment accounts receivable. (See Rev. Rul. 54 — I), p. 119. ) 

SECTION 23(c). — DEDUCTIONS FROM GROSS 
INCOME: TAXES GENERALLY 

RFAULATIONs 118, SFcTzoN 80. 28(c) — 1: Taxes, 
(Also Section 22(n), Section 69. 22(n) — 1. ) 

Rev. Rul. 54-50 

The cigarette tax imposed by title 68, Oklahoma Statutes 1951, 
section 586a, as amended, eifective June 10, 1953, is deductible on 
and after June 10, 1953, under section 23(c) (1) of the Internal 
Revenue Code by the vendee, user, consumer, or possessor of the 
cigarettes who pays the tax to the retailer; however, in the case 
of an individual who elects the optional standard deduction (sce 
sec. 23(aa) of the Code), no deduction is allowable unless the ciga- 
rette tax is attributable to a trade or business carried on by him. 
If the tax is attributable to a trade or business carried on by the 
individual, the amount of the tax is deductible from gross income 
in computing adjusted gross income. Sce section 22(n) (1) of the 
Code. 
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Advice is requested whether the tax on cigarettes imposed by the 

State of Oklahoma under the provisions of title 68, Oklahoma Stat- 
utes 1951, section 586a, as amended, effective June 10, 1953, is deduct- 

ible for k'ederal income tax purposes by the consumer. 
Section 28(c) (1) of the Internal Revenue Code provides that in 

computing net income there shall be allowed as deductions taxes paid 
or accrued within the taxable year, with certain exceptions not here 
material. Section 69. 26(c) — 1 of Regulations 118 provides that in 

general taxes are deductible only by the person upon whom they are 

imposed. 
In I. T. 2919, C. B. XIV-2, 86 (1985), it is held that the Oklahoma 

cigarette (stanip) tax imposed by the laws of the State of Oklahoma 
is an allowable deduction as a tax in the return of the first seller within 
the State of cigarettes to which he has affixed the stamps, or the con- 
sumer of cigarettes to which he has affixed the stamps as required 

by the statutes. 
The Revenue Service has also held that the Oklahoma cigarette 

(stamp) tax is not a retail sales tax within the meaning of section 
28(c) (8) of the Code, and the amount of the tax is not deductible 
by the purchaser under that section of the Code. Such position has 
been sustained by the United States Court of Appeals, Tenth Circuit, 
in Commiss~'oner v. ll'z7lard f'hompson et nz. , 198 Fed (2d) 586, Ct. 
D. 1744) C. B. 1952-1, 26. 

Section 586a, chapter 16, title 68, Oklahoma Statutes 1951, as 
amended by the act (H. B. 912) effective June 10, 19M, now reads, in 
part as follows: 

The tax hereby levied shall be in lieu of all forms of tax on cigarettes, general 
or local, and shall be paid only once on any cigarettes sold, used, received, pos- 
sessed or consumed in this State. Such tax shall be evidenced by stamps which 
shall be furnished by and purchased from the Tax Commission or by an impres- 
sion of such tax by the use of a metering device when authorized by the Tax 
Commission as provided in this Act and said stamps or impression shall be 
securely aihxed to one end of each package in which cigarettes are contained 
or from which consumed. 

The impact of the tax levied by this Act is hereby declared to be on the 
vendee, user, consumer, or possessor of cigarettes in this State and when said 
tax is paid by any other person such payment shall be considered as an advance 
payment and shall thereafter be added to the price of the cigarettes and re- 
covered from the ultimate consumer or user. In making a sale of cigarettes in 
this State a wholesaler or jobber may separately state and show upon the invoice 
covering such sale the amount of tax on cigarettes sold. The tax shall be evi- 
denced by appropriate stamps attached to each package of cigarettes sold. 
Every retailer who makes sales of cigarettes within this State to persons for 
use or consumption shall separately show the amount of tax as evidenced by 
appropriate stamps to each package of cigarettes s&&ld and the tax. shall be col- 
lected by the retailer from the user or consumer. The provisions of this Section 
shall in no way affect the method of collection of such tax on cigarettes as now 
provided by existing law. 

In view of the above-quoted amendment and apparent intent of the 
Legislature of the State of Oklahoma to impose the cigarette tax upon 
the vendee, user, consumer, or possessor of cigarettes in the State of 
Oklahoma, it is held that the cigarette tax imposed by the State of 
Oklahoma under the provisions of chapter 16, title 68, Oklahoma 
Statutes 1951, section 586a, as amended, effective June 10, 1958, is de- 
ductible on and after June 10, 1958, under section 28(c) (1) of the 
Code by the vendee, user, consumer, or possessor of the cigarettes who 
pays tile tax to the retailer; however in the case of an individual who 
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elects the optional standard deduction (see sec. 28(aa) of the Code), 
no deduction is allowable unless the cigarette tax is attributable to a 
trade or business carried on by him. If the tax is attributable to a 
trade or business carried on by the individual, the amount ol the tax 
is deductible trorn gross income in computing adjusted gross income. 
See section 22 (n) (1) of the Code. 

On and after June 10, 1953, no deduction is allowable to the first 
person who sells the cigarettes on account of the purchase of the cigar- 
ette stamps from the State, and, accordingly, the portion of the price 
received for the cigarettes which represents the Oklahotna cigarette 
tax is not includible in gross income. 

RrrIILATlovs 118, Sv& Tiov 89. 28(c)-1: Taxes. 
(Also Section 22 (n), Section 89. 22 (n)-1. ) 

Rev. Rul. 54-182 

The cigarette taxes imposed by chapter 64C, Massachusetts Gen- 
eral Laws, as amended, are, on and after the effective date of the 
amendment by chapter 246, section 13, Acts of 1963, deductible under 
section 23(c) (1) of the Internal Revenue Code by the consumer, 
except in the case of an individual who elects the optional standard 
deduction or the short-form 1040, no derluction is allowable unless 
tbe cigarette tax is attributable to a trade or business carried on by 
him. If the tax is attributable to a trade or business carried on by 
the individual, the amount of the tax is deductible from gross income 
in computing adjusted gross income. See section 22(n) (1) of the 
Code. 

Advice is requested whether the taxes on cigarettes imposed by the 
Commonwealth of Massachusetts under the provisions of chapter 64C 
of the General I. aws, as amended on and after the e8ective date of the 
amendment by the Acts of 1953, chapter 246, section 18, approved April 
18, 1958, are deductible for Federal income tax purposes by the 
consumer. 

Section 23(c) (1) of the Internal Revenue Code provides that in 
computing net income there shall be allowed as deductions taxes paid 
or accrued within the taxable year, with certain exceptions not here 
material. Section 89. 28(c) — 1(a) of Regulations 118 provides that in 
general taxes are deductible only by the person. upon whom they are 
imposed. 

I. T. 8670, C. B. 1944, 114, held that inasmuch as the Massachusetts 
cigarette tax is imposed by the Commonwealth of Massachusetts on 
vendors other than retailers (sec. 6, ch. 417, Acts of 1941), such 
tax is not deductible for Federal income tax purposes by the consumer. 

Lnder chapter 64C of the Massachusetts General I. aws prior to 
its amendment by section 18, chapter 246, Acts of 1958, an excise tax 
on cigarettes sold is imposed by the Commonwealth of Massachusetts 
on vendors other than retailers. Cigarettes upon which the excise 
tax has once been imposed and has not been refunded) if paid, are 
not subject to other tax upon a subsequent resale. 

Section 18, chapter 246, Acts of 195'8, which amends chapter 64C 
of the Massachusetts General Laws, reads as follows: 

In addition to the excise tax imposed by chapter sixty-four C of the General 
Laws, and in addition to the additional excise tax imposed by section nine 
of chapter seven hundred and thirty-one of the acts of nineteen hundred and 
forty-five, there is hereby imposed a further additional excise tax of one half mill 
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for each cigarette sold, us& d, re&'eived as gift or gifts, or through exchange or 
barter in ihe co»iinonwealth during the two-year period beginning September 
first, nineteen hundred and fifty-three, the same to be levied and collected as 
provided in said chapter sixty-four C, and the provisions of said chapter shall 
apply to said further additional excise to the same extent as to the normal 
excise levied thereunder. All the provisions of said chapter sixty-four C rela- 
tive to the collection, ver', fl&ation and administration of the tax thereunder 
imposed siiall, insofar as pertinent, be applicable to the tux imposed by this 
sct. All cigarett~ taxes paid in pursuance of this act and other statutes 
of the general or special laws shall conclusively be presumed to be a direct 
tax on the retail consumer, pre-collected for the purpose of convenience and 
facility only. 

In view of the above-quoted amendment and apparent intent of the 
Legislature of the Commonwealth of Massachusetts to impose the 
cigarette tax upon the consumer, it is held that the cigarette taxes 
imposed by the Commonwealth of Massachusetts under the provisions 
of chapter 64C, Massachusetts General Laws, as amended, are deduct- 
ible on and after the efFective date of the amendment by chapter 246, 
section 18, Acts of 1%8, under section 2?&(c) (1) of the Internal Reve- 
nue Code by the consumer, except in the case of an individual who 
elects to use tlie optional standard deduction or the short-form 1040, 
(first sheet of Form 1040), no deduction is allowable unless the ciga- 
rette tax is attributable to a trade or business carried on by him. If 
the tax is attributable to a trade or business carried on by the indi- 
vidual, the amount of the tax is deductible from gross income in 
computing adjusted gross income. See section 22(n) fl) of the Code. 

On and after the efFective date of the amendment, by section 1'8, 
chapter 246, Acts of 1958, no deduction for the cigarette taxes is 
allowable to the licensees paying the t;ixes to the Commonwealth of 
Massachusetts. Accordingly, the portion of the price paid by the 
consumer to the licensees for cigarettes which represent the Massa- 
chusetts cigarette taxes is not includible in the gross income of such 
lice. nsees. 

SECTION 28(e). — DEDUCTIONS FROM (xROSS INCOME: 
I. OSSES BY INDIVIDUALS 

Rrour, Arioxs 118, SrcTioN 80, 28(e) — 1: I. osses Rev. Hul. 54-85 
by individuals. 

Losses sustained to resMcntial property as a result of subsoil 
shrinl&a e during a period of drought constitute casualty losses 
within the meaning of se&'tion 23(e) (3) of the Internal Revenue 
Code. 

Ad;ice is requested whether losses sustained to residential property 
as a result of subsoil shrinkage during a period of drought constitute 
c;isualty losses under section 28(e) (8) of the Internal Revenue ('ode. 

Section 28 of the Internal Revenue Code provides that in computing 
net income there shall be allov ed as deductions: 

(e) LossEs BY IND&vluriALs. — In the case of an individual, losses sustained 
during the taxable year and not corupensaied for by insurance or other- 
wise. — 

(3) of property not connected with the trade or business, if the loss 
»rises from fires, storms, shipwreclr, or other casualty, or from 
tlieft " "' s 
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Court decisions and ruhngs of the Internal Revenue Service have 
established standards for the application of section 28 (e) of the Code. 
They have developed the concept that a "casualty" as that term is 
used in section 28(e) of the Code must include an identifiable event 
fixing a point at which loss to the o~vner of the damaged property can 
be measured, and must also be unexpected or unusual in the context 
in which it ocr»rs. Rev. Rul. 79, C. B. 1958 — 1, 41; IFarxy Johnston 
Grant v. Commissioner, 80 B. T. A. 1028. This concept of what is a 
casualty excludes dama«~e or loss resulting from progressive deteriora- 
tion through a steadily operating cause. See Hugh cV. cWatheson 
et al. v. Commissionri", 54 Fed. (2d) 587, Ct. D. 510„C. B. XI-2, 892 
(1982); Charles J. P'ay v: HelverinrJ, 120 Fed. (2d) 258; and Piay 
Du~den v. Commis''oner, 8 T. C. 1. 

It is understood that in a considerable group of cases there has 
been a relatively rapid and severe subsoil shrinkage resulting from 
unusually severe drought which has weakened either vertical or lateral 
support f' or building foundations. Such conditions are understood to 
have produced extensive cracking of walls and other serious damage 
to buildings in the area which can be attributed neither to faulty 
construction nor to such gradual settlement or subsidence as may nor- 
mally occur over a period of years. 

In view of the above, it is held that such losses sustained ivith re- 
spect to residential buildings constitute "casualty" losses within the 
meaning of section 28(e) (8) of the Code. 'I'he burden of proving that 
any damage to property is of the character indicated in the preceding 
paragraph and the amount of the resulting loss rests on the individual 
taxpayer. 

The amount allowable as a "casualty" loss is the difFerence between 
the value of the property immediately preceding the casualty and its 
value immediately after the casualty, but not in excess of an amount 
equal to the adjusted basis of the property, reduced by any insurance 
or compensation received. See I. T. 4082, C. B. 1950 — 2, 21. Irnprove- 
ments to the property destroyed or damaged should be considered as 
an integral part of the entire property and no separate basis appor- 
tioned thereto in determining the loss sustained. See 6. C. M. 21018, 
C. B. 1989-1 (Part 1), H'aery Johnston Grant v. Commissioner, supra. 

REGELATIoÃs 118& SEcrzoN 89. 28(e) — 1: Losses. 
by individuals. 

Redemption of corporate obligations issued without interest coupons 
or not in registered form. (See Rev, Rul. 54 — 66, p, 128. ) 

REGULA'rIoxs 118, SzcTzov 89. 28(e) — 1: Losses, 
by individuals. 

Excess of salary contributions to partnership from an elective pub- 
lic office over partnership distribution. (See Rev. Rul. 5&167, p. 152. ) 
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SECTION 28(f). — DEDUCTIONS FROM GROSS INCOME: 
LOSSES BY CORPORATIONS 

REGCLATICNs 118) SEOTIGN 39. 28(f)-1: Losses 
by corporations. 

Losses arising out of sale of time payment installment, accounts 
receivable. (See Rev. Rul. 54 — 48, p. 119. ) 

REovLATICNs 118, SKcTICN 89. 28(f)-1: Losses 
by corporations. 

Redemption of corporate obligations issued without interest coupons 
or not in registered form. (See Rev. Rul. 54 — 66, p. 128. ) 

SECTION 28(k). — DEDUCTIONS FROM GROSS 
INCOME: BAD DEBTS 

RFGULATIGNs 118, SEOTIoN 89. 28(k)-5: Reserve Rev. Rul. 54-188 
for bad debts. 

Mim. 6209, C. B. 1947-2, 26, relating to the reserve method of ac- 
counting for bad debts in the case of banks, contemplates that where 
a bank has been in existence for 20 years, including the taxable year, 
it may compute its moving average percentage of actual bad debt 
losses to outstanding loans, upon which its reserve for bad debts is 
based, on the basis of its own independent data, including any losses 
it has sustained on loans taken over when certain assets of another 
bank (which continued in business) were acquired and some of its 
liabilities assumed. 

The bad debt experience factor which covers the experience of a 
20-year period, including that of the current taxable year, will, when 
applied to loans outstanding at the close of the year, provide for 
anticipated losses as they occur on the loans acquired. Under the 
provisions of Mim. 6209, it is not permissible to use the experience of 
the bank from which the loans were acquired for the purpose of com- 
puting additions to the reserve for bad debts. 

REGCLATIGNs 118& SEOTIoN 89. 28(k) — 5: Reserve Rev. Rul. 54-148 s 
for bad debts. 

A bank, in computing a reasonable addition to its reserve for 
bsd debts, may use an average experience factor based on any 
20 consecutive years of experience after 1927, in lieu of a moving 
average experience factor determined on a basis of 20 years including 
the taxable year. 

Com. -Mimeograph Coll. Ão. 6209, C. B. 1947 — 2, 26, supplemented. 

SECTION 1. PVRPOSK. 

The purpose of this Revenue Ruling is to supplement Com. -Mimeo- 
graph Coll. No. 6209 dated December 8, 1947 (C. B. 1947 — 2, 26), 

*Originally issued as IR Mimeograph Ão. 54-55, dated April 8, 1954. 
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which a»thol'ixes, in the case of banks, a special methn&l. for comp»ting 
a I'casu»able addition to the reserve for bad debts under sect»ln 
28(k) (1) of the Internal Reve»»e Code and the re«»h!tions pro!»»1- 
ga. ted thereunder. 

SEC. 2, BACKGROU'ND. 

The Service has carefully reexamined the provisions of f&&Ii»!eog! aph 
6209, 3!&pre, in th" light of ezperience developed thereu»&l&r a»d, as 
a result of s»ch reezanlination, has approved an alter»»tive &»ethod 
for the use of banl-s in computing the ann»al addition to the reserve 
for bad debts and the maximum a~!nou»t perr»itted to be;!ccumuh!ted 
in such reserve, as set forth in section 4 hereunder. 

SEC. 8. DEI"&NITION OF TERxIS. 
The term "banks" as used. herein means banks or tr»st co»!panies 

incorporated and doing business under the la!vs of the U»ited States 
(including la!vs relati!!g to the District of Columbia), of any State, 
or of any Territory, a substantial part of the business of lvhich con- 
sists of receiving deposits and making loans and disco»»ts. Such 
term as used in Aiimeograph 6209 and herein does not include mut»;!1 
savings banks not having capital stock represented by shares, do- 
mestic building and loan~associations, or cooperative b&ulks!vithont 
capital stock or«anized and operated for nlutual purposes and!vithout 
profit. 

SEC. 4. ALTERNATIVE METIIOD. 

. 01 In lieu of the nloving average experience factor provided in 
paragraph 8 of Mimeograpil 6209, v-hich is determined on a basis of 
20 ye~ars including the taxable year, a banl. - may use an average experi- 
ence factor based on any 20 consecutive years of its o!vn experie»ce 
after the year 192&. Such average experience factor, representing tl!e 
percentage of bad debt, losses to loans for the period selected, applied 
to loans outstanding at the close of the taxable year, determines the 
Inaxirnum permissible addition to the reserve for the year. 

. 02 The amounts permitted to be added in each taxable year to the 
bad debt reserve under (. 01) above I»ay not exceed an am&lunt ivhich 
!vill bring the accu!nulated total in the bad debt reserve at the close 
of the taxable year to a ceiling equal to three times the average exper- 
ience factor applied to outstanding loans: Provided, 

1. That for the f!rst taxable year beginni»g after December 81, 
1953, the amount of the addition therein to the reserve computed 
under (. 01) above may not exceed one-third of the diHerence 
bet!veen the ceiling so computed and the accumulated total in the 
reserve at the close of the year before the addition; a»d 

2. That for the second taxable year beginning after December 
81, 1958, the amount of the addition therein to the reserve com- 
puted under (. 01) above may not exceed one-half of the difference 
bet!vee» the ceiling so computed and the accumulated total in the 
reserve at the close of the year before the addition. 

. 08 Consistent v&ith the provisions of &finleo«raph 6209 vvhich per- 
l»it nelvly organized banks and banl's lvithout s»flicient years' experi- 
ence of their own to set up a reserve commens»rate lvith the aver;!ge 
ezperience of. other sinlih;r b. !»ks v ith I'aspect to the sa»!e type of 

315395 — 5 I — 8 
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loans, preferably in the same locality, ba»ks which select a 20-year 
period under (. 01) above which cxtc»ds back into years for which they 
have no experience of their own will be permitted to iill in such years 
with simih!r comp:Irable &lata. 

. 01 The provisions of par;!graph 6 of Mimeograph 6209 relating to 
the tre:Itment ol specific b;!d debt losses a»d recoveries, and all other 
rules utilized in the application of )lime»graph 6209 shall, to the extent 
not inco»sistent, be applicable to the alter»;Itive method. 

SEC. 5. EFFI'. CT OV OTIIEa DOGU %I I:N'I's. 

This Revenue Hulin«n!& rely supple»!e»ts Mi(»eograph 6209 by 
provi&li»g an ad&litio»aI or aIternative metho&l for co»!puting the 
annual addition to a reserve for bad debts and the n!aximuln amount 
permitted to be accumulated in such reserve. 13;Inks which are now 
usin« the moving average n!ethod provi&le&1 in M!nleotlr&Iph 6209 may 
continue to use that method if they so desi! e. aud suclI n!eti!od is still 
available to any other banks using or ch:I»ging to the reserve method 
of accounting for bad debts. 

SEc. 6. BEN+a oN S! rc!F!c C». II!GE-GFF MI':!!I&&n. 

Where a bank on the specific c'I I! ge-otl' method of accou»ting for 
ha&i debts desires to avail itself of the p!'ovisions of this Revenue 
Ruling and change to the reserve Inetho&1, application to make such 
change m»st be made in the manner prescribe&1 by section 69. 2«(k)-1, 
Regulations 118. 
SFG. 7. EFFE(, 'TIVE Dn Tr. . 

The provisions of this Revenue Ruling are applicable only for tax- 
able years begin»ing aft& r December 31, 195, '3. 

Approved by M. B. I& o)som, Acting Secretaly of the Treasury, April 
8 1954 

SEC'I'I()N 28(1). — DI:DUCTI()NS I It()41 GEIOSS INCOME&: 
Dli, 'I'HLECIA'1 ION 

Hrrt!EATIONS 118, SEcTIGN 69. M(I) — 2: D&'p!'ecl- 
able property. 

Motor vehi& les»sod as "&Ie!»onstratorsn or "company cars" by deal- 
ers. (See Hev. Rul. 54-222, p. 19. ) 

SECTION 23(m). — DEDUCTIONS I» HOM GROSS 
INC();&1K: DLcI'I. Ii 4'ION 

REGl7EATIONs 118, SEcTtoN, '39. 28 (m) — 1: Depletion 
of mines, oil and gas wells, other natural deposits, 
and timber; depreciation of improvements. 

(Also Section 114. Section 69. 114 — 1. ) 

Hev. Rul. 54-109 

Determination of the processes properly included in the term 
"ordinary treatment processes" as set forth in section 39. 23(m)- 
1(f) (3) of ltegnlations 118, aml section 114(b) (4) (8) of the 
Interrral Revenue Code, with respect to the mauufacture of brick 
aud tile from shale and brick and tile clay. 
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Advice has been requested as to the processes i» the»&an»fa&t»rc 
of brick and tile and kindred products fro»& shale a»d b& ick a»d tile 
clay that, are included under the tenn "ordi»ary treat&»e»t processes" 
as used in section 3&). 98(m) — 1(t) of Regulations 118, a»d section 
114(b) (4) (B) of the Inter»al Revenue ~Code. 

The various treatment processes involved in the nra»»fact»re of 
such products are as follows: 

(1) The mineral is first extracted from the earth, usually from 
open pits. 

(2) It is transported to the plant, generally by dumpcars or 
trucks. 

(8) The mineral is there dumped into bins or sheds for storage 
or directly into a crusher or granulator where the large chunks are 
reduced to small workable sizes. 

4) In some cases, secondary grinding is required. 
5) The mineral is then conveyed to a pugnfill where it is 

mixed to the proper consistency usually with the~addition of water 
and/or other materials. 

(6) The mixed. product is then formed i»to the shape desired, 
usually by an extrusion or molding machine. 

( & ) Tliese raw forms are then processed for the removal of 
excessive moisture and are then burned in kilns. 

(8) Finally, the finished products are drawn from the kiln 
and loaded for shipment or storage. 

Based on these facts, the first four processes are "ordinary treat- 
ment processes" within the men»i»g of section 114 (b) (4) ( B) of thc 
Code, and section 89. o8(m)-1(f) of Regulations 118. The mixi»g 
of the mineral in the pugmill v ith water v here this is do»e to separate 
out sand or other materia)s from the clay or shale is also co»sider& d 
to be an "ordinary treatment process"; other aetio»s in the pngmi]1, 
as well as the succeeding processes listed above, are not co»sidcrccl to 
be "ordinary treatment processes. " 

As to the computation of the gross and net income from the property 
for perce»tage depletion purposes after the costs of »fiui»g and manu- 
facturing have been segregated, see sections 20. 2, '&(»&) — 1 (f) a»d (g) 
of Regulations 111, and sectionrs 89. o3(m)-1 (e) a»d (g) of Regu- 
lations 118. 

REGvLATIONs 118, SEVTzoN 89. 28(m)-1: Depletion 
of mines, oil and gas wells, other natural de- 
posits, and timber; depreciatio» of improvc- 
lne»ts. 

Rcv. P~uh 54-". lI 

Sod and balled nnrsery sto&lr are not assets of a character sub- 
ject to the allowance'for depletion within the meaning of section 
21(m) of the Internal I&ev& nnc Code. 

Advice has been requested as to the deductio» of depletion for 
Federal income tax purposes on income received fro»& the sale of sod 
or ba]led nursery stock. 

Sod consists of the top stratum of soil that is filled with roots of 
grass, herbs, etc. Balled nursery stock consists in part of a mass of. 
earth and roots that is moved with a tra»spin»tcd tree, shrub, or 
herb. 
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After the removal of sod or balled nursery stock it is possible to 
restore tlie liroductivity of the land by the addition of oilier soil, 
niid by various ground conditioning procedures such as planting, fer- 
tiiiznti&i», sedimentation, etc. 'I'. he activity of growing and selling 
sod anil balleil nursery stock is essentially a farming operation. See 
Regulations 118, section 80. 00-1. I'or I&e&leral income tax purposes 
a de&luction is riot pcrnnitted for the "depletion" of soil incident to 
f;irrni»«olierntio»s; but the farmer is permitted to deduct as a busi- 
riess exlie»se the cost of mniiitninirig tlie productivity of thc land. 

Accordin«ly, it is held tli:it no depletion is alloivable upon re- 
moval nud sale of sod or balled nursery stock from fee ov ned or rental 
lan&1. (lf. Regulations 118, section 80. 28(1)-2. Revenue Ruling 78, 
C. 13. 1058 — 1, 18, is»ot appIicab!e to this situation. 

PiKGYTIATroNs 118, SrcrroN' 80. 28(m) — 1: Depletion 
of mines, oil nnd gas wells, other natural deposits, 
and timber; depreciation of improvements. 

Regulations 11S amended. (See T. D. 0050, p. 80. ) 

P~i:rUr, wTrnxs ]18, SroTroN 80. 28(m) -10i. ('linr«es Rcv. R»1. 54 — 42 
to cnirifnl a»d to expciise in case of oil a»d 
g;is well». 

(Also Section 188, Section 80. 188-1. ) 
The election to charge to expense i»tnngible &Irilli»g and develop- 

ment costs incurred in connection with the &iil operaiio»s of a partner- 
ship that files its return and computes its income on Form 1065 is 
exercisable by the paitnership. The part»ership election is con- 
trollirrg irrespective of the elections of tlie individ»nl partners as to 
their ow» oper'ations. S e P&ant&"'x Oil Corporation v. Commissioner, 
20 T. C. 5051 I. 'I'. 8718, C, B. 1045i 178, 

SECTION 28(o). — DEDUCTIONS I ROI&I GROSS INCOME: 
CHARITABLE AND OTEIEIt CONTRIBUTIONS 

Ixaur, l n'r'roxs 118, SEcTIoN 80. 28 (0) — 1: Contrr- 
butio»s or gifts by individuals. 

(Also Section 28 (q), Section 80. 28 (q) — 1. ) 
The Ol'Inhomn Educational Television Authority, cre te&'. by an act 

of the ()klnhoma Legislature, approved May 1S, 1058, is an instru- 
rneiitality of the State of Oklaho»ia and conti ibutions or gifts made 
to the authority, which is to provide a statewide educational television 
system are deductible by the donors in the manner nnd to the extent 
provided by section 28 (o) and (q) of the Internal Revenue Code. 

RzoTn, nTzorrs 118, SzcTrox 80. 28(o) — 1; Contri- 
butions or «ifts by inclividunls. 

(Also Section 122, Section 80. 122-1; Section 
22(n), Section 80. 22 (n) (1). ) 

Rev. Rul. 54 — 56 
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L»&ler the provisior&s of' section '», '(o) of the Internal ltevenue Co&le, 
in computin&& t!&e net, income f&&r a y&;tr to Ivhi& h a, r&et &&! && I »tin« loss 
deduction is applicable, the dedu&. iiou for charitable contribtrtions 
must be computed on the basis of the revise&l adjus(ed gross i»r&&n&e 

after allow»I&& e of the net operating loss carrybaclt. (See Rev. Ruls. 
alrcl 280) C B 10 » ) l&p 21 ar&d ) re 'pe&'i rv& ly ) 

Rev. Rr&l. 54-220 REGULATIONs 11H, SECTI&&x Aq. '" &(o)-1: Contr i- 
butioirs or gifts by individ&rals. 

(Also S&ection 2l)(q), Section, 'l'. ). 2»:(q)-1, Re- 
ulations 118; Section 812(d), Section HL44, 
Regulations 10 &, Section 1004) Section 80. 1«) 
Regulations 108. ) 

The I'acific 1V»r Ne»&orial Con&mission is an agency of the Terri- 
tory of Eiawaii. Contrii&utio»s, gifts, legacies, be&i»ests, devises, 
or transfers thereto are deductible for Fe&leral inco»&e tax and es- 
tate and gift tax purposes in the nm»ner a»d to the extent i&rovid&d 
by the I»ternal I&eve»Be Code. 

Advice is requested Ivhether the Pacific War AIemorial Commission 
is an agency of the Territory of Ha&vaii an&i wlrether contributions, 
gifts, l~egacies) bequests, devises, or transfers thereto are deductible 
for Fede~ral income tax and estate and gift tax purposes. 

The Pacific War 14'enIorial Commis~sion was created by Act 288 of 
the I. egislature of the Territory of Hawaii, approved May 17, 1N0. 
The Commission is composed of seven persons appointed by the (Iov- 
ernor of Hawaii in accordance Ivith the provisions of section 80 of the 
Organic Act, 81 Stat. 141. It is authorized to create and maintain a 
living war memorial commemorating the sacrifices of tire heroic dead 
of World War II and those who have recently g&iven and in the future 
may give their lives for their country, and to accept for the accom- 
plishment of its objectives, gifts and contributions from governmental 
'Igencies and private persons. The Commission is the sole oAicial 
agency of the Territory of Hawaii for the purpose of Act 288. It is 
required to submit to the Legislature of the Territory of Ha&vaii at the 
beginning of each rc&urlar session a full report on its activities togetlrer 
with such recommerIdations as it may deem advisable. All moneys 
expended under the Act shall be paid by the Territorial treasurer, upon 
warrants issued by the auditor, upon vouchers approved by the Chair- 
rnan of the Commission, A sum of money has been appropriated out 
of the general revenues of the Territory for the purpose of defraying 
the expenses oi the Commission. 

Section 28 of the Internal Revenue Cocle provides that in computin« 
net income there shall be allowed as deductions: 

(o) CHARITABLE Asn OTHER CONTRI»vTIONs. — In the case of an i»dividual, 
contributions or gifts payment of which is made within the taxable year to or 
for the use of: 

(1) the United States, any State, Territory, of any politi&Bi sub&livisi&&n 
thereof or the District of Colu»&bia, or any possession of the U»ited Stat& s, 
for exclusively public purposes; 

Section 2'l(q) (1) of. the Code provicles for the deduction of simihtr 
contributions in the case of a corporation. 
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Section 812 of the Cocle provides that for the purpose of the estate 
tax the value of the net estate shall be determined, in the case of a 
& itizen or resident of' the United Sta. tes by deducting from the value 
of the gross estate- 

(d) TRANBFRRs FoR PUBLIc, CIIARITABLI:, Arvn RRLtrcovs Usss. — The amount 
of all bequests, legacies, clevises, or tran fers, ~ * * to or for the use of the 
United St &(es, any State, Territory, any political suhdiiision thereof, or the 
District of Columbia, for exclusively pnblic purposes, 

Similar provision for the estates of nonresident aliens is made by sec- 
tion 861(a) (3) of the Cocle. 

Section 1004 of the Cocle provides that in computing net gifts for 
any calendar year there shall be allowed as deductions: 

(a) kRSLBRNFS. — In the case of a citisen or resident— 

(2) CIIARrrvsrs, Rrc. , oiFFS. — The amount of all gifts made during such 
year to or for the use of— 

(A) the United States, any State, Territory, or any political sub- 
division thereof, or the District of Columbia, for exclusively public 
purposes l 

Similar provision is made in the case of a nonresident alien by sub- 
division (b) (1) of section 1004 of the Code. 

It is held that the Pacific %Var 3Iemorial Commission is an agency 
of the Territory of Hawaii. Accordingly, contributions thereto are 
decluctible by the donors in computing their taxable net income for 
Federal income tax purposes in the manner and to the extent provided 
by section 23 (o) and (q) of the Internal Revenue Code. Bequests, 
legacies, devises, or transfers to or for the use of the Commission are 
deductible in colnputing the value of the net estate of a decedent for 
Fecleral estate tax purposes in the manner and to the extent provided 
by sections 812(d) and 861(a) (8) of the Code. Gifts of property to 
the Cornrnission are deductible in computing net gifts for Federal gift 
tax purposes in the manner and to the extent provided in sections 
1004(a) (2) (A) and 1004(b) (1) of the Code. 

RKGUI ATIGNS 118) SKOTIGN M. 28(o) — 1: Contri- 
butions or gifts by individuals. 

Contributions to separate funds of organizations exempt under sec- 
tion 101 of thc Code. (See Rev. Rul. 54 — 243, p. 92. ) 

SECTIOX 23(p). — DEDUCTIOXS FROM GROSS INCOME: 
COXTRIBU'IIOXS OF AN EMPLOYLR TO AX EM- 
PI. O& EES' TRUST OR ANNUITY PLAN AND COMPENSA- 
TIOX I, b'DL'R A DEI"ERRED-PAYMEXT PLAX 

RKGULATIGNS 1&8& SEGTIoN 89. 23(p)-1: Contri- 
butions of an employer to an employees' 
trust or annuity plan and compensation under 
a cleferred-payment plan; in general. 

Contributions by an employer in form of pensions paid to retired 
enlployees. (See Rev. Rul. 54 — 152, p. 149. ) 
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SECTION 28(q). — DEDUCTIONS I HOM ('R()SS INCOME: 
CHARITAI3LE AND OTHE' CONTRIBUTIONS 13Y COR- 
PORATIONS 

RrGCLATIQNs 118, SEGTIQN 30. 23(q) — 1: Contri- 
butions or gifts by corporations. 

('ontributious to Oklahoma Educational Television Authority. 
(See Rev. Rul. 51-11, p. 04. ) 

REGEEATIoNs 118, Szcriov 80. 28(q)-1: Contri- 
butions or &rI f ts by corporations. 

Contributions made to the Pacific )Var Memorial Commission an 
agency of the Territory of Hawaii. (See Hev. Hul. 54 — 220, p. 65. ) 

REGEI ATIGNs 118, SzcTION 80. 28(q) — 1: Contri- 
butions or gifts by corporations. 

Contributions to separate funds of organizations exempt under 
section 101 of the Code. (See Rev. Rul. 54 — 248, p. 92. ) 

SECTION 23(x). — DEDUCTIONS FROM GROSS INCOME: 
MEDICAL, DENTAL& ETC. , EXPI'. NSES 

Hev. Rul. 54-57 RFGELATIGNS 118, SzcrIoN 89. 28 (x) -1: Medical, 
dental, etc. , expenses. 

(Also Section 24(a), Section 80. 24(a)-2. ) 
Amounts expended in the construction of a s&vimming pool or the 

installation of an elevator on property owned by a taxpayer, even 
though the pool or elevator was constructed or installed for reasons 
of health, pursuant to the recommendations of a physician, constitute 
expenditures for permanent improvements or betterments which in- 
crease the value of the property, and may not be deducte&l as medical 
expenses under section 28(x) of the Internal Revenue Co&le. Sce 
section 24(a) (2) of the Code and John L. Seymour v. Comm~'8sior&er, 
14 T. C. 1111. 

SECTION 28(bb) . — DEDUCTIOiNS I& HOM GROSS 
INCOME: CIRCULATION EXPENDITURES 

HEGcr, ATIONs 118, SzcTIov 89. 28(bb) — 1: Circula- 
tion expenditures. 

Hev. Hul. 54-8 

Amounts paid by a newspaper publisher to a charitable organi- 
zation as a resuit of an offer made in a telephone ca&»paign for 
additional subscribers that a portion of tbe price of e; & r7 subscrip- 
tion received during the campaigu &vould be paid to su& h organiza- 
tion, plus the a»&ou»t of the compensation to &. he contractor i» charge 
of tbe solicitation, telephone costs, verif&cations, aud other overhead 
connected with the campaign, constitute expenditures to maintain 
or increase the circulation of the newspaper aud are deductible in 
full under section 28(bb) of the Internal Reve»ue Coi e. 
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Advice is requested relative to the proper treatment for k ederal 
income t;rx l&urp&&ses of certain exper&ditures incurred by a newspaper 
publisher ir& a circulation campaign. 

In orcler to meet competition from a rival ne&vspaper in the same 
city the taxpayer started a telephone campai«n for additional sub- 
scribers to its daily and Sunday newspal&er& otfering as an inducement 
to new subscribers to rrrake a payment of a portion of the subscription 
price to a, ch:trit. able organization. The taxpayer entered into an 
a«recrnent &vit]r the ch;&ritable or«anization under the terms of which 
it agree&1 that the or»anization woulcl receive a cert. ain percentage of 
the subscription 1&rice paid in return for the privilege of stating that 
fact in connection with the solicit;rtion. All soliciting cost. =. , such as 
telephone charges, mailin&r of acknowledgments& and the compensa- 
tion of the contractor engaged to concluct the ca. mpaign, were to be 
paid by the taxpayer. 

Section N(bb) of the Ir&ternal Revenue Cocle provides that in 
computing net income there shall be a!lowed as deductions: 

(bb) CrrcULATION LrxrENnnr, r&rs. — Rot« ithstanding section 24 (a), all expendi- 
tures (other than expenditures for the purchase of land o' depr&'. Cia»le property 
or for the ac&!nisitions of circulati& n throu'"h the purchase of any part of the 
business of another publisher of a nev, sl&aper, m;&g«zine, o! &&ther periodical) to 
establish, maintain, or increase the circulation of a ne&vspaper, ruagazine, or 
other periodi& al; 

It is held that that portion of the price of every subscription received 
by a newspaper publisher during a telephorre can&paign for adclitional 
subscriptions and paid to a charitable crg;&nization ~as a result of an 
oGer made during the carrrpaigrr& plus the amount of the compensation 
to the contractor in charge of solicitation, telephone costs, verifications, 
and other overhead connected with the campaign, constitute expendi- 
tures to maintain or increase the circulation of the newspaper within 
the meaning of section 23(bb) of the Ir&ternal Revenue Code and are 
declnctible in full in computing net income for I'ecleral income tax 
purposes. 

SECTION 24(a). — ITV1& lS KOT DEDUCTIBLE: 
G-ENERAL RUI. E 

REur r. aTloxs 118, SKcTIoN 80. 24 (a) — 2: Capital Rev. Rul. 54 — 191 
expenclitnrcs. 

(Also Section 2o(a) 
& 

Section 80. 2, "&(a) — 11. ) 
The costs of ori inal construction of earthen terraces to prevent 

soil erosion ordinarily are expenditures for peru&an ut improvements 
or better&nents &vhich increase th, value of the property ou &vhich 
they are constructed, and, as such, :&re nondeductible capital e&rpend- 
itures. I&, xpenditures for maintenance and repair of such terraces 
are dednctibie as ordinary;&nd ne&essary business expenses under 
section ", l(a) (I) (X) of the Internal Re&cane Code. 

Advice is requeste&1 rc1ative to tire treatment, for Federal income 
tax purposes, ot costs of original construction ancl of n:aintcnance and 
repair of earthern farm terraces, in view of the clecision in O'. G, Col- 
l&ngrooo&t et u;&'. v. Co&nmr'sat'o&re&"& 20 T. C. AJo. 182& acquiescence, 
page 4& this Bulletin. In that case the court found as a fact, based 
or the eviclence presellted, that construction of the terraces on the 
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taxpayer's farm la»&ls did not increase the val»& nf the la»&ls. It 
co»eluded that the cost of their co»struction &vas u ded»ctible exl&c»se. 

The principle anno»need in the Colli»gwood case will be folio&ved 
by the Inter»al Iteven»e Servi& e in the clisl&ositio» of other cue& 8 only 
if the facts are fo»»&l to be substa»tially si»&ih&r to those i» th;&t case. 

Cvenerally& exl&e»dii»res by a taxpayer for the &. o»struction of 
earthern terraces on h&»d owl&ed by hirt& are»&&t &led»ctible exl&e»s&s 
within the me»&in&r of section 2&, ')(a) oi the Internal I(eve»ue Co&le, 
buo are cai&it&1 expendit»res& the de&1»etio» of which is prohibite&1 by 
sect. on 4(u) (2) of the ('ode. ()rdi»arily, the co»structlon &&f e;&rthen 
terraces for the preve»tion of soil erosion increases the value of the 
property on &vhich they ure co»structed. In the absence of convincin« 
evidence to the contrary, it will be presumed. therefore, that terrace 
construction of this tape is an improvement, the cost of which is 
properly char«cable to cal&ital accoui&t. Hovvever& expenses for their 
maintenance a»d repair are deductible as ordin&ary and necessary 
expenses under section 2o(a) (1) (A) of the Code. 

REGvLATIONS 118, SEcat&&x 80. 24(a) — 2: (. 'apital 
expenditures. 

Amounts expended in the construction of a swimming pool or the 
installation of an elev:&tor on property ovvned by the ta~xpayer to be 
used in the care or treatment of a physical clisabilitv. (See Rev. Rul. 
54-57, p. 67. ) 

SECTION 2o. — CREDITS OF INDI VIDUAL AGAINST 
NET INCOME 

REGm, ATroNs 118, SrcTzox 89. 25 — 2: Credits 
of individuals for purpose of normal tax 
and surtax. 

Rev. Rul. 54-70 

Under the adoption statutes of Maryland and Virginia, a child is 
"legally adopted" for the purpose of tbe exemption for dependents 
provided by section 2. & & b) of the Code when the interlocutory decree 
of adoption is entered. The adoption statutes of 51issouri, however, 
do not provide for an interlocutory decree and a child is not "legally 
adopted" within the purview of section 25(b) of the Code until the 
decree of adoption is entered. 

Advice is requested relative to when, under the respective laws of 
Maryland, Virginia, a»d Missouri, a child is considered to be "legally 
adopted" for the purpose of the exemption for depe»dents provided by 
section 25(b) of the Internal Revenue Code. 

Section 25(b) (3) of the Code provides that the term "dependent" 
n&cans any person within certain specified relationships to the tax- 
payer, including a son or daughter of the taxpayer, over half of &vhose 

support, for the calendar year in which the taxable year of the tax- 
payer begins, was received from the taxpayer. S»ch section further 
provides that a "legally adopted" child of a person sha. ll be co»sidered 
a child of such person by blood. 



Pegs. 118, &i 39. 25 — 2. 1 

It was state&1 iri I, '«met v. alen&'y Ilannet, 287 U. S. 103, Ct. D. 611& 

C. II. XI-2, 210 (1&)32), tliat the exertion of the plenary pover of 
(', &irigress under tlie Constitution to tax income is not subject to state 
con(rob Tlie court went on to say, "It is the will of Congress which 
coiitrols, and the expression of its will in legislation, in the absence 
oi' 1;ingua«e evidencing a different purpose, is to be interpreted so as 
lo give a uniform application to a nation-wide scheme of taxation. 

* State larv may control only when the operation of the Federal 
t;ixing act, by exl)ress language or necessiiry implication, makes its 
oiv» operation dependent upon state law. " ('ongress did not define 
"i&lopted" in sectio» 25(b) (8) of the Cocle except to specify that an 
a&loptc&1 chil&1 shall be considered a chil&1 by blood. It can only be 
:isa«med that the qualification "legally" refers to the laws of the States. 
'I'he Court in the FIarmel case, eu pra, recognized that such an expressed 
or iiriplied intent cannot be superseded by an aclministrative policy 
ivhich is gro»nded only upon uniform application of tax law. See 
Bar'iev 3Varehor&se Company v. J oroles, 821 U. S. 144, and L", ~tate of 
llenrrt IV. Pr&tnanr et al. v. Commieeioner, 621 U. S. 808, Ct. D. 1688, 
C. II. 101, ), , "&45. 

The pertinent provisions of the Maryland State statutes are con- 
tai»ed in article 16 of Flack's Annotated Code of Maryland, 1051, sec- 
t ion 85i of wliich provides that an interlocutory decree sliall be issued 
griiiti»g petitioners teniporary custody of the child for a limited 
period of time, not to exceed 1 year; the court retaining jurisdiction 
of tire case. Section 86 provides that the legal efFect of an outstanding 
interlocutory decree of a, doptio» is to »rake the person a. &lo!ited the 
child of the petitioner. Section 87 merely provides that the le&~al efFect 
of a» interlocutory order shall be confirmed and continued in the final 
decree. 

Similarly, section 63-857 of the Code of Vir& inia, 1050, provides 
lhat any cliild adopted shall be, from and after the e»try of the inter- 
locutory order, to all intents and purposes, the child of the person or 
pei sons so aclopting him. 

Sections 453. 020 and 453. 070 of tlie Missouri Revised Statutes of 
1MB, in part, provides for the proper filing of a petition for adoption, 
with the appointment by the court of a guardian a&l litenr and an 
i»vesti«ation of suitability. Section 458. 080 provides that if the trial 
per io&l of at least 0 months has been completed, a decree shall be entered 
making the child, for all legal intents and purposes, the child of the 
petitioner. 

I! rom the foregoing, it is apparent that under Maryland ancl Virginia 
statutes the efFect of an outstanding interlocutory decree is a legal 
a&loption, since the statutory "trial period" imposes parental obliga- 
tions upon the adoptin&«parents which are greater than if they were 
only holding the child in temporary custody as a, guardian. During 
such period, the obligations and privileges are the same as if a final 
decree were entered. Uncler Missouri law, however, there is no legal 
adoption during the "trial period. " The adoptingr parents do not 
assume the full rights, privileges and obligations w~hich are created 
by t]ie issuance by a proper tribunal of an adoption decree. Indeed, 
the 0-rno»th rule eliminates speedy adoption and a child is not, the 
child of adopting parents, for all legal intents and purposes, until 
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the 0 months' trial period has been completed and tin ado)&tion decree 
entered. 

Accordingly, it is held that under the adoption statutes of Maryland 
and Virginia, a child is elegnlly adopted" for the purpose of tl&e 
exemption for depende»ts provi&'led by section 25( b) of the ("o&le &vhen 
the interlocutory decree oi' adoption is entered. It is further held tl&at 
under the adol&tion statutes of Missouri, a, chi!&l is not "legally 
adopted, " within the purview of sectio» 25&(b) of the Co&le, &»&til the 
decree of adoption is ei&tered, there being no provisio» for a» ir&ter- 
locutory decree. 

SECTION 26(b). — CREl)ITS OI' CORI'OHA'I'JONS: 
DIVIDENDS HL&'CI&. 'IVEI) 

HEGUI ATIGN 8 118, SEG IIov 60. 26 (b) -1: Credit 
for dividends received. 

Coinputation oi credit for the purpose of determining the al- 
ternative tax. (See Rev. Rul. 54 — 28, p. 123. ) 

SECTION 26(h). — CREDITS OI' CORP()RATIONS; ('Hl. 'DIT 
FOR DIVIDENDS PAID ON CERTAIN PRL'FERHED STOCI& 

REGULATIGNs 118, SEG'rlox 89. 26(h)-1: Credit 
for dividends paid on preferred stock of 
public utilities. 

Computation of credit for the purpose oi determining the al- 
ternative tax. (See Rev. Rul. 54 — 28, p. 123. ) 

SECTION 26(i). — CREDITS OY CORPORATIONS: WESTL&'I(N 
HEMISPHERE TRADE CORPORATIONS 

REGULATIGNs 118, SEGTIGN 80. 26(i)-1: Credit 
of AVestern Hemisphere trade corporations. 

Computation of credit for the purpose of determining the alterna- 
tive tax. (See ll v. P&ul. 54-28, p. 128. ) 

SECTI()N 27(g). — CORPORATION DIVII)ENDS PAID 
CREDIT: DISTRIBUTIONS IN LIQUIDATIONS 

REGULATIONS 118, SECTION 89. 27(g) -1: Di ri- 
dends paid credit for distributions in 
liquidation. 

Rev. Rul. 54-71 

A corporation, having a preexisting deficit, will be entitled to a 
dividends paid ere&lit under section 27(g) of the Intern;&1 Revenue 
Code, only to the extent that distributions in con&pleie or partial 
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liqui&lation from current year's earnings exceed such preexisting 
deficit. 

I. T. 3&&c&7, C, H. 1937-1, 91, revoked. 

Furtlier co»si&leratinn lias been given to I. T. 8007& C. B. 19«o7 — 1, 01, 
v )rich involved the qiiestion whether a corporation upon its liquida- 
tion in 10o0 is entitle&i to a clividends paid credit under section 27(i') of 
flic Revenue Act of 1030 vvlrere its operating deficit at the beginning of 
the year 10, 'M exceeded its earnings a»d profits for that year to the 
elate oi' liquiclation. Section 27(i') oi the 19o6 act, v. hich allowed a 
divi&lends paid credit agai»st the undistributed profits surtax imposed 
by section 14 of the same;ict& l)i'ovided as follows: 

D&HTI&11&UTIONS IN LrqUIDNTION, — In the case of amounts distributed in liquida- 
ti& n tlie part of such &listribution vvhich is properly char cable to tbe earnin"s or 
profits a& cumulated after F& l&ruary 28. 1913, shall, for the purposes of computin 
tire dividerids paid credit under &his . . ection, be treated as a taxable dividend paid. 

I. T. 8007& supra& helcl that. the corporation was entitled to a dividends 
paicl credit under section 2& { f) of tire 1086 act to the full extent of the 
earnings ansi profits for that year which were distributed, re«ardless 
of the i'act that the corporation had an operati»g deficit at the begin- 
riin&r oi' the tax;ible year in excess of tile earnings and profits for that 
year. 

A simi l;ir problem arises lmder section 27(«) of the Internal Revenue 
Code, vvhich correspon&ls to sectio» 27{ f) of the Revenue Act of 1036, 
in co»»ection Ivith the surtax imposed by section 500 of the Code upon 
undistribute&l subchapter A net income coi»puted under section 504 of 
the Co&le. Section 27{g) of. the Internal Revenue Code provides as 
io] lots: 

I)rsrarur Tioxs rv I. rq&NDNTIUN. — In the case of amounts distributed in liquida- 
tion the p:irt of sucli &listribuiion wiiich is properly chargeable to the earnings nr 
pi oiits accumulated after Irel&ru;iry 28, 1913, stall, for the purp&&ses of computing 
tbe basic surtax credit un&ler this section, be treated as a taxable dividend paid. 

The question has been litigated with respect to section 27(f) of the 
1080 act, in Ad&1ressograt&h, -lfluttigraph Corporation et al. , Tax Court 
Memorandum Opinion, dated February 5, 1045, and 8hetlabarcler 
Grain Products Company v. Commissioner& 140 Fed. (2d) 177, a%rm- 
i»g 2 T. C. 75, and opinions contrary to I. T. 8007, supra, v, ere ren- 
clered. See also I'o1ey 8eour'&'ties Corporation v. Commissioner& 88 
B. T. A. 1006, aSrmed 100 Fed. (2d) 781, Gaston X Company, Inc. , 89 
B. T. A. 040, a&nd A'eoo1ctyn Eatzonal Cor poration v. Commissioner, 157 
l&'ed. (2d) 450, affrrnri»g o T. C. 808, 

in view of the clecisions iii the Shellabarger and AcMressograph 
cases& supra& it is concluded that a corporation, witli impaired capital, 
should be allo&red a dividends paid credit Ivithin the meaning of section 
27(g) of the Internal Revenue Code only to the extent, that distribu- 
tioiis in complete or partial liquidation from current year's earnings 
exceed the existing deficit. I. T. 3067, supra, is hereby revol'ed. 

turs»ant to the authority containecl in section 8701(b) of tlie In- 
ternal Revenue Cocle& this ruling will be applied without retroactive 
effect to distributions in complete or partial liquidation made prior to 
March 1, 1054, except that no credit or refund will be allowed with 
respect to any such distribution. 
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PART IIL — CREDITS AGAINST TAX 

SECTION 35, — CREDIT FOR TAX WITHHELD ON WAGES 

REGIlrATIoNS 118, SEGTioN 39. 35-2: Credit for 
"special refunds" of employee social security 
tax. 

(Also Section 1401(d) (3) & 
Section 408. 802, Sec- 

tion 1421, Section 408. 801, Ilegulations 128. ) 

Rev. Rul. 54 — 221 

I", iuployee tax rvithheld witlr respect to n&ore than 33, 600 of an 
employee's wages, under the provisions of the I&'eder:&l Insurance 
Coutril&utions Act, by reason of the employee bavin re&. eived wages 
from trvo or more employers during calendar year, n&ay be clair&red 
as a credit against the employee's income tax liability in lire same 
manner as though it were deducted and withlreld as income tax at 
the source. 

L&'n&ployee tax erroneously rvithheld with respect to more than 
33, 600 of wages paid by a sin 'le employer d&rrin ' a calendar year, 
ho&refer, rnav not be so credited, but should be adjusted by the 
eruployer with the employee. If such au ov&&r-collection c;rnnot be 
so adjusted, a claim for credit or refund of the amount may be 
filed within the period of limitation upon refuruls and credits. 

l»lim. 514, C. B. 1910 — 2, 2BS, and 5Iirrn 6198, C. B. 1947-2, 145, 
are iuapplicable with resi&ect to wages paid after Dcceu&ber 31, 
1950. 

Advice is requested whether an employee receiving "wages" in 
excess of $o, 600 during the calendar year by reason o~f his havin« 
performed services for t&&0 or more employers is entitled to credit 
against his income tax liability the excess over $54 ($72 after 1953) 
of employee tax imposed by the Federal Insurance Contributions Act 
and ~withheld by his employeis with respect to such uwages&" incl«d- 
ing an aniou»t, which Ir as erroneously deducted by one of the employers 
with respect to remuneration in excess of $3, 600. 

If, during any calendar year comnrencing after December 31& 1950, 
an employee receives ~ages in excess of $«, 600 from trvo or more 
employers, the employee is entitled to a special refund of the amount, 
if any, by which the employee tax imposed under the Federal Insur- 
ance Contributions Act with respect to such wages and deducted there- 
from exceeds the employee tax with respect to the first $3, 600 of such 
wages. 

An employee who is entitled to a special refund of employee tax 
with respect to wages received during a calendar year and who is also 
required to file an income tax return for such calendar year may obtain 
the benefits of such refund only by claiming credit therefor in the saine 
manner as though it were an amount deducted and withheld as income 
tax at the source under section 1622 of the Internal Revenue Code. 

An employee who is entitled to a special refund and v ho is not re- 
quired to file an income tax return for the taxable year involved may 
obtain the refund by filing a claim establishing his right thereto. The 
claim should be filed on I& orm 84, '3 with the District Director of Internal 
Revenue for the district in which the employee resides. The employee 
shall submit with the claim, as a part thereof, a statement setti»o forth 
tire reason why hc is entitled to claim tire special refund i&&el«ding the 
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following i»for&nation, v;ith respect to each employer from whom he 
r e& ei ved wages duri»g the calendar year: (1) the name and address 
of such e»&ployer, (2) the account number of the employee and the 
employee's nar»e as reported by the employer on his returns, (8) the 
amount of wages received during the calendar year to which the claim 
relates, (4) the amount of employee tax on such wages deducted by the 
empl&&yer, a&&&1 (5) the amount of such tax, if any, which has been ref�»»&led 

or oth&. '»wise returned to the employee. Form SS — 0, Revised, 
may be»ac&1 in supplying this information. 

TI&e p&"&cc&1u& e set forth above is applicable only with respect to an 
en&ploy&a who has received wages from two or nrore employers and 
o»ly iiitir respect to the tax deducted by each employer on the first 
5, '), k&00 of tire employee's total wages. Such procedure does not apply 
to e&»ployee tax which is erroneously declucted from remuneration 
excee&ling &' l, f&00 during a calendar year received by an employee for 
e»&ployment performed for only one employer. 

If the em ployee tax is erroneously withlreld with respect to ~ages in 
& x& ess of i3, 00() paid by a single employer, the employer should adjust 
the overcollection of employee tax witlr the employee. (Sec. 1401(c) 
of the Act. ) If the overcollection cannot be so adjusted, a claim for 
ref&r»d or ere&lit, may be filed in accordance with the provisions of 
section 1421 of the Act relating to erroneous or illegal collections of 
tax. P»rsuant to such section the employee may authorize the en&- 

pl&&yer to fi/e a claim and receive refund or credit of the overpayment 
or the employee may file such claim on his ovvn behalf. 2&a& h claim 
for ref»n&1 shall be macle on I'orm 843 in accordance with instructions 
relatir&g to such form and shal] have attached as a part of the claim a 
complete statement in support thereof. Credit may be claimed by 
tire en@&koyer on his return, Form &)41& En&ployer's Ouarteriy Federal 
Tax Ret»rn, in accordance vvith the instructions thereon. 

The evidence in s«pport of an employer's claim shall include the 
statement (1) that the employer has repaid the tax to the employee 
or has secured the written consent of such employee to allowance of the 
refund or credit, and (2) that the employer has obtained from the 
employee a written statement that the employee has not claimed and 
will not clainr refund or credit of the amount of the overcollection. 
In every case, the employer shall maintain as part of his records the 
written receipt of the employee, showing the date and amount of the 
repayment, or the written consent of the employee, whichever is used 
in support of the claim, and the written statement of the employee 
that he has not claimed and will not clair» refund or credit of the 
amou»t of the overcollection. 

An employee's ch&im shall be supported by (1) a statement setting 
forth whether the employee has claimed credit against, or refund of, 
his income tax by reason of a special refund for the calendar year of 
such overcollection, and the amount, if any, so claimed and (2) a state- 
ment setting forth the extent, if ar&y, to which tire employer has re- 
imbursed tk&e employee in any manner for the overcollection, the 
amount, if any, of credit or refund of such overpayment claimed by 
the employer or authorized by the employee to be claimed by the em- 
ployer, an&I such facts as vvill establish that the overpayment is not 
a&ljustable by and. between the employer and employee. The em- 
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Ployee shall obtain the latter statement, if possible, from i he employer, 
ivho should include in such statement the fact that it is made in support 
of a claim to be filed by the employee for refund of employee tax paid 
by such employer to the District Director of Internal Revenue. If the 
employer's statement is not submitted with the claim, the employee 
shall make the statement to the best, of his knowledge and belief, and 
shall include therein an explanation of his inability to obtain the 
statement fronl the employer. 

No refund or credit lvill be allowed after the expiration of the appli- 
cable statutory period of limitation upon refunds and credit. 

Slim. 514o, C. B. 1940 — o, o, 'l8, and Alinl. 6198, C. B. 1917 — 2, 145, are 
inapplicable ivith respect to lvaIges paid after December 81, 1950. 

PART IV. — ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

SECTION 41. — GENERAI I'UI. K 

RFGULATIQNs 118I SEcTION 39. 41 — o; Bases of coin- Rev. Rul. 54 — 4 
putation and clranges in accounting methods. 

A modification of a taxpayer's accountin, ;. procednres whereby 
pennies would be eliminated from certain internal financial trans- 
actions by increasing or decreasing the amount to the nearest dollar 
will be acceptable for Federal income tax purposes provided 
such procedures, once adopted, are maintained with reasonable 
consistency. 

Advice is requested whether a proposed modification of a taxpayer's 
accounting procedures whereby pennies would be eliminated from 
certain internal transactions by increasing or decreasing the amount 
to the nearest dollar will be acceptable for Federal inconle tax 
purposes. 

Under the proposed plan pennies ~ould be eliminated in the process- 
ing of figures relating to certain internal transactions such as accounts 
payable distributions, sales distributions, and payroll distributions. 
Balance sheet accounts, including balances due to and fronl employees, 
and others, would be kept on an exact amount basis. However, in thc 
internal distributions, pennies ~ould be eliminated at the earliest 
stage of the accounting operations. If an amount ends in 50 cents or 
more, it v, ould be rounded upivard to the next dollar, and if less than 
50 cents, the pennies would be dropped. The net variances resuli, in« 
from penny eliminations should be minor since the pennies added and 
dropped would tend to offset each other. Such variances will be 
recorcled as debits or credits in a penny elimination account 1vhich vvill 
be maintained for balancing purposes. At the end of the taxable year, 
this account will represent additional income or expense dependin~o 
upon its balance. 

In view of the foregoing, it is held that the proposed Inodification of 
the taxpayer's accounting procedures whereby pennies would be elimi- 
nated from certain internal financial transactions is acceptable for 
Federal income tax purposes provided that such procedures, once 
adopted& aI'e maintained with reasonable consistency. 
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SECTION 42. — I'LcRIOD IN AVHICH ITEMS OF GROSS 
IÃCOML»' IN CLUDED 

Rsounan loNs 118, SrcrfoN o0. 42-1; AVhen included 
ln g&a'oss illconle. 

Increment in value of a United States saving bond, Series E, reg- 
istered in the names of coowners, which is reissued to substitute a new 

coowner in place of one of the original coovvners. (See Rev. Rul. 
54 — 14'3, p. 12. ) 

SL»'CTIOV 44. — INSTALLML»'NT 13ASIS 

Rev. Rul. 54 — 111 1&~'. , Un. nlolvs 118, SroTIox '&0. 44 — 1: Sale of 
personal property on installment plan. 

A regular deafer in personal property may elect to report income 
fron& installment sales on the installment basis and continue to re- 
port inco&ne fron& sales on open account on the accrual basis. Such 
a dealer is not rein)red to include amounts received on account 
of sales on open account in deter&nining its uet income from in- 
stallment sales, even though tbe sales on open account may have 
been macle prior to else tlon by the tax)&aycr to report inco&ue from 
installment sales on the installment basis. 

Advice is requested whether a dealer in personal property who is 
entering into a program of. installment selling in addition to selling 
on open account may adopt the instalIment basis of reporting income 
as to its installment sales and continue to report its sales on open 
account on the accrual basis. Advice is also requested whether col- 
lections from sales on open account made in a prior taxable year, the 
profit on which was reported on the accrual basis for such prior year, 
will again be subject to taxation in the current taxable year, under 
the provisions of section 44(c) of the Internal Revenue Code and 
section 80. 44 — 1 of Regulations 118. 

Section 44 of the Code provides in part as follows: 
(a) Dswnras rx Paaso'iiTAL PBOPKRTY. — Under re"ulations prescribed by the 

Commissioner with the approval of the Secretary, a person who regnlarly sells 
or otherwise disposes of personal property on the installment plan may return 
as inco&ne tl&erefro&n in any taxable year that proportion of the installment 
payments actually received in that year which the gross profit realized or. to 
be realized when payment is completed, bears to tbe total contract price. 

(c) Cnx&vcs rao»& AccRUAL To I%aran&zua&vT P~xsrs. — If a. taxpayer entilled to 
tho benefit of subsection (a) elects for any taxable year to report his net 
income on tl. e installment basis, then in computing his income for the year 
of change or any subsequent year, amounts actually received during any such 
year on account of sales or other dispositions of property made in any prior 
year sba. ll not be excluded, 

Section 80. 44 — 1(b) of Regulations 118 provides in part as follows: 
~:»»: a person who regularly sells or otherwise disposes of personal property 

on the installment plan, whether or not title remains in the vendor until the 
property is fully paid for, may return as income therefrom in any taxable year 
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th"t pi'op«ation of th« installuient i&ayments actually received in that y«ar 
win&'h tli«otal or gross pro)it (that is, sales less cost of goods sold) r««lie& d 
or to be realised ivhen the property is paid for, l&«ars to tlie total &outr;« t pri& e. 
T1Hls, the incouie of a dealer in personal property on tlie insiall&u«nt phin 
may be ascertained by talrin as inco&ue that proportion of the total paymeiiis 
received in the taxable y«ar from installiueut sales (su& h paymenis l&«in ~ allo- 
cated to the year a 'aiu, t tl e sales of ivhicli they apply)»hich tlie total or 
gross proht re;&lie«d or to be realized on the total iustallnicnt sales made &turin ' 
ea«h year bears to the total contract price of all such sales niade during that 
respective vear. Xo payments re&eiv«d in th« t&isablc v«;&r shall be ei« luded in 
coun&utin' the amount of incan&& to be returned ou ihe "round that tliey w&'&'e 

re&eivcd under;i sal« the tot;il proiit fr&mi »hich». as returned as in& om&. durin ~ 

a taxable year orycars pi ior to tlie chan" e by ilie taxpayer io the iustanu&ent 
basis of returning income. s s &: 

The Internal Revenue Code or the regulations promulgated there- 
under clo not prohibit a taxpaver who otlierwise meets the require- 
ments for reportino thc profit on installment sales on the installment 
basis froin adopting tlie installment method of reporting such proIIt 
and at the same time continuing to report the profit from sales on 
open account on. the accrual basis. 

The l&rovisions of section 44(c) of the Code, suer&&, and section 
3&). 44 — 1 of Regulations 118, requiring a (axpayer to include in the 
computation of its net income from installment sales for the year of 
change from the accrual to the installment, basis or any subseqneiit 
year amounts receive&1 on account of sales made in a year prior to tlie 
change, are applicable only in a situation where a taxpayer making 
sales on the iiistallment plan elects to change its n&ethod of reportin« 
instalhnent s;iles income from the, . ccrual to the installment basis. 
Furthermore, such provisions have reference only to ainounts received 
on account of inst:illment sales ma. de in prior years, not to amouiits 
received on:iccount of sales on open account, . 

Accordingly& it, is held that a regular dealer in personal property 
n&ay e]ect to report income from installment sales on the installinc»t 
basis and continue to report income from sales on open account on the 
accriial basis. It is further held that such a dealer is not required to 
inclucle in income amounts received on account of sales on open ac- 
count in determining its net income from installment sales, even thou«h 
the sales on open account may have been made prior to election by 
the taxpayer to report income from installment sales on the install- 
ment basis. 

A dealer who desires to eport the income from installment sales 
on the installment basis must maintain books of account in such a 
manner as to enable an accurate computation to be made of such 
income on tliat basIs in accord;iiice with the provisions of section 
«0. 44-1 of Regulations 118. 

REom, . ;iroxs 118, SFca fox, '30. 44-, &: Gain or loss 
upon disposition of instalment obligations. 

Regulations 118 amended, (See T. D. 60o0& p. 80. ) 

915359' — 54 — 6 



Regs. 118, Il 39. 53-2. ] 78 

PART V. — RETURNS AND PAYMENT OF TAX 

SECTION 51. — INDIVIDUAL RETURNS 

REGUI. ATIONs 118, SEcrioN 89. 51 — 1: Individual 
returns. 

Application of the exclusion provided by section 251 of the Internal 
Revenue Code with respect to community income of spouses in com- 

munity property law States. (See Rev. Rul. 54 — 16, p. 157. ) 

SECTION 52. — CORPORATION RETURNS 

REGULATIGNs 118) SEcTICN 89. 52 — 1: Corporation 
returns. 

Schedule PS (Form 1120) prepared for use by taxpayers in 1951 
will be utilized in the preparation of returns for calendar year 1953 
and fiscal years ending in 1954. (See Rev. Rul. 54 — 18, p. 165. ) 

SECTION 58. — TIME AND PLACE FOR FII. ING RETURNS 

REGULATIGNs 118, SEcrioN 89. 53-2: Extension Rev. Rul. 54 — 81' 
of time for filin~«returns. 

(Also Section 56, ~Section 89. 56 — 2; Section 101, 
Section 89. 101 (12) — 1. ) 

Time extended for filing exempt cooperative association income 
tax return, 1&orm 990 — C (for farmers' cooperative marketing and 
purchasing association under section 101(12) of the Internal Reve- 
nue Code). 

SECTION 3. . PURI'OSE. 

The purpose of this Revenue Ruling is to extend the time for filing 
the Exempt Cooperative Association Income Tax Return, Form 
990 — C, and the time for payment of the income tax due by a farmers' 
cooperative niarketing and purchasing association. 

SEC. 2. AUTHORITY. 

The extension of time for filing Form 990-C and paying the income 
tax due is granted pursuant to the authority contained in sections 
53(a) (2) and 56(c) (1), respectively, of the Internal Revenue Code. 

' 

SEC. 8. ScopE. 
This extension is granted to farmers' cooperative nrarketing and 

purchasing associations exempt under section 101(12) with respect 
to taxable years beginning in 195:3. 

SEc. 4. I&&xiiENi&rn DATE. 

The time for filing Form 990-C and the time for payin&r the income 
iax due by such an association for a taxable year beginning in 1953 is 
hereby extended to and including the 15th day of the 9th Inonth 
following the close of such taxable year. 

eorisiualir issue&1 as IR Mimeo raut& No. 54-10, dated Eet&ruarr 5, 1054. 
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SEc. 5. Accv1&vLATio+ OE Ir&'i'rii&', s'f. 
Interest at the rate of 0 percent. per annuiu will be ass&sac&1 a»&1 col- 

lecte&1 on the amount deter»iined as tlie tax from the original due date 
for pavment of the tax, the 15th clay of the Bd moiith following 
the close of the taxable year, until it is pai&l. IIon ever, the liay»ieiit 
of the tax, or any inst;&llment thereof, ma&le in advance of tile liliiig 
of the retiirn will stay tile accuniulation of. interest o» the amoulit of 
sucli payment from the tinie it is paid. Accordi»gly, a»y associatioii 
desiring to mi»irnize the «ccuniulation of such i»teiest may ni:ike 
such adv:ince payments in full or on tlie iiistalline»t basis as provi&led 
in section 56 ot tlie Internal Revenue Code to the District Director of 
Internal Reverue ivith whom such return will be (ile&l, clearly iden- 
tifying such payrneiits in order to aid the District, Director. in the 
proper aplilication of such payinents a»d in computing inteiest oil 
deferred payments. 

Rrnvn. &T&oxs 118, SECTzov 80. 5, '1-2: Fxtension Rev. Rul. 5-I — 86 
of time for filing returns. 

Extension of time for tiling corporation income tax returns. 
Rev. Rnl. 2", C. B. 1053-1, 84, superseded. 

SEcT&ox 1. PCRposE. 
The folloiving instructions are issued in order to simplify the pro- 

cedure in connection with applications for extensions of time for fili»g 
income tax returns of corporations by combining in one form the ap- 
lilication for exi. ensio» of time and tlie statement in lieu of a tentative 
return. 

Src. 2. PROCEDC RE To BE FonnowED. 
. 01 District Directors of Inter»al P&evenue are hereby authorized to 

grant extensions of time of 90 days for filing corporate income tax 
i'etur»s pursuant to applications for such extensions which are made 
by a person authorized by the corporation to do so, and who is either 
(a) an otficer of the corporation, or (5) a person currently enrolled 
to practice before the Treasury Department. 

. 02 Any such person may file Iform 7004 (Rev. I'eb. 1054), "Appli- 
cation for Extensio» of Tinie to I& ile U. S. Corporation Inc~ome Tax 
return, and Statement in Lieu of Tentative Return, n in place of 
a request for an extension and tlie tentative return otherivise required 
to be filed by the taxpayer corlioration on or before the statutory 
filing date. 

. 03 The form must be prepare&1 in duplicate. The original must 
be file&1 with the District Director for the district in wliich the corpora- 
tion is required to file its tax retuin. It must be file&1 on or before the 
15th day of the third month foilowi»g the close of the taxable year 
aud inust be accompanied. by a remittance of an estimate&1 amount 
not less than would be required as the first inst:aliment should the 
taxpayer elect to pay the tax in installments as provided by law. As 
evidence of the extension, the duplicate must be attached to tile co»1- 
pleted return when it, is filed. 

'Originally issued as la-Mi&neograpa Xo, 54 20, dated I~ebruary 12, 1554. 
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. 01 I'rovide&1 t]iat the r& qttirctt&&. »t; of Icorrn 7004 have been met, 
tire exteiisioir requested is to be co»sidered as having been granted. 
Any further exteiision, beyon&l that. autornatica]ly granted by fi]ing 
I&'oim 700l, must be app]ied for in writing and specifically granted. 

. 05& District, D:rectors of Irrtcrna] Revenue will be furnished a 
]i»rite&1 ttumb& r &&f these f&&mrs wlrich will be available in their o]]lees, 
Any pcrso» re]uirin«;I subst:&rrtia] number of these forms should 
supply his ow». Reproductio»s should be similar in size and color, 
;t»&l o» pa]&er substantial]y of tire same weight and quality as the 
]&Ie-& ribed I&orm 70t&4. Typewritten reproductions are permissible, 

. 06 VI']&i]e the purpose of tltis Reve»ne Ru]ing is to ease the burden 
of corpor, 'ttion taxpayers in connection with applications for exten- 
sio»s of tir»e for filing their income tax returns, it is not intended 
that the chan«e in proced«re should affect the existing po]icy of Dis- 
trict Directors in considering applications for extensions of time for 
filing returns of taxpayers other than corporations. 
SFG. 3. Ki I r&GT o&x 0 I IIER DGCL-, IFI N rs. 

This Revenue Ruling supersedes Rev. Rul. 22, C. B. 1953-1& 84. 
A]1 prior instructions in confiict with the provisions of this Revenue 
Ru]ing are hereby revoked. 

RFGHr, ATroNs 118, SrcTIoN 39, 53 — 3: I&xtensions 
of time in the case of foreign or«anizations, 
certain domestic corporations, and citizens 
of United States residing or traveling abroad. 

(Also Section 23(m), Section 30. 23(m) — 1; Sec- 
tion 44, Section 30. 44 — 5; Section 112 (b), 
Section 39. 112(b) (6) — 3; Section 112(f), Sec- 
tion 30. 112 (I ) — 1; Section 131 (c), Section 
30. 131(c) — 2; Section 143, Section 39. 143 — 7. ) 

T. D. 6050 

TITI. E 26 — INTERNAL REVENBE — CHAPTER I, Si. 'BCHAPTER A, PART 39. — 
IN&:OIIE TAx; TAXABI. E YEARS BEGINNING AFTER DECEIIBI;R 31, 1931 

R&gulations 113 amended to incorporat& the changes made to 
Regulations 111 by Treasury Decision 6&&41, and for other purposes. 

TRIIAsUR Y DEPARTMENT& 
OFFICE or Coif»lrssloxER or INTERNAL REVEXIJE& 

IVashit&gton 85& D. C. 
To Office&3 a»d Fm ployees of the I»ternal 8', even&te Service and Others 

Concerned: 
Regulations 118 (26 CI& R, pt. 30) are amend d as fo]lows: 
I'ARAGRAPII 1. Section 39. 23 (m)-1(e) (4) is anIended by striking the 

first senterce thereof. 
PAR. 2. Section 39. 53 — 3 is amended to read as follows: 
Ssc. 30. 53-3. etc»sto»s of ti&»& I» tt&e case of fo&. eiit» o&pa»irotto»s, certain 

&io&»&stic corporatio»s, on&I citi:&»s of V&&itcd States resi&ti»it or travett»g 
ot» oad. — An extension of time for filing returns of income is hereby granted up 
to and includin ~ the fifteenth day of the sixth month following the close of the 
taxable year in the case of: 

(a) Vcr&. ign pnrtnerships, regardless of whether they maintain an otrlcs 
or place of business within the United States; 

&b) Forci n corporations which n&aintain an ofiice or place of business 
within the United States; 
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(c) Doi»estic corporations whi«h transact their busiuess and keep their 
rec&&i'&ls;&ud books of '&«count abi'oi&d; 

(d) Don&estic «»por;iiions wliosc 1&rincipal income is froui sources wvlthi» 
the possessions of ihe 1'»i&ed States; &ind 

(e) A»&eric»n citizens )esidin or traveling;ihro;id, inclnding persons in 
rriilitaiy o" uav;il service oii duty outside the United St&ites. 

In all s»cli cases a stiiie»ieni must be »tin& bed io the retnri& slioiving th&it tlie 
pcrso» for &vhol» tl&e retui»i is umde is a p& rs»» &hscril&c&l in this sc& ti&&n. Ti&x- 
payers who take a&lvanta 'e of this extension ot' time vvill ln ch;»"c&1 with i»ter&'st 
at the rate of 0 per«ei)t per a»»nm on tlie first !)&stall)»e»t of t&)x, if a»y, froin 
the original du&& diite uiitil paid. 

Par, . 8. Section 80. -11 — 5 is arne»&lcd by inserting ii»)nediaiel y after 
the second. sentence ot paragraplt (c) tliereof tlie fo]loiviii'" l)&'. &v 

sentence: 

On and after September 1, 195&1, the fnnctions of thc Co»&n&issioner ivith r& 1&e& 1 

to such borids shall be pe& for&»ed 1&y the diitri«t director of i»tern;il ri v& ii»e f&&r 

the internal reveu;ie &lisirict in ivhi«1& the hi, t r«tv)rn ot ihe di«. dint is tiled, ii»&1 

any bon&l iiled on or after such date shall be tiled ivii h su& h iiist) ict director. 

Pwu. 4. Section 30. 112(b) (6) -8 is arne«ded as follows: 
(A) I3y stril'ing froin the fi! st s&nitciice of pa);&g) aph (a) (2) 

thereof the words "for transn)itial to the (. 'oininissio«er. ". 
(13) 13y striking tlie fi) st sc«tence of p;&1", ;graph (a) (8) thereof 

and inserting in lieu of s«cli s nte»ce tlie folio&ving: 
For e&ah of the taxable years whi& h f ills nb&&lly or;&»rtly within the period 
of liquidation, the recipient corpor»ii&&» m&y 1&e rciini&ed to file a bo»&1, the 
amount of which shall be iixed by the di. irict director of intei nal revciine. 

(C) l3y inserting at the end of p;)ragr;il;h (a) (3) thereoi' the fol- 
lowing se'ntence: 

On and after Septen&ber 1, 1!i &, the fimctions of the ("omn&issioner with respect 
to such bonds shall be pi rforme&1 by the &listri& t director ot' interiial revenue 
for the internal reveiine &listrict in &vhi& h the retiiru u", &s filed, and;&ny bond 
bled on or after su& h date shall be hued with s»ch disirict director. 

Pan. 5. Section W. 112(f) — 1(c) (, '3) is hereby amende&l by striking 
the part which follows the fi) st se«tcnce a»d ii)serting in lieu thereof 
the followino: 
Such application shall be made pri&&r to the expiration of the one y&ar after 
the close of the first taxable vear in which aiiy part of tl&e gain fr»in the 

! 
conversion is realized, and sh;&11 cont»i)& all of the details in connection with 
the involuntary conversion. S»«h appli«ation, if u»;de before Scpten&er 1, 11&5&3, 

shall be made to the &-'on&n&is'i»ner, or, if made on or &iftcr September 1, 195&8, 
, shall be made to the district &director &if internal revenue for the int«rn;&1 revenne 
, 
district in which the ret»rn is filed for the first taxable year in which any of 

' the g iin from the involiiutury conversiuu is realized. iso extension of time shall 
be granted pursua»t to sn&h application unless the tax«;iy«r ciin show re;is;n- 
able cause for not being abie to replace the converted property within the re- 

I quired period of tiine. 

Pxu. 6. Section o&9. 1:&1(c)-2 is amenclcd by inserting after ihe last 
sentence thereoi the iollowing new sentence: 
On and after September 1, 1!&. &:b the functions of the 1:on&missioner with res! ect 
to an& h bonds shall be perfor»)ed by the district di: ector of internal reve»»e, 
and any bond tiled on or after snch date shall be bled with the disi. rict director. 

Paa. 7. Section o&0. 143 — 7(b) is amended by striking the last sentence 
thereof. 

Because this Treasury Decision merely amends Regulations 118 to 
incorporate therein the changes made to Pvegulations 111 (26 Ci& Pv& pt. 
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2!)) by Trc;rsury Decisiorr 0041 (18 I'. ll. 5515), approved September 9, 
1!!1'), turd (o correct ccrtai» clerical errors, it is found unnecessary to 
iss»e (his 'I'rcas»ry D«. . isio» rvith notice and public procedure thereon 
under section 4(:i) of the Adrnirristrative Procedure Act, approved 
Jr»re 11, 104(i, or subject to the etfective date limitation of section 4(c) 
of sai&l act. 

(Tlris Trer«ury Decision is issued under the authority contained 
irr secs. 02;rrrd 3701 of t]re I»terrral Revenue ("ode (M Stat. M, 467; 
20 I, '. S. (. ". 02, , '3701). ) 

T. CDLEM&N ANDREWsr 
Contm~'ear'oner of Internal Revenue. 

Approved January 8, 1054. 
M. I&. Ir &rr, sots, 

Act&'ng 8eoretary of the 7'reasurj. 

(Fil&'d with the Division of the Federal lregister January 18, 1054, 8: 40 a. m, ) 

SECTION 54. — I'I:("()RDS AND SPFCIAI. RETURNS 

I&EGIILATIONs 118, SECTIoN 69. 54 — 1: Records and 
income tax forms. 

(Also Section 821, Regulations 105, Section 
81. 65; Sectio» 1006, Regulations 108, Section 
80. 23. ) 

Rev. Rul. 54-64 

Certain I&«deral tax return forms aud schedules may be repro- 
duced and used for filing purposes, in lieu of the applicable oflicial 
f&rrurs, sur&ject, however, to prescribed conditions aud re&ruirerueuts. 

Itev. Irul. 5, C. Ir. 1058-1, 87, superseded. 

The purpose of this Reve»»e Ruling is to restate the policy of the 
I»ternal revenue Service relating' to acceptance of reproductions of 
It'ederal tax return for»is and schedules, for filing purposes, in lieu 
of the oflicial forms and schedules printed by the (xovernment Printing 
Otflce, and to supersede Rev. Rul. 5, C. B. 1055-1, 87. 

Subject to the conditions and requirements herei»after described, 
the Service will accept, for filing purposes, reproductions of any of the 
following forms and schedules: 

U. 8. Estate Tax Return, Form 700. 
U. 8. (lift Tax Iieturu, Ivorm 700, 
(". ift Tax: Donee's or Trustee's Information Return of Cifts, Form 710. 
I. ife Insurau&e Statement, Form 712. 
Claim, Form 848. 
U. S. Igxempt Cooperative Associatiou Income Tax I(et urn, I&'orm 000-C. 
U. 8, Individual Incorue Tax Return, Iform 1040. 
U. $. Individual Incoure Tax Iteturu, Fora& 1040A. 
I'rofit (or I. oss) from Rusiuess or Vrofessiou, 8«hedule C (Form 1040). 
(::&(us aud Losses from Sales or Exchanges of Vroperty, Schedule D (Form 

1040). 
U. S. D& parring Alien Income Tax Return, Form 1040C. 
Declaratior& of lgstimated Tax, Iform 1040-ES, 
8& hedule of Farn) Inc&rr)re aud Expenses, I& orm 1040F. 
U. 8. Iri&luciary lu& ome Tax Return, Form 1041. 
U. 8. Vartuership Return of Income, Iform 1005. 
Stat&'111eut in Support of Credit ('laimed by Dom& stic Corporation for 

Taxes t'oid or Ac«rued io a Foreign Country or a I'ossession of the United 
Sia tea, lrorm 1118. 
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U. S. Corporation I&&come Tax 1(ctnrn, Form 11 0. 
Sc»e&lnle of (iains and Losses fron& Sales or I&. 'x«lmngcs of I'ropcrty, S«hcd- 

ule D (Form 1120). 
Computation of U. S. Corporation Excess Profits Tax, S«hedule El' 

{I&'ur&n Il &0). 
it«turn of Inforniation and Authorization and Consent of Sni&sidiary 

Corpuration Included in a Ur&ited States Cu»so'. id;&ted Inco»&e Tax Itctnrn, 
I&'o&nn 11'ith 

Statement for the I'nrpose of Extending Time for Payment of Taxes By 
Corporations I'. xpeciing (':&r&y-B»&1&s, I'&»m 11;is. 

Applicatiun fur Tentative (';&rry-Baclr Ad. justmc»t, I'orm 113&3. 

In order to be acceptable for Qiling put poses, reproductions of such 
forms must meet the following conditions and requirements: 

1. Reproductions must be facsimiles oi the complete ollicial form, 
produced by photo-oQ'set, photoengravin&&, photocopying, or other 
similar reproduction process. 

o. Reproductions must be on paper of substantially the same color, 
weight and texture, and of quality at least as good as that used in the 
oQicial form. 

8. The color and quality of the reproduction of the printed matter 
must be substantially the same as that of the oQicial form, and the 
filled-in information must be entirely leoible. 

4. Reproductions must, be of the sandie size as that of the oQicial 
form, both as to the overall dimensions of the paper and the image 
reproduced thereon. 

5. Reproduction of page 8 of Schedule C (Form 1040) must be on 
properly preperforated paper of substantially the same weight& color 
and texture as that used in the oQicial form. 

The Internal Revenue Service does not undertake to approve or 
disapprove the specific equipment or process used in reproducing of- 
Qcial forms, but requires only that the reproduced forms satisfy the 
stated conclitions. It, should be noted, however, that photosta. ts do 
riot meet all of the above conditions, 

While it is preferred that both sides of the paper be used in making 
reproductions, resulting in the same page arrangement as that of 
the oQicial form, the Service wiR not object if only one side of the 
paper is used, or if the reproduction has a diQ'erent fold than tliat 
provided on the oQicial form. 

Reproductions of forms may be made after insertion of the tax com- 
putations and other required information. Elovvever, all signatures 
on forms to be filed with the District Director of Internal Revenue 
must be original signatures, aQixed subsequent to the reproduction 
process. 

The Internal Revenue Service will, upon application, furnish bhtck 
and white prooi's to be used for intermediate photo&rraphic steps in 
reproducing forms requiring colored ink. 

Raunch. Arroxs 118, Sl'. Urrox 89. 54 — 1: Records and Rev, Rul. 54 — 10i0 
income tax returns. 

In Rev. Rul. 54 — 04. page 82& this Bulletin. the reproduction of certain 
Federal tax forms was authorized. Attention is clirected to the pro- 
visions of section 8 oi title 17 an(i section 58 oi title 44 oi the United 

' States Code which provide tliat Uovernment publications are not, 



subject to copyright. A& cnr&lingly& no copyright may be obtnined by 
a priv;ite person for nny Ice&ler:il tnx foi m or any reproduction of such 
i'orrn. I'ersons rcproducin« tliese I'orms cominercially tor sale to tlie 
l&ublic shot&id not include in adi ertising matter, issued to promote 
such s;ilc, aiiythi»« ivhich gives the impression that these forms have 
bee» n&nde tlie subfcc'. of a c~opyright. 

SECTION 55. — PIJI JLICIT Y OF Piii~ TUPIK XS 

Isxzcurivz On»ER 105&27 

INSPECT&ox GF ixcoiiz, Exczss-i ROI In s, i&ECLA I& ED vAI. &'F, Exczss-pROFITs, 
CAI'ITAL STOCK, Li'STATLi', AND GIF'I' TAX l&L'TUI&NS BY 'I'HE SL&XATE Coii- 
"&IITTELi' ON BANI&ING AiND CUIII&ENiCY 

I&y virtue of the authority vested in me by sections 55 (a), 508, 603, 
720 (a), and 1204 of the Internal Revenue Code (, &3 Stat. 2!), 111, 171; 
54 Stat. 080, 1008; 55 Stat. 722; 26 U. S. C. 55(a), 508, 603, 729(a), 
rind 1204), it is hereby ordered that any incoine& excess-profits, declared 
value excess-profiits, capital stock, estate, or gift tax return for the 
yea&, s 1042 to 1M3, inclusive, shall, during the Eighty-tliird Congress, 
be open to inspectioii by tlie Seiinte I)ankiiig and ('urrency Committee, 
or any duly authorized subcommittee ther~eof, for the purpose of its 
investigation of loan projects under section 608 of Title VI of the Xa- 
tional Housing Act, as added by the Act of May 26, 104 ' (56 Stat. 303) 

& 

as amended, aiid the amounts of the mortgages, the cost of construction, 
nnd the cost oi' land of such projects, in accordance and upon compli- 
ance ivith the rules and regiilations prescribed by the Secretary of the 
Treasury in Treasury Decision 6064& relating to the inspection of re- 
turns by certain conimittees of the Congress, approved by me Febru- 
ary 11, 1054. 

This Executive order shall be effective upon its filing for publica- 
tion in the Icederal register. 

DIVIGHT D. EISENHOWER 
THE 'AIIIITE HoUsz, 

A p&"il N& 1%) 
(Filed with the Division of the Federal Register April 20, 1954, 9: So a. m. ) 

T. D. 6064 

TITLLi' N — INTLi" RNAL RZVEiNUE. — CHAPTER I, SUBCHAPTER E, PART 4SS. — 
INSPLicT&ON OF RETURNS 

Inspection of certain retnrns I&Y committees of Congress other than 
those enninerated in section So (d) of the Internal Itevenne Code. 

TREASVRY DKVARTMENT& 
Or rior. oz COMMISSIONER OI' INTERNAL REVENVE& 

Washington 8. &&& D. C. 
2 o Officers andi Employees of the Internal Revenue Service and Othe~& 

Con&&erned: 

Src. 458. 321. INsPzcTIGN oF RETURNs BY CGMMITTEEs ol' C0NGREss 
OTII&:Ii TIIAN THosE ENUMERATED IN SEGTIGN 55(d). — (a) (1) Pur- 



suant to the p&'ovisions of sections 5, &(a'), 508, 008, &'0(a), an(1 1»4 of 
the Internal Revenue Co&le (, &8 Stat. '-'0, 111, 1&1; 5&4 Stat. !&s!&& 10US; 
55 Stat &'-'-'; "&& TJ. S. C. «5(a), 50H, 608, &'0(a), and 1'&04), a»y income, 
excess-profits& cleclared v;&h&e ere& as-p&ofits, ca»ital stoclc, estate, or 
gift taz return fo& a»y taiable ye»r shall be o»e» to i»spectio» by any 
con»nittee ot the Con«ress& or a»y subcom&»ittce of a corn&»ittce of the 
Cong&res»& specially authurizecl to i»ape& t such ret»r»s by a» Eiecuti) e 
orcler issued under the aforcme»tio»e&l statutory provisions on or after 
the elate of the a»»roval of this Tre»sury Dec&sion. Such inspection 
shall be subject to the conditions a»&l res! rictions imposed bv the Ex- 
ecutive or&ler and the rules ancl regulations herei»af'ter pres& rihecl. 

(&) The inspection of a»y of the aforementio»ed returns &nay be 
made by the con»»ittee of the Congress, or the subco&nnrittee of a 
conlmittee of the Co»gress, a»thorizecl as providecl in sub»ara»raph 
(1) of this parag&'aph& acting &lirectly as a cnmn&ittee or as a sub- 
committee, or by or throu«'h such exanlll&ers or age»ts as such coln- 
mittee or subcon&n&ittee n&ay designate or appoi»t in its ivritten 
reef»est hereinafter mentiol&ed. I]»on &vritte» re&!»est by the chair- 
man of such corn»&ittee or of s»ch subcon»nittee to the Secretary 
of the Treasury, givi»g the»ames ancl a&i&i&esses of the tax!&:&yers 
v;hose retur»s it is»ccc-. s;&&y to ins»ect an&1 tl&e taxable periods covere&l 

by the returns, the Secreta& ) of the T!'easuly or ally ofhcer or e»&»loyee 
of the Treasury Departme»t, ~vith the approval of the Secretary of 
the Treasury, sl&all furnish such col»»&ittee or subcommittee &vith 

a»y data relatin&g to or contained in any such return or shall maire 
such return available for inspection by such committee or subco»x- 
mittee or by such examiners or agents as such committee or subcom- 
mittee may clesig»ate or appoint. Such data shall be furnishecl, 
or such return shall be made available for inspection, in an ofiice of 
the Internal Revenue Service. Any information thus obtained by 
such committee or subcommittee shall he held confidential: Pro&;iden'& 

ho&rerer, That any portion thereof relevant or pertinent to the purpose 
of the investigation may be submittecl by the investigating committee 
to the appropriate house of the Congress. 

(8) This section shall not be applicable to any committee author- 
ized by section ';& (d) of the Internal Revenue Cocle to inspect returns. 

(6) Because this Treasury Decision constitutes a g&'eneral state- 
ment of polic. y ancl establishes a rule of Departmental practice ancl 

procedure, it is tound that it is unnecessary to issue this Treasury 
Decision' v;ith notice an&1 public procedure thereon &mder section 
4(a) of the Ad&ninistr;&tive Procedure Act, approved June 11, 1046& 
or subject to the effective date limitation of section. 4(c) of that act, . 

(c) This Treasury Decision slrall be effective upon its filing for 
publication in the Fe&leral Register. 

Approvecl I&'ehrnary 11, 195&4. 

DivIGHT D. EISK-& I&OWEH& 

1'he White Dol&se. 

31. B. I»OLsoir& 

Acting Secretary of the 1'rcasai y. 

, (1'&le&1 arith the D&v&s&o» &&f the 1«eueral I'e &ster 1& ehruary 1'&, 10K, 11: 13 a, &», ) 
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Icxl:(. "(3"elva Oa&&I. B 10518 
INSI'E(. 'TI(&N Olr ICETUICNS 13Y THK SI'ISCIAL COMMITTEE OK THE HOUSE OF 

ICLCPI(LrSENTATIVICS AUTElol(IZED BY HOUSE ICESOLUTION 217, EIGHTY-THIICD 
UONGI(KSih TO INVESTIGA'rE TAX-I(XI. MPT FOUNDATIONS 

By viri. ue of the authority vested in me by section 55(a) of the 
I»ter»al Revenue Co(le (56 Stat, 29; 54 Stat. 1008; 55 Stnt. 722; 26 
ll. S. C. 55(a) ), any return on Icorm 990 — A. made by an orgnnization 
exelnpt from tnx u»(ler section 101(6) of the Code (56 Stilt. 63; 64 
St;lt. 95&9; 26 U. S. C. 101(6) ), for the years 1950 to 1953, inclusive, 
sh;Ill, up to and including Januaiy 3, 1955, be open to inspection by 
the special committee of the House of Representatives authorized 
by House Resolution 217, Lighty-third Congress, agreed to July 27, 
1953, to i»vestignte tnx-exempt foundations, for the purpose of car- 
ryi»g cut the provisions of s«ch Resolution, subject to the conditions 
stated in the Treasury Decision relating to the inspection of returns 
by certain committees of the Congress, approved by me this date. 

This Executive or(ler shall be effective upon its filing for publica- 
tion in the Federal register. 

DIYIGHT D. KISKN I(OWE(7. 

TIIE )VISITE Hovsr. , 
P'ebruary 11, 195~j. 

(Filed with the Division of the Federal Itegister Il ebruary 12, 1954, 11: 13 a, m. ) 

SECTION 56. — PAYMKXT OF TAX 

PrEGVLATIONS 118, SECIIOiN 39. 56 — 2: KXtenSiOn 
of time for palyment of the tax or part or 
installment thereof. 

Time extended for fili»«exempt cooperntive association income 
tnx return, For&» 990 — C. (See Rev. Rul. 54 — 81, p. 78. ) 

SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS 

SUPPLEMENT A. — RATES Ol TAX 

SKCTIOX 101. — KXKMPTIOVIS FROM. TAX 
CORPOR A. PION 

Rrrvl, ATIoNs 118& SEcTI0N 39. 101 1 ' Pl'oof of 
exelnp't10» ' annual retul'ns. 

T. D. 6060 

TIIIE 25-INTERNAI. ICKYICNUK. — UHAPTrR I, SUBUHAPTER A, PARr na— 
INUOML TAX; TAXABI. K YKA RS 13KGINNING All"I'EIC DKUKAIBKIC nl, 1951 

Hcgulatious 118 amended regardiug requirements for filing and 
approving nppiicaiions for exemption from income tax; annual 
returns by farloers' cooperative marketing aud purchasiug 
a Sso c Ill 1 lOllS. 
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Ti&i: &sL'RY DI'. P. &&&T &Ir&XT& 

OrrtcE or Coirxt&ssto~ &ii& or Ixr&:i&xwn I&'&«KNrr. , 
ll ash&'»~r' to» 8r~& D. C. 

To Ogcer8 a»&f Em pi'oyccs of the l»te&»al li'cue&&tte 8e& vice a&&d Othe& a 
C'once& &&crl t 

In orcler to authorize certain chn» & 8 in the pi ocessi»&r of npplic;i- 
tions for exemption froi» i»« »ne tnx i»i&lei s& c( &o&& 101 of tlie 1»tel ii;il 
Revenue Code nnd to p&cs& i ibe r«les i &. p& cti»&r n»»»;il i et»r»s i» i)i& 

case offnrmers' cooper;itive n»irketi»«nial purch;isiii«nssoci;i(i»i» 
exempt under sectio» 101(1 ') of the Code, Re&riihitioiis 118 ['&(& ClcR, 
pt. 90] nre hereby arne»de&1 ns foll&»vs: 

Section 80. 101 — 1 is nmende&l ns foll»&vs: 
(A) By striking "(4), excel&t a bona fiide credit «»ion, ' froi» (lie 

third seutence of (a) thereof'. 
(B) By strikin« "under section 101 (4), except boun, fide ere&lit 

unions, Form 10"i from the foultli s&'»te»ce. ot (n) thereof. 
(C) By strikin« ", i»cl«di»g boua tide credit unions, " from the 

fifth sentence of (a) thereof. 
(D) By revising (c) thereof to rend ns follows: 
(c) D« ties of district di&« toi ». iti& rest&c& t to pi oof of cz& &i&ation. — Tlie &lis- 

trict director of internal reve»ue shall i il'e s»n&s to insure that the applicati«» 
and other pcpers are cn»&piete an&1 in or&ler and shall take su& b other action 
as i»ay be prescribed lea&liii" to a &leter»ii»ation whether the organisatio» is 
exempt under section 101. 

(I&l) By insertin« im&»ediately foll»&ving tlie secon&I sentence of (e) 
thereof, which sentence en&is &vith the vvorcls "&vith the require&net&ts 
of this section nnd of $ o0. 1 &'3 — 1", the follovving new sentence: 
In the case of a farmers' cooperative niarl&eti»g an&1 purchasing associati&i» 
exempt under section 101(12), such as, ociatiou shall file annually I&'urm &J»U-C 
in lieu of Form 000. 

(F) By striking the v& or&is "Icorms 000 nnd 000-A» from the thin&1 

sentence of (e) thereof, and inserting in lieu thereof "Ii'orms 000, 
990 — A, nncl 000 — C". 

(Cv) By striking the words "I&orm 000 or Form 000 — A" from the. 
last sentence of (e) thereof, nnd insertin« in lieu thereof "I& orm 000, 
Form 000 — A, or I'orm 000 — C". 

(H) By i». -erting imme:lintely preceding the first sentence of (f) 
thereof the fo]lowiiig new sentence: 
The provisions of this paragraph shall be inapplicable in the case of a farmers' 
cooperative marketing and purchasing association exempt under section 101(12). 

(I) By adding immecliately after the last sentence of («) tliereof 
the following new sentence: 
However, Form 000 — C, applicable under (e) above, to a farmers' cooperative 
marketing and purchasing associati»n, shall be filed in accord&&ace &vith tlie 
lu'ovisious of section Ss and the regulations prescribed thereu»der. 

(J) By striking the worcls "Form 000 or I&'orm 000-A" from (i) 
thereof, and inserting in lieu thereof "korm 000, Form 900 — A, or 
Form 090 — C". 

Because this Treasury Decision establishes a rule of Depnrtment 
practice and mal-es further amendments of a technical nature only, 
it is hereby found that it is unnecessary to issue this Treasury De- 
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cision with notice and public procedure thereon under section 4(a) 
of the Administ, rative Procedure Act, approved June 11, 1946, or 
subject to tlie effective date limitation of section 4(c) of that act. 

(This Treasury Decision is issued under the authority contained 
in secs. W and 8701 of the Internal Revenue Code (58 Stat. M, 467; 
96 U. S. C. 6&2 8701). ) 

T. Cor EMAN ANDREws, 
Commissioner of Internal I(et(enue. 

Approved January 12, 1054. 
M. B. I&'or, soM, 

Acting 8ecretary of the Treasur(I. 

(Vired with the Division of the Irederar Register Janus('X 15, 1054, I(: 49 a. md 

Rev. Rul. 54-184 RFOUrATroNs 118, SEcrioN 89. 101 — 1: Proof of 
exemption. 

1(ulings of the Internal Revenue Service which hold corporations 
exempt under section 101 of the Internal Revenue Code are generally 
etl'ective as of uhe date of incorporation, or the date when organized 
and operated for exempt purposes, provided the requirements of ex- 

eniption have been compiled with during tlie entire period. How- 
ever, when prior to incorporation an organization was formed and 
olierated in an exempt manner and its in&orporation inerely had the 
etfect of char(ging the for(it of org;in. zution fronr that of an unin- 
corporated organization to a corporatioii, the ruling would include 
the period during which tlie or&ri&nizution operated iii an unincorpo- 
rated status. In such cases there is incorporated in the ruling a state- 
nient vvith respect to the per'iocl cover'cd. 

PvEOUI. ATroNS 118, SE( Ti()v 89. 101-1: Proof of Rev. Rul. 54 164s 
exemption; anilual returns. 

Existiu r&rocedures clarifie an&1 cert:(in new procedures pre- 
scrilicd &vith real(ect to certaiu orgauiz'itioi(s cl'timing exemption, 
fran& Ire&leral iucoiue tax, un&ler section 101 of tlie Interiuil Revenue 
Code. 

SECTION 1. I UR('OSK. 

The purpose of this Revenue Ruling is to clarify certain procedures 
arid prescribe new proced((res for conipliance by organizations claini. 
ing exemption under section 101 of the Internal Revenue Code. 
SKc. 9. I' ir. i No oF Apl'r, rcATroN YoR I&ixE3IpTrox. 

. 01. Aenerut requirements. — Any organization claiming exemption 
under section 101 of the Internal Revenue Code, unless already in 
receilit of a determination letter or ruling letter from the Internal 
Revenue Service establishing exemption, is required by Treasury 
Departrneiit regulations to file an applic:ition for exemption with the 
District Director of Internal Revenue for its district. (Sec. 89. 101-1 
of Regs. 118, as amended by T. D. 6060 tp. 86, this Bulletin], approved 

«Or( iua(ir issued us rrt-Mhueograi&h No. 54-78, dated April 28, lpd4. 
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Jan; 1', 10 &4. ) If any such application is fiiled xvith the ibational 
Ofhce or I& ith a field olhce other than as prescribe&1 by the regulations, 
it will, without ai&y action thereon, be forxvarded i»i»&cdi;itcly to the 
appropriate District Director's ofiice. 

. 02 0& ga»i"-(&tio»s I&!ith 7c88 t7&an 1~ mont7&8' o7&crutio». 
1. In viciv of the statutory requirenIents for exemption ancl 

the admi»istrative responsibilities of the Service in the fiiehl of 
e&(empt or&", i»iz;itions, a, dete&»Ii»atio» or ruli»g on an al&plic'&- 
tion foI exeniption will gener&illy»ot be ma&le x& ith respect to a 
ne&vly tormed org;ii&ization until it. has actually oper;&ted for s»ch 
a period a»d to siich an extent as to clearly &le»io»strate a bona 
fi&le operation for the p»rposes specified in tlic exe»&pi io» statute. 
Exceptio»s to this gei&eral rule;ire stated ii& sectioii, &. ". Exc('lit as othei &vise provide(l in section 5, an appli&atio» 
for exen&ptio» shoul&1 not be filed by an or ", »iization uiitil it. has 
ha&1 at le;1st, 1" n&ontlis ol active opc& ation (»ot n&cre existe»cc) 
for the purposes for &vl&ich it xvas created, tliat i. , act u;il operatio» 
for such a lieriod a»&l to sncli an exte»t as ivill clc:irly &leinoi&strate 
that in fact the oi«anizatioli is conducted for purposes &vithi&i 
the exe»&l&tio» provisions of tlie statute. Atte»tioi& is i»vitcd 
to the applicable provisioiis of tlie iiegnlations;in&1 tlie i»foi mation 
c;illed for. on the application forins to be tiled by oigauizations 
Cia&lull&'" e&&cll&ptioll. 

SEO. B. Cr. . &ss&F&cAr&oA oF A&'pTTc. ur&oxs Fo&& ExKB&pTIoxT. 

Applications are classified i» the folio&ving categories i» the District 
Director's ofiice: 

. 01 I1istrict Director's cases. — Cases of a routine nature in uliich 
the application of section 1(&1 of the Internal Revel&ue Co&le to the 
facts shown on the even&ptio» applicatio» is clear u»&ter tlie rcguliitions 
and rulings of tlie Xi&tional OFice and xvhich do not prese»t involved 
or questionable issues xvill be classified as "District Director's cases. " 
For further details, see sections 4 and o. 

. 02 I»(ou&7&7eT'e a7&p7zcat&on case8. — Exemption applications in the 
case of nexvly formed organizations as to which determinations or 
rulings mill not be n&ade (as provided in section 2. 02 subject to the 
exceptions under section 5) and in other cases v&hele the required 
information is not given on the exemption application &vill bc classified 
as "incomplete application cases. " In such cases the application v;ill 
be returned to the organization xvith an appropriate letter of 
explanation. 

. 08 . Vutio»07 Office &:&&see. — Cases xvhich present i»volved or ques- 
tionable is ues an(1 do not fall xxithin the category of District Direc- 
tor's cases or i»corn;&lete application cases will be classified as 
"Xational 0%ce cases. " Exemption applications so classified &vill be 
referred to the Xational O&. Ice for ri ling, which I& ill be made to tl&e 
organ&za, tloll. 

SEc. 4. AGTIox ox AppLIc. -xr&ow s Fo&& EZF»rprIox-. 
. 01 District Directors are authorized to issue determination letters 

in "District Director's cases" as defined in section 8, including tenta- 
tive determinatIons of status in cases within the scope of section 5. 
Such letters will be issued. over the District Director's sig»ature, either 
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co»el»cling that the organization is exempt or that it is not, exempt. 
Such &leteITnination letters will represent the determination (or tenta- 
tive determination as authorized under section 5) of the District Di- 
rector;!s to the status of an organization based on the application to 
the facts of the case of established precedents and principles set forth 
in the regulations and rulings of the Xational Office. The Xational 
Office will continue to issue rulings (or tent!!tive rulings) on exempt 
OI ga»izations in cases referred to the Xational Office by District Direc- 
tors as clescribed in section, '3. 08 and section 5. 02. 

. 02 Types of organizations whose exemption applications normally 
present clear-cut situations on which the District Director is author- 
ized to issue determination letters include (but are not restricted to) 
the following: 

101(1). J. abor unions (other than group). 
101(4). Credit unions (State chartered). 
101(0). Churches of' well-kno!vn denominations. (Applications 

generally not required. ) 
Community chests, including each participating agency. 
Local organizations of Salvation Army and similar 

organizations. 
4-H clubs. 
Public libraries. 
Educational organizations having a student body, in- 

structors, etc. 
101(7). Chambers of commerce, boards of trade, real-estate 

boards, etc. 
101(8). Local veterans' organizations (other than group). 
101(10). Mutual ditch or irrigation companies. 

Mutual telephone companies. 

Src. 5. EXOK!TICNs To TIIE 4KNEI&AL RULE RFQUIRING ACTlvE OI'ERA- 
T!oN roa x PKRIOO or Xor LEss TII~N 12 MONT!! s As A CoN»ITIQN 
PRECEDENT To THE ISSUxNCE OF A DZTERDIINATION OII RULING. 

. 01 Tentative determination letters will be issued by District Di- 
rectors to newly formed organizations with less than 1~ months of 
active operation in a case in which an affirmative shoiving is made (in 
or in connecl, ion Ivith the exemption application) that the organiza- 
tion is of the comm»nity or public type. Tentative rulings will be 
issued by the Xational Office upon the same standards in Xational 
(Nice cases, Factors which characterize a community or public organi- 
zal. ion include responsible public representation on its board of direc- 
tors or trustees, ffnancial support provided by public contributions, or 
required reporting to a governmental or public body ass»ring the or- 
ganization's adherence to the purposes for which it was formed, such 
as periodical reporting to a, State agency or politica, l subdivision. 
Exan!ples of organizations of the conImunity or public type are set 
forth below: 

1. Xonprofft organizations formed by well-known religious de- 
nominations in furtherance of their religious, charitable, and 
educational purposes and activities; 

9. Charitable organizatio»s such as hospitals, orphanages an!l 
the lil;e, p!Iblicly SI!pportcd and n!anagecl, which cle!!r]y serve a 
pl'esent publ!c nee!l 1 
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B. Vetera»s' or cliaritah]e oi'ga»izatio»s havi»g for theii' piir- 
pose the promotion of t]ie we]f;ii e of persons i» tlie Anni«] Forces 
or ivho have been in the armed Forces, provi&led tliat such oi iniiii- 
zatioiis establish that they inteiid prese»tly to be~ i» iicti& e opera- 
tion for the purposes specified in section 101(0) oi section 
101(8); 

4. Fducational oi ganizitio»s such as schools anal co]]ages ivhich 
noi n&a]]y h;ive a regular facu]ty, c»rriculum, aiicl st»&lciit bo&ly, 
as described in section, "&4 (f ) ( &) oi the Co&le; an&1 

5. Other organizatio»s wlii& li are clearly public i» clinr:icter 
or which relirese»t a co»imii»ity-wi&le pi oject or uii&lei t;ikiii«. 

. 0' Any c;ise in which tlie f;icts in the exernptio» aliplic;ition, 
although persuasive of the co»elusion that the organiz:i] io» is of the 
community or public type, present involved or question;ib]e issues on 
&vhich the J]istrict Director is iii doubt ivi]l be classified as a "Nation»] 
Ofhce case" a»d processed as provided in section 8. )Yhere the facts 
c]e;irly e. . tablish that the oi i»i»iz;ition is of the community or public 
ty]&e, t]ie District Director is authorized to issue a t&'nt&iti i &' determi- 
nation letter with the requirement tliat the organization at the termi»a- 
tion of its tirst full year of operation shall submit a new a]&plication, 
together with complete supporting data as specified in tlie applic;itio» 
form or in the applic;ible reinilatioiis. 

. 03 The provisions of this section shall not be deemed to limit t]ie 
&xistiiig authority of tlie District Director, in cases where tlie liability 
&if an organization. for certaiii o', her Fe&leral taxes is de]&en&le»t on a 
&]etermination under, or similar to that u»vier, section 101 (such as in 
the case of certain exeinpti&nis under tlie admissions tax), to niake a 
tentative determination of tlie status of the organization for purposes 
of such other taxes, pending and subject to a determination or ruliiig 
on the orga»ization's application for exeinption under sectioii 101. 
However, for income tax purposes, unless the exemption application 
filed under such circiinista»ces by an organization with less than 19 
moiiths of active operatio» makes an a]]irn&ative shoiving that the 
organization is of the con»»unity or public type, it ivil] be retur»ed 
as incomplete and a deter&»i»ation or rulin«as to the status of the 
organization under section 101 wi]l not be made until the organization 
has had at least 12 months of active operation. 

. 04 Determination letters a]]o&ving exemption under section 101(4) 
of the Code wi]] be issued to State chartered credit unions at any tin&e 
after their for»&ation if they operate uiider uiiiform bylaws approved 
by the State. 
SEC. 6. RFvIKW KXD COXI'I:. I»:X&'!:. s. 

. 01 The Xatio»a] O]nce shall cond»ct s»ch review of determination 
letters issued by District Directors' o%ces (inc]»&ling te»tative &let& r- 
mination letters) as is considere&l necessary to assure confoi mity with 
the interpretations and po]icies of the Revenue Service. It is the 
general policy of the Internal Revenue Service to limit the revocation 
of a ruling ivith respect to an organization previously he]d to qua]i I'y 

under section 101 to a prospective application only, if the organization 
has acted in good faith in relia»ce upon the ruling issued to it and a 
retroactive revocation of such ruling wo»]d be to its detriment. Any 
ruling issued as to the exempt status of an oi'ganization will not be 
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consi&lered coi&trol]ing where t]iere has bee» a misstatement or omis- 
sion of a material f;ict or where the operations of the organization are 
conducted in a manner materially different from that represented. A 
invocation may be effected by a notice to the organization or by a 
ruling or other statement published in the Internal Revenue Bulletin 
applicable to the type of or&«anization involved. The same policy will 
be applicable to determination letters issued by District Directors. 

. 02 With respect to any case coming under the provisions of this 
Reve»»e R»ling which is referred to the National Office for iss»ance 
of a, ruling, or where the National Once proposes to take a different 
view as to the qualification of the organization for exemption under 
section 101 than that refiected in a determination letter issued by the 
District Director, conferences in the National Ofice will be granted 
in accordance with the procedure for conferences on requests for rul- 
ings or teel»&ical advice. See Rev. Ru]. 10, C. B. 1058-1& 488, and 

Mimeograph 6203& C, B. 1048 — 2, 50. 
Src. 7. LrrrrcvzvE D&TK. 

The provisions of this Revenue Ru]ing shall become effective Nay 
24& 1054 

Piev. Piu]. 54-243 Hrrvr, Arrows 118, SrcrroN 30. 101(6) -1: Pie]i- 
gious, ch:iritable, scientific, literary, and ed- 
ucatio»al organizations and coi»mui&ity 
chests. 

(Also section 23(o), Section 80. 2, '](o)-1; Sec- 
tion 23 (q), Section 30. 23 (q) -1. ) 
Organizatio»s which are exempt under section 101 of the Internal 

P&, eveiiue Code, other than section 101(6) of the Code, may establish 
:i separate f»nd exclusively for re]igio»s, charitable, scientifi, literary, 
or educational purposes, apart, from their other funds. If such sep- 
arate fund is operated exclusively for such purposes, separate books 
a»d acconiits are maintainecl, and it otlierwise meets the requirernei&ts 
for exemption under section 101(6) of the Code, contributions to the 
fund are deductib]e by donors in computi»g their taxable net income 
in the ma»iier and to the extent provided in section 2l](o) or 23(q) 
of the Code. A fund of this ch;iracter should be organized in such a 
nianner that its assets caniiot be used, upon dissolution or. otherwise, 
for tlie general purposes of the organization creating it but must be 
use&1 for purposes simi]ar to tliose of tlie fu»d itselF. Tlie status of 
s»cli a f»nd slio»]d be estab]is]&ed i» the»»»»ier provi&]ed under sec- 
tio» 60. 101-1 of Re«u];itio»s 118. 

Ililvr, &&rioNs 118, SrcrroN, "&0. 101(6) — 1: Reli- 
gio»s, ch;iritable, scientific, literary, and 
educatlo»a] orgalllzatlolls and collllnilllity 
chests. 

Income received by a tax-exempt organization from research activi- 
ties. (See Rev. H»l. 54-76& p. 160. ) 
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Rzavr, ATro~-s 118, SF&:TtoN 80. 101((&) — 1: Reli- 
gious, charitable, scientific, literary, and 
educational oi ganizatio»s and comfit»»ity 
chests. 

Exemption of a cha ritable foundation making distributions to other 
tax-exe»ipt org;inizalions. (See Rev. Rul. 54 — 187& p. 280. ) 

RguuLt'iuoxs 118& Si:&:rtoN '80. 101(19) — 1: F;irm- 
ers' cooperative m trketi»g and purch;isi»&&. 
associations; rcquir&iiiients for exeiiiptio» u»- 
der section 101(12) (A), 

Rev. Rul. 54-19 

8;&les made by a fariners' coop& rative association, en "ag& d in the 
pro&lnction and distribution of p&. trolcn&n pr«du& ts, on ihe open 
marl&et of byproducts such as lie;ivy fuel oils aml &listiliates not 
nsai&le by its f irnier t&atr«i&s, an&i the value of petrolenni pri&&lucts 
exchanged with other refineries in or&ter to utilize its output i»ul 
effect a savi& gs in transp«rtation costs shall, for the purp«se of 
determinin evenipti«n nnder se&tion 1»1(l2' , ( tl of the Jntcrnal 
Revenue Code, be &lisrcgar&led in detern&ining &vhcthcr the pnrchascs 
made for persons who are neither m&'mbers nor pro&lnccrs exceed 
lfi percent of the value of all pnrch:&ses. 

Advice is requested whether sales of heavy petroleum products 
made on the open market by a fan&ters& cooperative associ;ition a»&1 tI&e 

value of petroleum products exchanged with other refineries sliall be 
disregarded in determining whether the value of all purchases ma&le 
for persons who i&re»either members nor pro&lttcers exceeds the statu- 
tory limitation of 15 percent, as provided i» section 101(12) (A) of 
the Internal Revenue Code. 

In the instant case, a petroleum refining company is a ivholly oivned 
subsidiary of an association which has been held to be exempt from 
Federal income tax as a farmers' cooperative marketing and purchas- 
ing association under tl&e provisions of section 101(12) (A) of the 
Code. Iii earlier years the cooperative association purchased petro- 
leum products in 'the open market for its member associations. In 
order to assure a continued s»pply of s»cli products the association 
acquired by purchase the refining company here involved. Such com- 
pany was reorganized for the purpose of engaging in any activity on 
a cooperative basis in connection with the acquisition, development, 
production, and distribution of oil, gas. petroleum, asplialtum, and 
other minerals and byproducts thereof. The primary purpose of the 
refining coinpany is the production of petroleum fiiels required by 
farmers in the production of agricultural products. In the productioit 
of light petroleum products used by farmers, certain byprodiicts such 
as heavy fuel oils and distillates are produced which its farmer patrons 
do not use. These products are disposed ot to railroads, steel mills 
or in whatever market is available at the prevailing market price of 
such products. I'urther, in order to utilize its output to the best ad- 
vantage by efFecting a savings in transportation costs, it is the prac- 
tice of the refinery to make exchanges of products with other refineries 
which in turn deliver a, like quantity of the same products to the dis- 
tributing agency of the association from their st. ocks located at points 
convenient to its f;irmer patrons. 

815aso' — 54 — 7 
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Scctio» 101 (12) (A) of the Internal Revenue Code provides, in pal&, 
for the exemptiou from k'ederal income tax of fariners, fruitgrowers, 
or like associations organized and operated on a cooper~ative basis for 
the pui'pose of purcliasing supplies and equipinent for the use of mem- 
bers or other persons and turning over such supplies a»d equipment 
to them at cost, plus necessary expenses, provided they meet the other 
requirements of that section. Such associations may purchase supplies 
and equip»&ent for nonmembers provided that the value of supplies 
a»d equil&ment l&urcliased for no»members does not exceed the value 
of supplies and equipment purchased for members and provided fur- 
ther that the value of supplies and equipment purchased for persons 
ivho are neither members nor producers of agricultural products does 
not exceed 15 percent of the value of all its purchases. 

It is held that sales made by a f'armers' cooperative association, 
engaged in the production and. distribution of petroleum products, 
on the open market of byproducts such as heavy fuel oils a»d distillates 
not usable by its farmer patrons, and the value oi the petroleum prod- 
ucts exchanged with other refineries in order to utilize its output and 
effect a savi»gs in transportation costs shall, for the purpose of deter- 
niining exemption under section 101(12) (A. ) of the Internal Revenue 
(. 'ocle, bc disregarded in determining whether the value of purchases 
made for persons ivho are neither members»or producers exceeds 15 
percent of the value of all its purchases. 

Rrrcr, ATioxs 118, SEcTION 89. 101(12) — 1: Farm- 
ers' cooperative marketing and purchasing 
associations; requirements for exen&ption 
under section 101(12) (A). 
Time extended for filing exempt cooperative association income tax 

return, k'orm 990 — C. (See Rev. Rul. 54 — 81, p. 78. ) 

SECTION 107. — COMPENSATION I OR SERVICES REN- 
DERED kOR A. PERIOD Ok' THIRTY-SIX MONTHS OR 
MORE AND BACI4 PAY 

REEI&LATiovs 118, SEcTION 89. 107-1: I ersonal Bev. Rul. 54 — 206 
services. 

INTER&vAL REVEy&UE CODE 

For the purposes of section 107(a) of the Internal Revenue Code 
a husband and wife who reside in a noncommunity property State 
n&ay not split incoine which constitutes compensation received by 
the husband for personal services rendered by him during taxable 
years beginning prior to January 1, 1948, the effective date of 
section 12(d) of the Code. 

Aclvice is requested relative to the manner of determining tile 
amount of k"ederal income tax under section 107(a) of the Internal 
Reve»ue Code, attributable to compensation received for personal 
services under the facts and circumstances set forth below. 

Iii 19M, the taxpayer-husband received more than 80 percent of 
his total co»ipensatio» f' or personal services he rendered to one indi- 
vidual cluri»g the period 1942 to 1947. EIe and his wife propose to 
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"le»rrigle return jointly for the taxable year 19K. The taxpayers 
resided ina nor&community property St 

and lra& c Bled their returns on the calendar year basis. 
The pertinent, provisions of the Code are as follows: 
Section 12(d) provides: 
(d) TAx rx &)Ass oF Jo&Nr p&crvRN. — In the case of a joint return of husband 

and wife under section 51(b), the combined normnl tax and sort:ix under 
section 11 and sul&section (b) of this section shall be twice the coml&ined normal 
tax aml surtax that would he deterniined if tl&e net incon&e an&1 the ai&plicable 
credits a 'ainst net incouie provi&lcd by section 25 vere reduced by oiie-l&alf. 

Section 51(b) (1) provides: 
(b) H& si&AND AND 1v&FE. — 

(1) IN GENERA&. —. '& hllsi&ai&&i an(1 &vife ni iy n&al&e a single return jointly. 
Such a retnrn may be niade even tliough one of the spouses has neither 
gross inconie nor deducti&&iis. If a joint return is made the tax shall be 
computed on the aggre. ate incoiue and the li;ibilitv with respect to the tax 
shall be joiut and several. 

Section 107(a) provides: 
(a) PERsoNAI. SLRv&cEs. — If at least 80 per centum of the total con&pcnsation 

for personal services coverin; a period of thirty-six calendar months or more 
* * * is received nr nccrne&i in one tax;il&le year bv an individual or a partner- 
ship, the tax attrilnitable to any part thereof vvhich is included in the gross 
income of any individual shall not be greater thnii tlie aggregate of the taxes 
attributable to su& h part had it i;een inchidcd iu the gross incoine of su&h iudi- 
vidual ratably over tluit part of the period which precedes the date of such 
receipt or accrual. 

Section 12(d) and section 51(b) (1) were not applicable for cal- 
endar years prior to 1N8. 

The services for v hich the compensation under consideration was 
received xvere performed prior to the e(Fective date of the income- 
splitting provisions of. section 12(d) of the Code, and the conipensa- 
tion was received after tlie efFective date of that section. Therefore, 
the question arises xvhether the provisions of section 107(a) of the 
Code shall be applied to s»ch compensation without reg;&rd to the 
provisions of section 12(d) of the Corle or whether the compensation 
shall be split equally bet&veen tire h»sband and wife before applying 
the provisions of section 107(a) of the Code. 

For the purposes of section 107(a) of the Code, the sole fact that 
the wife performed no services is not determinative. ft is important, 
however, to determine who received or accrued the compensation, for 
in compt&&ting the tax attributable to income s»bject to the provisions of 
section 107(a) it is necessary to determine the tax that v ould li, ive been 
paid on such income had it act»ally been inclu&led in tlie recipieiit&s 
gross income ratably in the prior years. See I&'dr(&ard C. 7'Ao&ger et ux. 
v. Com&nissio&&ner, 12 T. C. 705, acquiescence, (". Il. 1950 — 1, 5; Arthur 
T. Schmidt v. Commissioner, 10 T. C. (46, acquiescence, C. B. 1049-1, 
8; lViVliwn I&'. E'r&or, v. Co»nnissioner& 10 T. C. 550, acquiescence, C. 14. 
1NO — 1, oo; and IR-Mim. 43, C. B. 1%2-2, 112. Accordingly, if within 
the meaning of section 107(a) of the Code the compensation was all 
"received" by the taxpayer-husband the computation under section 
107(a) must be made as though the husband alone received the com- 
pensation in the prior years, and the taxpayers may not split such 
compensation in determining the tax attributable thereto»nless they 
could have done so in the prior years had it actually b. en received 
then. 
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A wife in a noncommunity property State does not receive or accrue 
one-half of the income of her husband. It does not follow from sec- 
tions 12(d) and 51(b) of the Code that a husband and wife each 
receive or accrue one-half their combined income for Ifederal income 
t:ix purposes, but niercly that if they are permitted to and do file a 
joint return their tax shall be computed as if they each received one- 
half of tlieir combined income. Tlius, a husband and wife in a non- 
coniniunity property State may not split their income if they file sep- 
;irate returns. Section 51(b) of the Code itself indicates that a wife 
does not "receive" one-half of her husband's income, for that section 
states that a joint return may be filed even though a spouse has no 
gross income and the tax shall be computed on the "aggregate" income. 

Accordingly, it is held that for the purposes of section 107(a) of 
the Code a husband and wife who reside in a noncommunity property 
State may not split income which constitutes compensation received 
by the husban&1 for personal services rendered by him during a taxable 
year prior to the effective date of section 12(d) of the ('ode. 'I'he 
tax attributab1c to such income must be determined as though it were 
included in the recipient's gross income ratably during the period in 
i&hich the services were rendered. 

In view of the foregoing, the Internal I(evenue Service is con- 
strained not to follow the decision in Hoper?)ert v. P. E. Lee 3farsha?l 
et n, r. , 200 I&'ed. (2d) 648. 

Tlie opinions expressed herein in no way conflict with the decisions 
in . :/lauriee H. Uan Be& gh v. Commisat'oner, 18 T. C. 518, acquiescence 
in the rlecision on the issue related here, C. B. 1058 1& 6& or L&ederfeo 
fata??forth v. Conrmiast'oner, 6 T. C. 140. The Van 13ergh decision 
holds that section 107(a) income is included in "gross incoine" for the 
purpose of section 275(c) of the Code in the year it is received or ac- 
crued, notwithstanding that the tax is computed as if it ~sere received 
pro rata in the prior years. This decision fol]ows trom the fact that 
section 107(a) aR'ects only the computation of the tax. 'I'he Stall- 
forth decision holds that in computing the tax attributable to prior 
years, section 107(a) income is not exempt merely because it would 
have been exempt if received in the prior ye;ir. In other words, the 
character of section 107(a) income is determined in the year it is 
received or accrued, but in computing the tax attributable to the prior 
year the taxpayer niust follow the method of computation of the prior 
year. 

Rr&;Ur, ATror s 118, SvcrroN 39. 107 — 3: 13ack pay Rev. Rul. M-138 
attr ibul, able to prior taxable years. 

That part of a lump suin payment received during 10, ". &3 by a mem- 
ber of the Fleet Reserve attributable to an increase in retired pay 
computed under the provisions of Public Law 720, Seventy-ninth 
Congress, 00 Stat. !)!)3, approved August 10, 1&040, which represents 
payment for tbe period beginning with the day following such mem- 
ber's release to inactive service to August 10, 1!)40, does not consti- 
tute l)ack pay within the meaning of section 107(d) of the Internal 
Revenue Code. The balance of the payment constitutes back pay, 
and the Federal income tax liability for the year in which received 
may be computed in accordance with the provisions of section 107- 
(d) (1) of '. he Co&le, prori&lcd sucli amouut exceeds 1D percent of the 
gross in&. ome for that year. 
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Advice is requested whether a lii»ip s»»& payn!e»t icceivcd d»ring 
1953 by a 1»ember of the Fleet Reserve attrib»table to ii!creased retire- 
ment pay computed under the provisions of Public I. a&v 720, Seventy- 
ninth Co»&&'i'ess, 00 Stat. 9M& approved A»gust 10, 1040& co»s'tl'tiltcs 
back pay &vithi!& the meaning of section 107(d) of the I»ter»al Rev- 
enue Code. 

Public Law 720, st&p&"a& amended the Naval Reserve Act of 1!)", &8, 

52 Stat. 1175, by providi»g that an e»listed ma» of the Reguhir Navy 
&vho transferred to the Fleet Reserve after completing &no~re than 10 
years' total n&ival service a»d tliereafter perforn!c&1 a& tive d»ty wl&icl&, 
&vhen added to his prior service, equaled 20 or n!o! e years' »aval 
service iv ts& upon his subsequent relet!su from active service, entitled 
to have his&ret:&incr or retired pay con&puted on the san&e ba&sis as n» 
enlisted man &vho originally t! »nsferred to the Fleet Ih sei vc afte! 
coinpletion of 20 oi more years service. In;isn!uch as I'ublic Law 7 &0, 

approved August 10& 1N(&, coi;tained a retroactive fe;iture, an enlisted 
man tra»sferri»&& to the Fleet Resei ve been»&e entitled to an incre!ise 
in his retainer or retire&1 l&ay co!»puted fro»& the d, iy followi!&g his 
release to inactive service. 

The manner in &vhich this payment was to be computed was not, 
finally determined u»til 1M3 &vl&en a settle»&e»t a«re&. . ment was reached 
on the basis of the decision of the U»ited St;!tes Court of Claims i» 
C'&hristopher C. Sa»n'&;rs v. United States, 120 Ct. Cls. ;&01. Accord- 
ingly, such enlisted men did not receive the i»crease to &vl&ich they 
&vere entitled u»der I'»blic I. aw &20 u»til 105:&. at xvhich tiine they 
received a lump siim represe»ting an adjustment in the retired pay 
dating from the day follo&vii&g their'release to inactive service. 

Section 107(d) (1) of the Code provides, in part. as folloxvs: 
Iv GEt&ERAL. — if the &»uount of the ba& k pay received or accrue&1 by an 

individual during tl&c tnxable year exceeds 15 pe&' ce»tun& of the gross income 
of the in&iivi&iu&&l for such year, tbe part of the tnx attributable to the 
inclusion of such back pay in gross income for the taxable year shall not be 
greater than the aggreg«te of the increases in the taxes which would have 
resulted from the inclusion of the respective porti&&n; of su«b l&acl& pny in 
gross income fur the tax:&ble years io whi&. h such portions are respectively 
attributable, &' " ". 

Section 107(&l) (2) of the Code clefines "back pay" for the purpose 
of the application of section 107(d) (1) of the Code as remuneration, 
including wages& salaries, retirement pay, a»d other similar con&pen- 
sation which is received or accrued. during the taxable year by an 
employee for services performecl prior to the taxable year for his 
employer and &vhich would have been paid prior to the taxable year 
except for the intervention of certain specified events &vhich events 
include "(ii) dispute as to the liability of the employ& r to pay such 
remuneration, which is determined after the corn»!encement of court 
proceedings; 

Sections«9. 107-3 of Regulations 118 provides in part that back pay 
does not include additional compensation for piist services where 
there was no prior agreement or legal obligation to pay such addi- 
tional compensation. In the instant case there vvas no legal liability 
to make this payment until the approval of Public Law 720& st&pea. 

In view of the foregoing it is held tliat that part of a lump sum 
payment received durin«105, & by a member of thc I& lect Reserve at, - 

tributable to an increase in retired pay computed under the provisions 



of Public Law 720, st&pra, which represents payment for the period 
begi»ning with the day following such member's release to inactive 
service to August 10, 1940, does not constitute back pay within the 
meaning of section 107(d) of the Internal Revenue Code. The bal- 
ance of the payment constitutes back pay, and the Federal income tax 
liability for the year in which received may be computed in accordance 
with the provisions of section 107(d) (1) of the Code, provided such 
alnou»t exceeds 15 percent of the gross income for that year, which 
includes the entire amount of the lump sum payment received. 

SUPPLEMENT B. — COMPUTATION OF NET INCOME 

SECTION 111. — DETERi&&fINATION OF AMOUNT OF, AND 
RE'COGNITION OI&', C&AIN OR I. OSS 

REGUI. ATIONs 118, SEUTrov 89. 111-1: Computation Rev. Rul. 54-95 
of gain or loss. 

When a residential estate, which has been acunired and held hy a 
taxpayer for a nuniber of years &s a single unit, i. sold in two parcels 
during the taxable year, the sale ot' ea&h parcer is treated as a 
separate transaction aud the g:&in realized or loss sust tined is cora- 
puted separately on each sale. Any losses sustained on the sale of a 
personal residence are not. dedu& tible. 

Advice is requested whetlrer a residential estate sold in two parcels 
during a taxable year is treated as one tra»suction or two separate 
transactions for Federal income tax purposes. 

In the instant case, the taxpayer purchase&l 245 acres of land in 
1927 for approximately 25m dollars for the purpose of buildino a home 
thereon. Immediately thereafter the taxpayer caused to he built 
thereon a large manor house, together with a manager's residence and 
other extensive improvements at a total cost of approximately 425m 
dollars. The property at all times thereafter was held by the taxpayer 
solely for personal residential purposes as a single integrated unit, 
and not for the purpose of investment, resale, or the production of 
i»come. In 1952 the taxpayer attempted to sell the property as a whole 
and sinole unit, but, was unsuccessful. In the early part of 1958, the 
taxpayer negotiated a sale of approximately 50 acres of the property' 
containing the manor home and all the improvements made on the 
property for approximately 175m dollars, and in the latter part of 
the same taxable year lre sol&l the remaini»g acreage to a separate pur- 
chaser for approximately 880m dollars. 

Assessment of Federal income taxes is made on the basis of an 
annual accounting period. Burnett v. Can ford &f: Broofe8 Co. , 282 U. S. 
N9& Ct. D. 277, C. B. X — 1, 863 (1981); United 8tates v. I& Vis R. Letoi8, 
840 U. S. 590, Ct. D. 1788, C. B. 1951 — 1, 21. However, this does not 
permit separate sales and legal transfers of property to be treated as 
cne transaction merely because such sales occur in the same taxable 
year. Under the facts in this case to permit the taxpayer to treat the 
separate sales of his residential estate as one integrated transaction 
would in efFect, alter the rule set forth in section 39. 28(e) — 1(e) of 
Regulatio»s 118, tllat losses on personal residences are not deductible. 
Further, if these sales h&ul been made within a 8-day period which 
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spa 11ed ~ taxable years diR'erent t;ix iesults would necessarily be 
reached u»der the nile of accounting by annual periods. Tl&cre is no 
legal or equitable basis for treating such sa, les as o»e i»te«ruled 
transaction. 

Accordi»gly, it is held thnt when a residential estiite, which hiis been 
acquired and held by a t ixpayer for a niir»ber of years as a single unit, 
is sold in two parcels during the taxable year, the siile of eacli parcel 
is treated as a separate transactio» and tile gain re;ilized or loss sus- 
tained is computed sep;irately on e:icli sale. Any losses sustai»ed oii 
the sale of a persoiial reside!ice are»ot deductible. 

SrCTIOX 1u(bj. — RrCOG~. ITION Or ('AIX OR LOSS: 
I&;X('l lAX(xL~S SOI. L~'LY IX J(I Nl& 

(Alan Sect, ion 871& Section 80. :&&1 '~, Regula- 
tio»s 118. ) 

Rev. Rul. 54-1M 

T7nder n pr& posed plnn to inte rate and simplify the taxpayer's 
holding con&i»u&y system, pursuant to nn or&ler issued by tbe Securi- 
ties and Ezchan, 'e Commission, a rec" pitaliznlion of a subsidiary, 
the exchnn, '"e of its stock incident;il then to, nnd the distribution of 
the subsi&linry's stock to the sto& I-holders of the parent to "ether with 
the dissolution of another subsidiary nnd the transfer of its assets 
to the tax»»yer, will constitute no»tawn»le transactions under 
sections 112(b) (S) and 311 of the Code. 

Advice is requestecl with respect to tlie tax consequences for I'ederal 
incon1e tax purpos&s of certain proposed transactio»s to be consum- 
mnted pursuant to a plan approved by the Securities and Exchange 
Conrmission. 

X Corporation, a registered holding company under the I'»blic 
Utility Holding Coml&a»y Act of 10»«5, i!as olitst!i!ldll!g only oi'ie class 
of capital stock consisting of 1, 000 shares par value 86 per share. 
X Corporation ow»s 14 subsidiaries, 2 of &vl&ich are the Y Corporation 
and the Z Corporatio». Y Corporation, a gas utility company, has 
outstanding 400 shares of common stock, pai va]ue $10 per share, all 
of which are directly owned by X Corporation, a»d has first, mortgage 
bonds, all of which are owned by the public. Z (corporation'stole 
business is the operation and maintena!ice of Y ("orporation&s inter- 
urban distribution system. Its securities consist of 10 shares of no 
par value common stock, all directly oivned by X Corporation. 

Pursuant to an older of the Securities a»d Exchange Commission 
that satisfies the conditions of section 371(f) of tlie Code, it is pro- 
posed that Y Corporation will amend its certificate of incorporation 
to in& reuse its authori!ed common stock from 500 share, par value, ", '10 
per share, to 1, 100 shares of par value of $5 per share. Y Corporation 
will issue 1, 000 shares of such $5 par value common stock to X Corpo- 
ration in exchange for 400 shares of $10 par value common stock noiv 
held by X Corporation and will increase its capital accou»t froin 
$4&000 to $5, 000 by transferring thereto $1, 000 from its earned surplus 
account. After the receipt by X ("orporation of the new coinmon 
stock of Y Corporation, X Corporation v& ill transfer and distribute 
such stock, on a share for share basis, to its stockholders via a transfer 
agent. 8 (. 'orporation will be dissolved and X (;or poration will ac- 
quire all of its then remaining assets nnd will nssunie all of its liabili- 
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ties to creditors in an amount not exceeding the value of the assets 
acquire& k 

Section 112(b) (8) of the Internal Revenue Code, in conjunction 
witIi sectio»s 371, oo72, and 37o& (supplement R) of the Code, provides 
for noni eco&rnitioii of gain or loss and adjustment to basis in the case 
of cert;iin exchanges and distributions ordered by the Securities and 
L&xcha»ge Commission under the provisions of Section 11(b) of the 
Pub]ic Utility Holding Company Act of 1M5 (15 U. S. C. 7&)K(b) ), 

Section 112 of the Internal R venue Code relating to the recognition 
of gai» or loss provides in part as follows: 

(b) ExcIIAVGEs SGI. ELY IN KIND. — 
i& 

(8) EXCIIAI&GEs AND DISTRIBHTIONS IN GBEDIEN&", E To oRDERs oF SECBRITIES 
AND ExcHAN&&E coux&issioN. — In the ease of any exchange or distribution 
described in section 871, no gain or loss shall be recognized to the extent 
specified in such section with respect to such exchange or distribution. 

Section 871 of the Internal Revenue Code relating to the nonrecogni- 
tion of gain or loss on exchan«es or distributions in obedience to orders 
of the Securities and Excliange Cominission provides in part as 
follows: 

(a) ExcHANGKs oF STOCK or. SscuRITIEs Oxiv. — Xo g&in or loss shall be 
reco nized to the trausfer&&r if stock or securities in a c«rporation which is a 
registered holding company or a majority-owned sul&sidiary company are trans- 
t'eire l to such corporation or to an associate cou&paiiy tlu. reof which is a reg- 
istered holding company or a Ii&ajority-owned s»bsidiary company solely in 
ex. hange for stock or securities ~ * * a»d the exchaii & is ni»&le by the trans- 
feree corporatioii in obedience to au order of tbe Securities and Exchange Com- 
mission. 

I& 

(c) DISTRIBI&TIov oF STGCK GP SKccli&TIES Ox&. v. — If there is distributed, in 
obedience to an or&lcr of the Securities and Exch;in; e Commission, to a share- 
holder in a corporation v hich is a registered hol&ling company or a majority- 
owned subsidiary comp;&ny, sto&. k or secnriiies &' '& * &rithout the surrender by 
such sh;&rcholder of sto& k or securities in su& h & orporaiin», no gain to the distr&W 
uto from the receipt of the stock or securities so distributed shall be recognized. 

(d) ip&&AvsFERs %V&THIN Svs&EAI Gso»rs. — (1) Xo gain or loss shall be recog- 
nized to a corporation which is a meuiber of a svsteui group (A) if such corpora- 
tion transfers p&'opcrty to:inother corporation whi&h is a meiuber of the same 
system group in eixchange for other property, iiml the ex& hange by each corpora- 
tion is made iu oi&edieuce to an order of the Securities and Exchange Commis- 
sion, * ~ ". 

Section 80. 871 — 2 of Regulations 118 states, in part, that the general 
rule is thiit the entire amount of gain or loss from the sale or exchange 
of property is to be recog»ized under section 112(a) and that the 
e»tire amount received as a divi&lei&d is to be included in gross incolne 
u»tier tlie provisio»s of sections 22(a) a»d 115 of the Code. One of 
the exceptio»s to the general rule is provided in section 112(b) (8) 
with respect to exchanges, sales, and distributions specifically de- 
scribed in section o«71 of the Code. In the instant case, since the order 
of flic Securities a»d L&'xchange Commission states that these trans- 
a& tio»s a&e "necessary or appropriate to effectuate the provisions of 
Section 11(b) of the act" and such order otherwise satisfies the con- 
clitions of section 371(f) of' the Code, the transactions meet the re- 
quirements of sections o«71, 872& and 878. 

Accordingly, it is helcl that no gain or loss will be recognized to Y 
Corporatio&I as a, result of its i»ere~&si»g and changing its outstanding 
capital stock; increasi»g its capital account by a transfer out of its 
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e~~~~d surplus account; and issuing new certificates representin in- 
creased shares to X Corporation or its designees in exclran&&e for such 
certificates now held by X Corporation. No &&Ain or loss ivill be recog- 
nized to X Corporation as a result of the exchange by it of old shares 
for new shares of stock of Y Corporation. No gain or loss will be 
recognized to X Corporation as A result of the distribution by it to its 
stockholders of shares of stocl. -of Y Corp&. ration, notwithstanding the 
fact that the value of such stock will be substantially greater than the 
basis of such stock in the lrands of X Corporation. 'I'he transactions 
vill not diminish the accumulate&l earnings an&1 profits of Y Corpo- 
ration Available for the distribution of taxal&le dividends nor of X 
Corporation As a result of the distribution. No gain or loss will be 
recognized to the stocl. -holders of X Corporation as a result of the 
receipt by them of the stocl. - of Y. Corporation transferred And dis- 
tributed to then1 by X Corporation or the transfer agent pursuant to 
the plan. The cost or other basis of the stock of X Corporation in 
the hands of the stockholder;, ivhether received from X Corporation 
or the transfer agent, n&ust be apportioned between the stock of X 
Corporation and the stock of Y Corporation in proportion to the fair 
market value of each as of the eRective date of the distribution by 
X Corporation. The holding period of the stock of Y Corporation 
received by a holder of stock of X Corporation on the distribution will 
include the period during which the stock of X Corporation was held. 
No gain or loss will be re&. ognized to X Corporation as a result of com- 
plete liquiclation of Z Corporation and the transfer of its assets, sub- 
ject to its liabilities, to X Corporation. The basis of the assets of Z 
Corporation in the hands of X Corporation will be the same as the 
basis of such assets in the hands of Z Corporation immediately prior 
to the liquidation. 

)withdrawal shares in a Federal savings and loan association ex- 
changed for withdrawal shares in a State building and loan associ- 
ation& A party to a reorganization. (See Rev. R&ul. 54-1!)8, p. 106. ) 

REGNI. . &&T&oxs 11 8& Src'rlox 89. 112(b) (9) — 1: Stock Rev. Rul. 54-65 
for stock of same corporation. 

(Also Section 112 (g), Section 8&). 112 (g)-1. ) 
Special stocl& of one series exchanged for special stock of another 

series issued by the san&e corporation operating as a regulated 
investment c&uupany, where each series is &vholly dependent for its 
earnin& s and li&luidat!ng value upon entirely different underlying 
assets, gives rise to a taxable sin or deductible loss on the exchange. 
The fact that a plan of reorganization provides that such conversion 
may be made within 90 days after the effective date of a corporate 
recapitalization will not make the exchange nontaxable under the 
provisions of section 112(b) (3) of the Internal Revenue Code. 

Advice is requested relative to the eRect, for Federal income tax 
purposes, of an exchange by a holder of special stock of one series 
ln a regulated investrnelit company for special stock in another series 
issued by the same company under circumstances set forth below. 

The certificate of incorporation of the M Company, organized and 
reglsteled As a regulAtecl investlr&ent, company As &1efinc&1 1&1 section 861 
of the Internal Revenue Code, authorizes the issuance of 1x shares 
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of common stock and 1000m shares of special stock, the latter to be 
issued in one or more series pursuant to action by the Board of Direc 
tors. The Board of Directors subsequently authorized the issuance of. 
the special stock in several series. Each share of each class of stock 
has eqital voting rights with all other shares of all other classes. Each 
series is named for the type of investments pur hased with the funds 
obtained froin the sale ot the special stock of that series. The under- 
lying assets of each series, representing the investment of the proceeds 
from the sale of shares ~and the undistributed earnings and profits 
therefrom are segregated upon the books of account. The holders of 
shares of any designated series have no interest in the assets or income 
of any other series. Each series is charged with its equitable pro- 
portions of the expenses and liabilities of the corporation. Shares of 
any series are redeemable at their current net asset value and are also 
convertible into shares of any other series at their relative net asset 
values. 

Pursuant to a plan of reorganization the management of the M 
Company proposes to eliininate the various series of the old special 
stock by reclassifying the capital structure into three general manage- 
ment series. The shares of all previously existing series of special 
stock will be reclassified according to the type of investment repre- 
sented thereby into shares of one of the three new categories. The 
conversion privileges of the old series will be eliminated. However, 
the plan provides that for a limited period of 00 days after the effective 
date of the recapitalization a hohler of shares of any of the three new 
series may convert them into shares oi either of the other series at net 
asset value. Immediately prior to the reorganization all accumulated 
incoine and net realized capital gain in each of the old series will be 
declared payable to the stockholders as ordinary income and as capital 
gain dividends. 

The question presented is whether (1) the reclassi6cation of the 
existing classes of special stock at the date of recapitalization and (9) 
the conversion of the new stock into shares of either of. the other series 
of new stock within 00 days after the elrective date of the recapitaliza- 
tion will constitute exchanges of property within the meaning of 
sections 119 (a), (b) (2), and (b) (3) oi the Code which read as 
follows: 
SEC. 112. RECOGNITION OF GAIN OR LOSS. 

(a) GRNRRAI, Rurz. — Upon the sale or exchange of property the entire amount 
of the gain or loss, determined under section 111, shall be recognized, except as 
hereinafter provided in this section. 

(b) ExcHAlvGRs SQLKLY IN KIND. — 
(2) STocK FoR sTocK oF sAMF. coRPQRATI0N. — No gain or loss shall be 

recognized if common stock in a corporation is exchanged solely for common 
stock in the same corporation, or if preferred stock in a corporation is ex- 
changed solely for preferred stock in the same corporation. 

(3) STocK Fos sTocK ov RRCRGANIZATIov. — No gain or loss shall be recog- 
nized if stock or securities in a corporation a party to a reorganization are, 
in pursuance of the plan of reorganization, exchanged solely for stock or 
securities in such corporation or in another corporation a party to the 
reorganization. 

On the basis of the foregoing it, is held that the reclassification of the 
existing ckasses of special stock pursuant to the plan described will 
constitute a reorganization within the meaning of section 112(g) of 
the Code. Accor~dingly, uncler the provisions of section 112(b) (3) of 
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tl'e Code, no taxab]e gain or deductible loss wi]] be recognized to a 
holder ot special stock as the result of the exchange by hi!», pursuant 
to the plan, of such stock for the ncw reclassified stocl', except that 
gain will be recognized in an ausount not in excess of cash received in 
lieu of fractional shares. 

)Vith respect to the rights granted under the plan of reorganization 
to convert new stocl. - into either of the other series of new stock within 
00 davs after the effective date of the recapitalization it is held that 
such exchanges». i]l not qualify for tax-free treatn!ent under section 
112(b) (8) of the Code. Section 80. 112(g)-1 of Regulations 118 pro- 
vides in part that a p]an of reorganization must contemplate a trans- 
action specifical]y described as a reorganization in section 112(g) to 
c]aim nonrecognition under section 112(b) (ll). In the instant case 
the conversion prii ilege granted to ho]ders of new stocl- to exchange 
such stock for other stock of a ditFerent series within a limited tinge 
after the e]Fective date of the plan cloes not appear to be an essential 
part of the plan of reorganization but rather an independent trans- 
action»hereby the stockholders are given the election to exchange 
their holdings for others of their choice. In this connection see ACI'- 

Brill. 

lIotors Co. v. Com&n~'sn'oner, 14 "I'. C. 263, a[firmed 180 Fed. (2) 
704& certiorari denied, ?&42 U. S. 880, and American J& antam Car Co. v. 
Commiss!'oner, 11 T. C. 807, afhrmed, 177 Fed. (2d) 513, certiorari 
deniecl, 880 U. S. 020. 

It is held further that the exchange of the new sKock in the instant 
case for new stock of another series does not meet the requirements of 
section 112(b) (2) of the Code. The right of conversion granted by 
the plan of reorganization is not the right to convert the stock he]d, 
share for share, for stock oi another series, but only the right to obtain 
the number of shares of another series equal in value to the market 
value of the shares to be exchanged. AForeover, the exception to 
recognition of gain or loss provided by section 112(b) (2) of the Code 
is applicable only»-hen common or preferred stock is exchanged fo 
like stock in the same corporation. 

The special stock in the instant case, both before and after the re- 
capitalization is not common stock since the holders thereof clo not 
share ratably either in the earnings of the corporation or in its assets 
on liquidation, it being specifically provided that the holders of shares 
of any designated series have no interest in the assets or income of any 
other series. Furthermore, the certificate of incorporation provides 
for the issuance of common stock, which stock has the norma] charac- 
teristics of common stock and is entire]y separate and distinct from any 
of the classes of special stock therein considerecl. Neither is the 
special stock a preferred stock since the holders thereof are not pre- 
ferred as to dividends out of the entire earnings of the corporation 
and are restricted to the earnings of the segregated assets representing 
his particular class of special stocl-. Li]rewise the holder of special 
stock has no preference in the general assets of. the corporation on 
liquidation& excepting the right to share ratably». ith other members 
of his class in the segregated assets representing that particular class 
oi'special stock. Consequently an exchange of special stock for special 
stock of a difFerent series represents a taxable exchange of property, 
the gain or loss from which wou]d not be prec]uded from recognition 
for Federal income tax purposes by section 112 (b) (") of the Internal 
Revenue Code. 
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IlEGEIATIGNs 118, SEcTIoN 39. 112(b) (5) — 1: Trans- 
fer of property to corporation controlled by 
transferor. 

Transfer of property to a corporation controlled by transferor as 
the lirst step in the exec»tio» of a ti ansaction in which the transferor 
loses control of such a corporation. (See Rev. Rul. 54 — 96, p. 111. ) 

I~EGIII, ATIGNs 118, SrcTInx 89. 112(b) (6) — '3: Liqui- 
dations covering more than one taxable year. 

Regulations 118 amended. (See T. D. 6059, p. 80. ) 

REGUI. ATIOIvs 118, SEOTION 89. 112(b) (7) -4: Treat- Rev. Rul. 54 — 244 
ment of gain. 

The taxpayer has obtained the majority of the capital stock of a 
growers' marketing cooperative association which was incorporated 
in the State in which it operates and whIch has been held to be exempt 
for Federal income tax purposes under the provisions of section 
101(12) of the Internal Revenue Code. The taxpayer proposes to 
liquidate the corporatio». The books of the association show no 
earned surplus bu4 there is capital stock outstanding which was issued 
to grosvers purs»ant to a revolving fund agIeeme»t. In accordance 
with such agreement the association each year retained portions of 
amounts due growers for crops and issued stock therefor having par 
value equal to the retained portion. The association then used such 
retentions in its business. Growers have reported the face anIount of 
the stock received as part of income from crops each year. Held, 
that the value of the above-described stock does not represent earn- 
ings and profits of the association within the meaning of section 
112(b) (7) (E) of the Code. 

REGULATIoÃs 117, SEOTION 39. 112(b) (11) — 2: Lllnlta- 
tions upon the application of section 112(b) (11). 
No gain or loss will be recognized to either corporation a party to a 

reorganization or to their shareholders. (See Rev. Rul. 54 — 139, 
p. 105. ) 

SECTION 112(f). — RECOGNITION OF GAIN OR I. OSS: 
INVOLUNTARY CONVERSION 

REGIJI. ATIoÃs 118, SEc~IoN 39. 112(f) — 1: Invol- 
untary conversion where disposition of the 
converted property occurred after Decem- 
ber 81, 1950, 

IIegulations 118 amended. (See T. D. 6059, p. 80. ) 
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SECTION 112(g). — RECO('NITION OI' ('AIN OR I. OSS: 
DEEINI'I'ION Ol' REORGAN IZ. lt T1ON 

REGvL. vTIoxs 11S) SrcTIGN 89. 112(g)-1: Purpose 
and scope of exception of reorgu»ization ex- 
changes. 

(Also Section 112(b), Section 39. 112(b) (11)-2; 
Section 118(a), Sectio»s 89. 118(a) (7) — 1, 
89. 118(a) ('~'&) — 1; Section 115(a), Sectiou 
89. 115 (a) — 3. ) 

Rev. Rul. 54 — 189 

5I orporation hns outstanding o, sfio shares of common stock, 
all of which is owned by one stock)iolder. It. is engaged in two 
diverse fields of mnnnincturing endeavor wh ch the corporation 
feels should be separated in oriler to insulate each endeavor froru 
the liabilities of the other. tu Corporation proposes to organize a 
nem corporation and transfer to it all of the assets used in one line 
of endeavor, subject to certain liabilities, in exchange for all of the 
nem corporation's stocl. -. Such stock mill be distributed to the sole 
sto«1-holder of XI Corporation, who has no present intention of liqui- 
dating either corporation or disposing of its stock. Held, such 
transfer and exchange will constitute a reorganization within the 
meaning of section 112(g) (1) (D) of tbe Internal Itevenue (:ode. 

Advice is requested with respect to the tax consequences for I&'ederal 
income tax purposes of a proposed "spin-oN' reorganization herein- 
after described. 

M Corporation has outstanding 2, 500 shares of common stock, all 
of which is owned by one stockholder. It is engaged in two diverse 
fields of endeavor, each of wllich is operated as a, branch of the cor- 
poration. One branch manufactures specially designed electro»ic 

roducts for the United States Government; the other branch manu- 
actures and sells air conditioners. The air conditioner branch has 

a separate sales force and separate production workers. M ('orpora- 
tion feels that the two branches should be separated in order to insulate 
each from the liabilities of the other. The electronics branch is vola- 
tile in nature and depends upon Government contracts, ecouotnic 
conditions, and changes in world aNairs. The air conditioner bra»ch 
is subject to litigation involvi»g claims of patent infringement. 

M Corporation proposes to organize a new corporation and transfer 
to it the assets of one of the branches in exchange for all the capital 
stock (consisting solely of common stock) of the new corporation. 
Such stock will then be distributed to the sole stockholder of ll Cor- 
poration without the surrender by him of any of his stock in the latter 
corporation. The sole stockholcler has no present intention of sclli»g 
or otherwise disposing of any of the stock of either corporation or of 
liquiclating either corporation. 

Both corporations will continue to operate as separate entities, and 
in oeneral they will have separate personnel and facilities. IIoivever, 
M Corporation will continue to manufacture a small proportion of the 
parts used by the new corporation, and in the event of common use of 
facilities and employees the costs and salaries will be allocated be- 
tween the two corporations on an equitable basis. Any sales by M 
Corporation to the new corporation will be etTected at fair nutrket 
prices. 
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Section 112 of the Internal Revenue Code provides in part as follows: 
(g) DEFINITION oa Etao»GANIZATIoN. — As used in this section 

(1) The term "reorganization" means * ~ ~ (D) a transfer by a cor- 
poration of all or a part of its assets to another corporation if immediateiy 
after the transfer the transferor or its shareholders or both are in control 
of the corporation to which the assets are transferred " ' ~ 

Sec(ion N. 112(g)-1 of Regulations 118 provides in part that, the 
purpose of' the reorganization provisions of the Internal Revenue Code 
is to except from the general rule with respect to the recognition of 
gain or loss certain specifically described exchanges incident to re- 
adjustment of corporate structures as are required by business exigen- 
cies and which effect only a readjustment of continuing interests in 
property under modified corporate forms. Requisite to a reorganiza- 
tio» under the Code are a continuity of the business enterprise under 
the modified corporate form, and a continuity of interest therein on 
the part of those persons who were the owners of the enterprise prior 
to the reorganization. 

It is held that the transfer by M Corporation of the assets of one of 
its branches, subject to liabilities pertaining to that branch, to the 
new corporation in exchange solely for all of the stock of the latter 
will constitute a reorganization under section 112(g) (1) (D) of the 
Internal Revenue Code. No gain or loss will be recognized to either 
corporation as a result of the reorganization; and no gain or loss will 
be recognized as a result of the receipt by the sole shareholder of the 
stock of the new corporation. The basis of the assets acquired by the 
nevv corporation will be the same as the cost or other basis in the hands 
of' M Corporation; and the cost or other basis to the sole shareholder 
of the stock of M Corporation will be allocated between the stock of 
M Corporation and the stock of the new corporation acquired as a 
result of' the transaction. A proportionate part of the accumulated 
earnings and profits of M Corporation mill be allocable to the new 
corporation. See Revenue Ruling 270, C. B. 1053 — 2, 35. 

RrovnATIoNs 118, SEcrzoN 80. 112 (g) — 1: Purpose 
and scope of exception of reorganization 
exchanges. 

(Also Section 112(b); Section 113(a), Section 
80. 113 (a) (0)-1; Section 115 (a), Section 
80. 115 ( a) -3. ) 

Rev. Rul. 54-193 

The M Association, for bona fide business reasons, proposes to convert itself from a Federal savings and loan association into a 
building and loan association u»der the laws of Califor»ia pursuant to the provisions of the Building and I. oan Association Act, as 
amended, Chapter 299, Statutes of Califor»ia, and section fi(i) of the Iiome Owners' Loan Act of 1!)33, as amended, 48 Stat. 128. Ifelrf, the conversion of M Association into a State association will constitute a nontaxable reorganization within the purview of sec- tion 112(g) (I) (Ic) of the Internal Revenue Code. 

Advice is requested with respect to the tax consequences, for Federal 
income tax purposes, of a proposed reorganization hereinafter 
described. 

The M Association, a Federal savings and loan association, char- 
tered pursuant to the Iionie Oivners' Loan Act of 1MB as amended 
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48 Stat 128, desires to convert itself into a, building and loan associa- 
tmn under the laws of California& pursuant to the provisions of section 
12 12 of the Building and Loan Association Act, Chapter 209, Statutes 
of California, 198], as added by Chapter 527, Statutes of California, 
1989, and section 5(i) of the Home Owners' I. oan Act of 1Ã8, supra, 
as amended by I-'ublic Law 895, Eightieth Congress, second session, 
C2 Stat. 1289. The members of the association are those persons 
having money deposited (investor members) and persons who have 
borrowed money from it (borrower members). The interests of in- 
vestor members are evidenced by investment share account certificates 
or by saving share account books (which will both be referred to 
herein as slmre accounts). 

By vote of approximately 80 percent of all members of M A. ssocia- 
tion entitled to vote, a plaii of conversion into a State association has 
been adopted and duly approved by the Home Loan Bank Board, the 
Federal Saving and Loan Insurance Corporation, and the building 
and loan commissioner of California. This plan is, in substance, a~s 

follows: The AI Association will issue to its members, in lieu of their 
present share accounts, withdrawable shares provided for by section 
8. 02 of the Building and Loan Association Act, in the same with- 
drawal value as their interests in the Federal association, and all 
borrower members of the Federal association will become borrower 
members of the State association. The amended charter will provide 
for additional capital secured by the sale. after the conversion to a 
State association, of guarantee capital stock, as authorized by section 
4. 01 of the Building~and Loan Association Act. The withdrawable 
shares after conversion vill continue to have voting rights, but the 
owners of guarantee capital stock will have sufficient voting right to 
elect a majority of the board of directors. 

The guaranteed capital stock will be of par value of $100 per share 
and overed at $110 per share, subject to the following preemptive 
rights of owners of share accounts: 

(a) For a period of 00 days after notice, each of the owners of 
share accounts who were such. owners of record on the day the 
permit to convert is applied for slrall be entitled to subscribe at 
$110 per share to any number of shares of the guarantee stock. 

(5) Stock purchase v arrants are to be issued to share account 
holders for use in the event of an oversubscription for the guar- 
antee capital stock, but not other's ise. Each share account holder 
will receive warrants for the purchase of guarantee stock of a par 
value equal to 2 percent of the withdrawal value of his share 
account with fractional warrants issued down to ~bazoo of a share. 
However, on subscription, only full shares of guarantee capital 
stock can be purchasecl. 'Ihese warrants are assignable without 
restriction during the 60-day period open for preemptive sub- 
scri ption by slrare account holders. Thereafter, the warrants may 
be sold only to share account holders who have subscribed for the 
guarantee stock. Subscriptions based upon warrants must be at 
$110 per share. 

(c) Guaranteed shares not allocable pursuant to warrants will 
be allocated to subscribing share account holders in the ratios of 
the values of their share accounts to the share accounts of other 
subscribing share account holders, adjusting for subscription war- 
rants which these subscribing share account holders have received. 
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(d) If there is an under subscription to the guarantee stock 

by the share account, holclers at the end of the 60-day period al- 
lowed them for preemptive action, then the unsubscribed-for 
stock may be sold as the directors of the converted association may 
direct, but at $110 per share. 

After the sale of guarantee stock has been completed, there will be 
issued to each share account holder a ('ertificate of Contingent Interest 
in Conversion Surplus. These certificates will be issued in the amounts 
of each share account holder's pro rata share in the accumulated sur- 

plus of the association at the date of conversion to a State association. 
'I'he certificate holders will lrave a right to have this surplus set apart 
as a special reserve, usable by the association but not distributable to 
shareholders until after 15 years from the date of the conversion to 
a State association. If at any time during this 15-year period the 
association is liquidated, or its assets are sold in bulk, then each cer- 
tificate holder who is at such time a holder of withdrawable shares 
in the association shall be entitled to receive, in addition to his with- 
drawable share in the funds of the association, that part of the con- 
version surplus reserve represented by his certificate of contingent 
interest. These certificates are not assignable separately from the 
withdrawable shares in connection with which they are issued. 

Section 5(i) of the Home Owners' Loan Act, supra, as amended, 
provides in part that a Federal savings and loan~association may con- 
vert itself into a State-chartered institution upon an equitable basis, 
subject, to approval by regulations, or otherwise, by the Home Loan 
Bank Board and by the Federal Savings and Loan Insurance Corpora- 
tion. Section 12. 12 of the Building and Loan Association Act, supra, 
as amended, provides in part that any Federal savings and loan associ- 
ation may convert itself into a building and loan association under the 
laws of California upon a vote of 51 percent or more of the votes of 
members of such Federal savings and loan associa(, ion cast at any 
regular or special meeting called to consider such action. 

Section 12. 12 of the Building and Loan Association Act~ sBpl a, as 
amended, further provides that. the conversion to a State association 
becomes efFective upon the taking out of a charter under such act and 
giving the requisite notices. Thereafter, the association ceases to be a 
Federal savings and loan association and ownership of all of. its 
properties vests by operation of law in the State association without 
any transfer of title or other conveyance. It is expressly declared in 
such section that the State builcling and loan association shall be merely 
a continuation of the Federal savings and loan association under a new 
name and a new jurisdiction. 

Section 112(g) of the Internal Revenue ('ode provides in part as 
follows: 

(g) DssIKITION OF REORGANIZATION. — As nsed in this section 
(1) The term "reorganization" means * * ". (Y) a mere change in 

identity, form, or place of organization, however effected. 

In the instant case the conversion of the M Association into a State 
association meets the requisites of a nontaxable reorganization within 
the meaning of section 112(g) (1) (F) of the (. 'ode, and will result in 
no gain or loss to either association. Cf. 6. C. M. 24423, C. B. 1945, 
145. The assets will have the same basis in the hands of the State 
association as in the hands of the Federal association. 
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-' o gal&i or loss will be realized by the investor members of tlie 
Federal association upon the issuance to tlieni of the withdrawable 
shares of tlie State association, together vvith the certific;ites of con- 
tingent inteiest in the conversion surplus of tlie association. ]n cases 
where subscription rights are not exercised or sold) the basis of the 
withdraivuble shares in the State association;ind the certificates in 
conversioii surplus mill ba the same as tlie cost or. other of the shaic 
accounts converted. In cases where subscription riglits or warrants 
are exercised or sold, tile cost or other basis of tlie share accounts 
converted will be apportioned betiveen (1) tlie withdraivable shares in 
the State association and the certificates in conversion surplus (they 
being not assi&&nable separ;itely)) and ( &) the subscription rights or 
warrants which are exercised or sold, in proportion to the respective 
values thereof at the tinie the rights or m;irrants aie issued. bz'o gain 
or loss mill be realized by the investor members of the Federal associa- 
tion upon receipt, of the subscription rights or marra»ts to purchase 
guarantee capitiil stock of' the State association, at the tin&e the ivar- 
rants become operative, or at the time the subscription riglits or 
warrants are exercised. The basis of the guarantee stock purchased 
by an investor will be measured by the subscription price thereof plus 
the basis of the share accounts of the Fecleral association which is 
apportionable to the subscription riglits or warrants exercised. The 
investor members of the Federal association vvho purchase subscription 
rights or warrants mill realize no gain or loss upon receipt of sucli 
ri«hts or warrants or upon the exercise of such rights or warrants. 
The earnings or profits of the Federal association at tile conversion date 
will become earnings or profits of the St;ite association available for 
dividends. 

REGIH ATIoNS 118) SI cTI&&N 39. 112 (g) — 1: Pur- 
pose and scope of exception of reorganization 
exchanges. 

Exchange of speciil stock in a regulated investment company for 
special stock in another series issued by the same conipany. (See Rev. 
Rul. 54 — 65) p. 101. ) 

Rev. Rul. 54-13 REGULATIONS 1 1 8) SEcTIox 3&9 1 1 2 ( g) 2 Dcfinl 
tion of ternls. 

(Also Section 112(b) (3). Section 39. 112(b) (3)— 
(5); Section 113(a) (6), Section 39. 113(a)- 
(6) -1. ) 

The rearrangement of the &spital structure of &I Corporation in 
order to iucrease the con&&non stock interest of one of its younger 
executives, in accoi dan& e &vith a proposed plan of reorganization 
under v&hich the corporation u ill issue new sec&m&1 prefer&cd stock 
in exchange for connnon stock held hx a cer. ain gr&mp of present 
shareholders, mill constitute a "recapitalization" and, ti&erefore, a 
reorganization within tlie meaning of section 112(g) (1) (L) of the 
Interns' Revenue Code. 

Advice is requested relative to the treatment for Federal income tax 
purposes of a proposed rcorg&anization of tlie AI ('vrporation. 

815859' — 54 — 8 
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The M Corporation manufactures women's highly styled shoes. The 
capital stock of the M Corporation consists of $100 par value 4 percent 
i!onvoting cumulative preferred stock, and $100 par value common 
stock. A owns approximately 30 percent of each class of stock. B 
owns approximately 56 percent of each class of stock and three mem- 

bers of B's family who are not active in the management of the cor- 
poration own an additional 14 percent of Hxe stock. B is 65 and A 
is 47 years old. 

A. and B have both been with the company since its incorporation. 
The operation of' the corporation requires considerable management 
skill and ability, and the growth of the corporation is due largely to 
A. 's efForts and abilities. A's abilities and continued interest are con- 
sidered necessary to the future success of the company. A is dis- 
satisfied with the fact that his common stock equity in the corporation 
is less than B's notwithstanding that he makes at least as great a 
contribution to the success of the company. In view of the fact that 
the company desires to retain A. 's services and the fact that the present 
arrangement is not conducive to maximum efFort on A's part or to his 
contiriuing with the company, it is proposed to increase A's common 
stock interest in the corporation to 40 percent at this time. (The 
stockholders 'have also agreed that after B's death A's common stock 
interest v ill be increased to 50 percent through a rearrangement of 
the capital stock at such time. ) In order to rearrange the capital 
structure of the corporation to efl'ect an increase of A's common stock 
interest to approximately 40 percent at, this time, the following 
transaction is proposed: 

(1) The corporation will amend its charter to authorize the issue of a num- 
ber of shares of a new 4 percent cun&ulative second preferred sto&. k having a 
par value of 8100. The preferred stock presently authorized will be designated 
as "first preferred stocl-. " The second preferred stock will be entitled to cumula- 
tive dividends of 4 percent per annum and will be callable at, and entitled in 
liquidation to, yar value plus accrued dividends. The second preferred stock 
will be subordinate to the first yreferred stock but yreferred over the couimon 
stock as to dividends and assets in liquidation. 

(2) The corporation will issiie the new second preferred stock to the other 
four stockholders (in proportion to the common stock held by each) in exchange 
for a sufiicient number of their shares of cominon stock to effect an increase in 
A's common stock interest to 40 percent of the common stock outstanding after 
tl'e exchange. The exchange will be made on the basis of one share of second 
preferred stock for an amount of common stock representing 8100 of book value 
on the date the plan is made effective. Ão change will be made in the number of 
shares of stock held by A. 

(8) The corporation will transfer from its earned surplus account to its capital 
stock account an ainount sufficient to reflect the increase in tlie par value of 
its outstanding stock resulting from the exchange. 

Section 119 (g) (1) of the Internal Revenue Code provides in part as 
f ollows: 

(g) DKFIlvITIoiv os RnosGAAIzaTION. — As use&1 in this section 
(1) Tbe tcriu "reor "anization" means * * * (E) a recayitaliza- 

tion 

Section 89. 112(g) — 1 of Regulations 118 provides in part that the 
purpose of the reorganization provisions of the Internal Revenue 
Code is to except from the general rule certain specifically described 
exchanges incident to rea&l]usttnent of corporate structures which 
effect only a readjustme»t of. continuing interests in property under 
niodified corporate forms. Requisite to a reorganization under the 
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nre n, continuity of the bttsiness enterprise uncler t]te modifie&1 
corporate form, and a continuity of interest therein on the part of. 
those persons ir]to were the owners of the enterprise prior to the re- 
organization. 

It is held that issuance by the M Corporation of the new]y author- 
iz& d second preferred stock in exchange ior part of its con&mon sto&. l. 
will constitute a reorganization under section 112(g) (1) (E) of the 
Code. No gain or loss will be recognized to the stockho]ders as a 
resu]t of the receipt by them of the se&. 'ond preferre&l stock in exchttnge 
for a portion of their con&mon stock (sec. 11'&(b) (8) of the Code); 
n]so, no gain ivi]] be recognized to A. The bnsis to the recipients oi 
the new second preferred stock vill be the same ns the cost or other 
bnsis of the common stock exchnnged theretor (sec. 118(a) (0) of the 
Co&le). The reor»anizntion 1ri]] not diminish tile nccumu]nted earn- 
irgs and profits oi tile corporation ar;&i]able for dividends within tlte 
»te~aning of section 115(n) of the Code. 

This ~ru]ing shall not be consiclered ns in nny wny afFecting the pos- 
sible application of section 1()2 oi the ('ode. I'urthertnore, opinion is 
reserved whether the l&roposed transaction wi]] constitute a gift from 
the other stockholders to A or from A to the other stockholders or the 
payment of compensation to any of the stockholclers of the Corpora- 
tion in the event it is ultimately determined thnt on the date that the 
exchange is consummated there is a disparity in value between the 
stock surrendered and the stock receivecl in exch tnge theref'or. Opin- 
ion is also reserved on the trenttnent for It edernl in&. 'ome tax purposes 
of any sale or trn»sfer (other than by bona fide hypothecation) by a 
shareholder of all or n»y part oi the new second preferred stock 
issued by the con&pnny, or of n reclemption of such stock in the hands 
of either the origittal holder or a purchaser or tr;tnsferee thereof. 

RFrctr, . n'roxs 118, Sacr&ox 80. 112( ) — 2: Defini- Rev. Ru]. 54-&)0 
tion of terms. 

(Also Section 112(b), Section 39. 112(b) (5&)-1. ) 
A series of prearranged and integrated steps hv which a corpo- 

ration transfers part of its assets to a new corp»ration in exchange 
for all the stock of the new corporation and th& n transfers such st»& k 
to an unrel &ted corporation for 20 percent of the voting stock of 
snch corporation is treated, for 1'ed»rat income tax lmrposes, as a 
sir le transaction, and docs not constitute a nontaxaltle reor"aniza- 
tion as deftned in section 112(g) (1) (D) of the internal Revenue 
Code or a n»ntaxable transfer un&ler section 112(b) (5) of the Code. 

Advice is requested vrhether the trnnsnction described be]ow consti- 
tutes either a nontaxable reorg;tnization under section 112(g) (1) (D) 
of the Internal Revenue Code or a tax-frce excltnrtge under section 
112(b)(5). 

X Corporation was engaged in two sepnrnte businesses. In 1951 X 
Corporation organized a new corporation, the Y Corporation, and 
transferred to it all the assets pertaining to one of such businesses 
(subject to applicable liabilities) in exchange for all of the stock of 
Y. X thereupon, and as a part of a prearranged plan, transferred all 
of the stock of Y to the Z Corporation, an unre]ated corporation that, 
]tas been engaged in business for many yettrs, it) ex& lunge for ~rhich 8 
issued to X 20 percent of 2's votin«stock. 



Section 112(g) (1) (D) of the Internal Revenue Code provides that 
the term "reorg~anizatio»" includes a transfer by a corporation of all 
or a part of its assets to another corporation if immediately after the 
transfer the transferor or its shareholders or both are in control of the 
corporation to which the assets are transferred. Section 112(b) (5) 
l rovides in part that no gain or loss shall be recognized if property is 
transferred to a corporation by one or more persons solely in exchange 
for stock or securities in such corporation, and immediately after the 
exchange such person or persons are in control of the corporation. 
Section 112(h) defines the term "control" to mean the ownership of 
stock possessing at least 80 per centum of the total combined voting 
power of all classes of stock entitled to vote and at least 80 per centum 
of the total number of shares of all other classes of stock of the 
corporation. 

The two steps of the transaction described above were part of a pre- 
arranged integrated plan, and may not be consiclered independently of 
each other for Federal income tax purposes. See Helvering v. Bash, - 

f ord, 802 U, S, 454, Ct. D. 1200, C. 13. 1088-1, 286; 3Iinnesota Tea Co. v. 
IIelverinq, 802 U. S. 600, Ct. D. 1805. , C. 13. 1088-1, 288; and Basic& v. 
Commissioner, 85 F. (2d) 8 (2nd Cir. 1066), cert. den. 200 U. S. 592, 

Since as a result of the whole transaction the X Corporation was not 
in control of the Y Corporation after transferring a part of its assets to 
that corporation, the transacthm did not constitute a reorganization as 
defined in section 112 (g) (1) (D), nor did it constitute a tax-free trans- 
fer under section 112(b) (5). Similarly, section 112(g) (1) (13) is 
not applicable, for in net eRect X transferred part of its assets to Z 
in exchange for a part of the Z stock, rather than all the stock of a pre- 
viously existing corporation. It is immaterial whether the transac- 
tion is treated as consisting of two taxable steps (a taxable exchange by 
X of part of its assets for the stock of Y followed by a taxable ex- 
change by X of Y stock for Z stock) or whether it is treated as a 
single taxable transaction (in substance a taxable transfer by X of 
&;»t of its assets to Z i» exchange for 20 percent of Z's stock, followed 
y a nontaxable transfer by Z of the newly acquired assets to Y in ex- 

change for Y's stock). In eit). er case the X Corporation has realized 
gain or loss measured by the diRere»ce between the fair market 

v;&l»e of the Z stock received by it and the basis in its hands of the as- 
sets transterred. The basis of the stock of Z in the hands of X will 
be equal to the fair market value of said stock at the time it is received. 
The basis of the stock of Y in the hands of Z will be its fair market 
~ alue at the time it is received by Z. The basis to Y Corporation of 
the assets received by Y will be their fair market value at the time 
of receipt. 

SECTION 112 (n). — RECOGNITION OF GAIN OR I OSS: 
GAIN Ii ROM' SALE OR EXCEIANGE OF RESIDENCE 

Ri:rULAnoxs 118, SlcnoN 80. 112(n) — 1: Gain Rev. Rul. 54 — 156 
from sale or exchange of reside»ce. 

Where a taxpayer sells the land on which his principal residence is 
located, and within thc periocl begi»»ing 1 year prior to the elate of 
the sale a»d e»di»g 1 pear after such date he purchases another lot 
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ancl »oves tl e old house to the nerv lot and uses it as his principal 
residence, the provisions of section 112(rr) of tire Irrternnl Here»ue 
(. 'ode, relating to the nonrecognition of gain from tire sale or exchange 
by a taxpry& r of his principal residence, are appli& able to tire snle of 
the land. The gain realized from such sale will be recognized only 
to the extent that the selling price of the ln»d exceeds the cost of 
purchasing the new lut, plus the cost of rnovirrg the house, the con- 
struction of necess&rry foundation supports, plumbing nnd electricnl 
installntions, as well ns the cost, of otlrer improvements at tire net 
location made within the period begin&ring 1 yerrr prior to the date of 
sale nnd ending 1 year after such date. 

SF('TION ill. — ADJUSTED BASIS FOR DETERMINING 
GAIN OR LOSS 

Rrrucr. nrruxs 118, Sncrrrov 80. 118 (a) — 2: General 
rule. 

Basis of time pnyment installment accounts receivable. (See Rev. 
Rul. 54 — IS, p. 119. ) 

SECTION 118 (a) . — AD JUSTED BA SIS FOR DLTERMINIXG 
GAIN OR LOSS: BASIS (UNADJUSTED) OF PROPERTY 

Rror&z. nYroxs 118, Sacr'rox 80. 118(n) (5)-1: Basis Rev. Rul. 54-97 
of property acquired by bequest, devise, or 
inheritance. 

For tire purpose of determining thc basis under section 118(a) (5) 
of the Interrral Revenue Code of property tr:rnsmitted at &lenth (for 
determining gain or loss on the sale thereof or the deduction for 
depreciation), the value of th: prolrerty as determined for the pur- 
pose of the Federal estate tax shall be d emecl to be its fair market value 
at the time of acquisition. Except where the taxpayer is estopped by 
his previous actions or statements, such v;rlue is not conclusive but is 
n presumptive value which mny be rebutted by clear and convincing 
evidence. Cf. Rev. Pu1. 5-" -10, p. 24. 

REGrrLATIoxs 118, Sr&err&&i 89. 118(a) (5) — 1: Basis 
of property acquired by request, deviser or in- 
heritance. 

Basis of an annuity provided by an election of a member of the 
uniformed services under the Lniformecl Services Contingency Op- 
tion Act of 1058. (See Rev. Hul. 54 — 144, p. 15. ) 
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HEGULATtoNs 118, SEcnoN 39. 113(a) (6) — 1: Prop- 
erty acquired upon a tax-free exchange. 

Withdrawable shares of a State building and loan association re- 
ceived in exchange for withdrawable shares in a Federal savings and 
loan association l&»rsuant to a tax-free reorganization of the associa- 
tion. (See Rev. Rul. 54-193, p. 106. ) 

RK&&Ui ATioNs 118, SscTIoN 39. 113(a) (7) -1: Prop- 
erty a&quired by corporation in reorganization 
after December 31, 1917. 

Idnsis of assets acquired by new corporation in a reorganization 
under section 112(g) (1) (D) of the Internal Revenue Code. (See 
Rev. Rul. 51 — 139, p. 105. ) 

SECTION 114. — BASIS FOR DEPRECIATION 
AND DKPLL&'TIOX 

REGULATION 118, SEcrroN 39. 114 — 1: Basis for 
allowance of depreciation and. depletion. 

Meaning of the term "ordinary treatmc»t processes" in the manu- 
facture of bricl- from slrale and briclr and tile clay. (See Rev. Rul. 
54 109& p 62) 

SECTION 115. — DISTRIBUTIONS BY CORPORATIONS 

R FGUr, A rioN s I 18, SEGTIGN 39. 115 (c) — 1 ANn 
39. 115(i): Distributions in liquidations. 

Rev. Rul. 54-230 

The redemption of capital stock of a corpora(ion pnrsuant to an 
agreement with its stockholders whereby the pro«eeds of certain 
insurance policies purchased by the corporation on the life of each. 
stockholder will be use&1 by the corporation to redeem the capital 
stock held by the estate of the stoci&holder, in case of death, will 
constitnte a partial liquidation within the meaning of section 115 
(c) and (i) of the Internal Revenue Code. The anionnt received 
by the estate upon surrender uf the capital stock will be treated as 
in payment in exchange for the stock as provi&led by section 115(c) 
and gain or loss will be determined under section 111, subject to 
the provisions of section 117 of the Code. 'I'he ex«& ss of the insur- 
ance pro&eeds received by the corporati&m over the aggregate smn 
of ti&e prcmin&ns paid &vill constitnte e:&rnings and profiis of the 
&oi'poration available for distribution within the n&enning of sec- 
tion 115 (a) aud (b) of the Code. 

Advice is requested &vith re«ard to the eA'ect, for I& ederal income tax 
piirposes, of a proposed redeinption by a corporation of that portion 
of its capital stock held by the est;ite of a deceased stockholder. 

At the time of death the decedent owned 4, 420 slinres of stock of 
the corporation. In addition to tlie stock now iield in the decedent's 
estate, enrh of the five brothers of the decedent owns 4, 420 shares of 
s(o«k of lhe cori)»i:&( io», nn&1 the renini»i»«7, 530 shares of the cor- 
poration nic owiied by X Coi liorntio». L&'nch of the five brothers owns 
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16/3 peicent of the sto&k in X Corporation and the rcmaiiii«g 1()"-, l& 

per ent » nivned by the es(«te of the decedent. 
Tlie cori&or«tinn ha&] entered into «n a«reemerit wi(h ifs stocklinld- 

ers for the «c(]uisitinn of that portion of its c«1&i(al stock he]&1 by a 
deceased stockho]der iit time of death. I'«i su;iiit to tlie;i«reemeiit 
each stockholder;i&rrees to sell and the corporation a&rrees tn p«rch«se 
as much of its capital stock belon«iiig to a deceiise&] stockhnl&]er as tlie 
proceeds nf tlie i»siir«nce policies purch«sed by tile & ni pnr«(inn on 
the life of suc'h stock]in]&]er, together ivit]i «ccriicd &livi(lcn&ls «n&1 ii«- 
earned premiums, vvil] purch;ise at the price pei shiire fixe(1 by tlie 
agreement. 

The c«pital stn&'k held directly and indirectly by tlie est«te of the 
deceased stockholder represents approxim«tely 15 lierceiit of the tot;il 
outstanding capit«1 stock nf tlie corporation; therefore& the redemp- 
tion does nnt i«vnlve «m«jnrity stnckhol&ler. 

Section 115 of the Internal Revenue Code provi(les in part as 
fo]lows: 

(a) DFFJNITT»N oF Divi»EN». — The term "dividend" when used in this 
chapter * * * means any distribntion made by a corporation to iis share- 
holders, whether in money or in other property, (1) out of its earnin s or protits 
acean&nl«ted after Fel&ruary S&S. 1913, or (2) ont of the ear»ings or profits of the 
taxable rear ~ * * withont regard to the amonnt of the earnings and 
profits at the tin&e the dist& ibution divas made. 

(b) HovsoE OF DzsTR&ROT(ONs. — For the purposes of this chapter every dis- 
tribution is nia&le mit of earnings nr pro(its to the extent thereof, and froin the 
most recently a&'cumulated earnings or profits. 

(c) DlsTRI»1&TI»Ns TN I IQ&&I»ATION. — Aliioullts dlstl'1i&ui'('d + &' + ill par- 
tial liquidati»n of a corporation shall be treated as in part or fnll paynient in 
exch«a; e for the st»&i(. The g;&in or loss to the distributee resulti»g from such 
exchan "e shall be determined nnder section 111, i&ut shall be r«. o "niz& d only 
to the extent provided in se& tinn 112. In the case of amo&inta distrib- 
uted * * * in partial liqui&lation * " &: tbe part of such disiribuiion 
&vhi&h is properly chnr"e;ible to capit«l account shall not be considered a 
distribution of e«rnings or profits. 

(i) DEFINITIoN oF PARTINL I. IQui»AT(ON. — As use&1 in this section the term 
"amounts distributed in partial liquidation" means a distribution hy a corpora- 
tion in complete cancellation or redemption of a part of its sto&'k, or one of a 
series of distributions in complete cancellation or redemption of all or a portion 
of its stock. 

Accordingly, it is held (1) that the proposed redemption of that 
portion of the capital stock of the corporation held by the estate of 
the deceased stockholder, pursuant to the agreement wher&by the 
proceeds of certain insurance policies on his life will be used by the 
corporation to redeem the capital 'stock held by his estate, in case of 
death, will constitute a partial liquidation within the rneanin«of sec- 
tion 115 (c) and (i) of the Internal Revenue Code; (2) that the total 
amount received by the estate upon surrender of the capital stock will 
be treated, for Fecleral income tax purposes, as in payment in exchange 
for the stock as provided in section 115 (c) and gain or loss ivi]1 be de- 
termined under section 111 of' the Code subject to the provisions of 
section 117 of the Code; and (8) that the excess of the insurance pro- 
ceeds received by the corporation over the aggregate s«m of the 
premiums paid will constitute earnings and pro(its «v«il«ble for dis- 

tribution within tlie Inc«ning of section 115 (a) and (b) ot the ('odc. 



SECTION 115(a). — DIHTRIBUTI()NS BY CORI'ORATIONS: 
DILFINITION OI Dir IDEND 

RKRULATIONs 118, SFcTioN 89. 115(a)-1: Divi- Rev. Rul. 54-140 
dends. 

The distribution by a national bank of the stock of a wholly- 
owned subsidiary corp&&ration to a trust created for the purpose 
of holding the stock for the pro rata benefit of shareholders of the 
bank with control vested in the n&a, jority of such shareholders con- 
stitutes a taxable divid«nd within the n&eaning of section 115(a) of 
the I»ternal Revenue Code to the ext&»t of earnings and profits of 
the l&ank available for dividends even though the disposition of the 
stock is tied to existing stock ownersh&p in the bank. 

Advice is requested as to the etFect for Federal income tax purposes 
of a distribution by a taxi&ayer corporation of the entire capital stock 
of a ivholly-owned subsidiary to a trust for the benefit of the corpo- 
ration's stockholders under the circumstances set forth below. 

The taxpayer corporation is a national bank ivhich ivas organized- 
under the national banking laivs. It has for many years owned all 
tlic stock of a subsidiary co~rporation whose assets consist primarily of 
casli and real estate and whose activities consist of dealings in various 
properties and transactions which are not permitted to the bank. 

Because of changes in the National Bankin~ Act and the rulings 
and requirements of the Comptroller of the iirrency whereby na- 
tional banks are restricted in regard to tile extent and manner in which 
they may deal in investment securities, and the acquisition of stock in 
other corporations for their own accouiits, it became r&ecessary for the 
taxpayer bank to eliminate the stock of the subsidiary from its assets. 
The bank accomplished this by distributing the stock to a trust which 
was organized to hold the stocl- for the pro rata benefit of the stock- 
hohlers of the bank. 

The trust, agreement provides that the trustees shall exercise all 
rig&hts and privileges of absolute oivners of the stock including, but 
not limited to, the right to vote the stock for any purpose whatsoever, 
to receive all divide~iids, to sell or transfer the stock, provided that 
any action so taken shall be first autliorized by beneficiaries owning at 
least a majority of the beneficial interest in the assets of tlie trust. 

Xo papers v. ere distributed to the stockholders of the bank evidenc- 
ing their beneficial interest in the stock of the subsidiary, therefore, 
they received notliin« they can dispose of separately from the bank 
stock. tinder the arrang&enient, the stock of the banl. - and the bene- 
ficial interest in stock of the subsidiary may not be trinsferred sepa- 
rately. If and ivhen any shares of stock of the bank are transferred, 
tile pro rata interest of the stockholclers of the bank in the stock of 
the subsidiary to the extent of the shares so transferred vill auto- 
niatically be transferred along with the transfer of the bank's stock 
without the execution of any~separate papers. No notation appears 
on the bank stock certificates evidencing the beneficial interest in the 
stocl- of the subsidiary. 

Inasmuch as the trust a. greenient provides that no action may be 
taken by the trustees without the consent of a majority of the holders 
of the beneficial interests, ownership of the stock oi the subsidiary 
ivas in efFect transferred from the bank to the'bank's stockholders, 
who thereby became free to control such stock without fear of inter- 
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Position of the bank's creditors, depositors, and other third parties. 
Section 115(a) of the Interna&l Revenue Code provides in part as 

follows: 
+he term "dividend" when used in this el&enter [ch. 1] s ~ ~ means any 

distribution ma&le by a corporatiou to its sh:ireliol&lers, ivbether in money or other 
property, (Il out of its earnings or profits accumulated at'ter February 28, 1918, 
or (2) out of the e;irnings or l&rofits of the taxable year (couiputed as of tlie close 
of the taxable year &vitbout diminution by reason of anv distributions made dur- 
ing the tax&lble y&;irl, withollt regard to tbe a&noun(. of. earnings arid proiits at 
the time the distributiou vvas nmde. 

The banl- in the instant case did not undergo a reorganization. It 
already o&vned the stock of the subsidiary. By the transaction here 
considered this stoclr was severed from the assets of the bank and the 
beneficial interest thereof passed to the bank's shareholders. The re- 
sult of such transaction is not diHerent from what it, woul&1 be if the 
stock of the subsidiary had been distributed directly to the sharehold- 
ers of the bank and they in turn placed it in a trust for tlieir benefit. 
The fact that the stock of the substdiary is tied up with the bank stock 
so that nothing may be received by the shareholders of the bank Ivhich 
can be disposed of separately from the bank stock does not serve to 
render the transaction nontaxable. 

In view of the foregoing, it is held that the distribution of the stock 
of the subsidiary to the trust for the benefit of the shareholders of the 
bank, Ineasured by the fair market value of the stock at the time of the 
distribution, represents a taxable dividend to the shareholders of the 
bank within the meaning of section 115(a) of the Internal Revenue 
Code, limited, however, to the earnings and prohts of the bank avail- 
able 1' or dividends. 

REGULATIoxs 118, SEGTIoN '89. 115(a) — oo: EÃect 
on earnings or profits of certain tax-free ex- 
changes and tax-free distributions. 

Proportionate part of the undistributed earnings and profits of )&I 

Corporation &vill be allocable to the new corporation, (See Rev. Rul. 
54-189, p. 105. ) 

REGULATIONs 118, SEUTIGN 89, 115(a) — 8: ER'ect 
on earnings or profits of certain tax-free 
exchanges and tax-free distributions. 

The earnings ancl profits of the I&'ederal savings and loan association 
converted into a State building and loan association. (See Rev. Rul. 
54 — 1M, p. 106. ) 

SECTION 116. — EXCLUSIONS EROAI 4ROSS INCOME 

REGuLATIGNs 118, SFGTloN, '39. 116 — 1: Earned 
income from sources without the United 
States. 

Rev. Rul. 54-P 

Where a taxpayer meets the requirements of section 110(a) (2) 
of the Internal Revenue Code regarding presence in a foreign conntry 
or countries during at least 510 full days during any period of 18 
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consecutive months, l&nt receives compensation attributable to such 
period in a taxable yeiir ending subsequent to December 31, 1902, 
no portion of which falls within the 18 month period, no portion of 
such conipensation received in such taxable year is excludable from 
his gross income. 

Advice is requested as to the application of section 116 (a) (2) of the 
Internal Revenue Code (as amended by sec. 204 of the Technical 
Changes Act of 1953, Public Law 287, 83d Cong. , C. 8. 1953 — 2, 485) 
and Regulations 118 as amended by Treasury Decision 6039, C. B. 
1953-2& 1(i &, with respect to amounts received after December 31, 1952, 
attributable to earned income from sources outside the United States 
under the following circumstances: 

Taxpayer worked abroad and niet the requirements of. section 
116(a) (2) of the Internal Revenue Code regarding presence in a 
foreign country or countries during at least 510 full days during a 
period of 18 consecutive months. IIe returned to the United States 
at the end of 1952. In his taxable year 1953, no part of which fell 
within the 18 month period& he received compensation attributable 
to such period in the amount of $10, 000. 

Section 39. 116-1(b) of Regulations 118, as amended by T. D. 603&9, 

supra, which is applicable to amounts co»stituting earnecl income as 
defined by section 116(a) (3) of the Code, from sources outside the 
United States, provides in part as follows: 

(1) Amounts constituting earned income as defined in section 110(a) (3) 
shall he excluded from gross income in the case of an individual citizen of the 
United States who during any period of 18 consecutive months is present in a 
foreign conntry or countries during a total of at least 010 full days, if such 
aniounts are (i) from sources without the Uniteil States, (ii) attributable to 
such period, and (iii) not paid hy the I:niteil States or any agcn'v or instru- 
mentality thereof. If attril&utable to a period of 18 consecutive miniths in respect 
of which the citizen qualifies for the exemption from tax thus provided, the 
ainounts shaH be excluded from gross income irrespective of when they are 
received. 

(2) For taxable years ending before Z;&nnary 1, 1053, tliere is no limitation 
upon tlie amount which may lie cxcludecl from gross income pursiiant to sub- 
pai'agraph (1). For taxable vears ending after December 31, 10, &2, but only 
with respect to amimnts received after siich date, the amount excluded from 
gross income uiider the provisions of section 11&&(a) (2) shau not exceed $20, 000 
if the 18 month perioil includes the entire taxable ye;ir. If tlie 18-month period 
does not include the entire t;&xi&hie vear, the amount excluiled from gross income 
under such section for am h tax:&&&le ye'&r shall not exceed an amount which bears 
the same ratio to $20, 000 as the number of days in tlie part of the taxable year 
within the 18-monih peri&&d bears to the total nnml&er of days iusuch year * ~ ~ 

Subparagraph (1) quoted above is subject to the limitation set for(h 
in 

subparagraph! 

i (2) . 
To illustrate the application of this point to the facts in the instant 

case, subparagraph (1) of the regulations quoteil above, standing 
alone, indicates that the $10, 000 vvould be excluded from gross income 
since it is earned income from sources outside the United States and 
is attributable to a period of 18 consecutil e months during which the 
taxpayer was present in a, foreign country for at least 510 full days. 
Eiowever& since no part of the taxable year in which the $10&000 was 
received falls within the 18-month qualifying period, the application 
of the limitation set forth in subparagraph (2) results in a figure of 
zero and no portion of the $10, 000 received in 19:3, even tliough 
attributable to the qualifyin«period, is excludable from gross inconie. 
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e formuln, for such computation may be stated as folloxvs bnt re«» only to taxable years ending after December 81) 10 )2, and only 
with r«pect to amounts received after such date: 
Number of days in that pnrt of 

the tnxnble yen)' of receipt i'ail- 
ing within the 18-month period 

of dnh t i 
i-X$-'0, 000=Maxi)unman)on)lt excludable. 

year of receipt 

Application of the above formula to the facts in this case is illus- 
trated ns follows: 
0 

X $20, 000=Zero=i&taxia)um amount excludable. 
865 

In view of the foregoing, it is held that vrhere a taxpayer meets 
the requirements of. section 116(n) (2) of the Internal Revenue Code 
regarding presence in a forei&ln country or countries during at least 
510 full days during any period of 18 consecutive mol)ths, but receives 
compensation attributable to such period in a taxable year ending 
subsequent to December 81, 10, &", no portion of xvhich falls within the 
18-month period, no portion of such compensation received in such 
taxable year is excludable from his gross income. 

RFGUI. ATinxs 118, Srrriox 80. 116 — 1: Enrnec[ 
income from sources without the United 
States. 

Gain on sale of personal property in a foreign country by a United 
States citizens living abroad. (See Rev. Rul. 54 — 105, p. 12. ) 

SECTION 117(a). — CAPITAL GAINS AND LOSSES: 
DEFINITIONS 

REGULATIOXS 118) SECTIO. & 80. 117(a)-1: Meaning 
of terms. 

(Also Section 28(a), Section 80. 28(a') — 1; Section 
23 (b), Section 80. 28 (b) -1; Section 28 ( f ), 
Section 89. 28(f)-1; Section 118(a), Section 
80. 118(a)-2. ) 

Rev. Rul. 54-48 

Transactions by a merchant nnder a certain "commitment agree- 
ment" vvith several banks, vvhereby it "sells' to them at the end 
of each monthly period at a "discount" its installment accounts 
receivable arising out of current sales of merchandise, instead of 
holding the accounts for collection for itself, constitute actual 
sales thereof and not loans thereon. The accounts so sold were 
property held by the merchant primarily for sale to customers 
in the ordinary course of its trade or business. Accordingly, losses 
from the sales nre deductible by it in full. 

Where the merchant, under its option in the "commitment agree- 
ment, " repurchnses defaulted accounts at their unpaid balances, 
they again become part of its installment accounts receivable nnd 
its basis of each account is its repurchase price. 

In computing additions to the merchant's reserve for bnd debts, 
any instnllmeut acco&mts receivable which hare been, or forthwith 
are to be, sold under the commitment agreement" shall uot be con- 
sidered. 
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"Coma&itn&&&nt fe&s" incurred by tbe merchant under the "corn- 
&»i&inc»t sar&&e»&cut, " being curvent cha&ges by the ba»ks for &na- 
ia„business funds available to it on a standby basis and not for 
the use of funds, do not represent interest incurred but are de- 
ductible by it as ordinary a»d necessary business expenses. 

Advice is requested relative to the I& e&leral income tax consequences 
to a merchant of its transactions, under a "co&nmitment a«reement" 
with several banks, whereby it "sells" to them at the end of each 
monthly period at a "discount" its i»stallme»t accounts receivable 
arising out of current sales of merchan&li, e, instead of holding the 
account&ts for collection for itself. 

In the instiint case, funds wliich tlie merchant had obtained from 
bank and other. loaris we& e i»sufhcient to fina»ce its rapidly increasing 
installment sales, and provisio»s of long-term loans outstanding pre- 
vented further borrowing. Therefore. , it ne«otiated a "commitment 
agreement" with several ba»ks, un&ler which they agreed to "pur- 
chase, " at the en&1 of each monthly period for 5 years, its installment 
accounts receivable offered for sale to them thereunder arising out 
of current sales of merclia»disc, provi&led and to the extent their 
aggregate holdings thereof will not exceed certain amounts. The 
accounts are payable in monthly or other installments and mature 
not more than 24 months fi om the date of delivery of the nierchandise, 
title to which does not pass to the customers until full payment of 
their installment obligations. 

The "purchase price" to be paid by the banks for s»ch accounts 
shall be equal to the aggre&rate amount oyving thereon by the mer- 
chandise customers, less "disco»»t" at a certain percent per annum. 
The banks will pay 85 percent (referred to as the "purchase per- 
centage") of such piirchase price to tile merci&ant on each monthly 
"settlement d;ite&«and the balance of 15 percent (referred to as the 
"deferred payment") thereof upon completion of payments oived by 
tlie merchandise c»stomers on the so1d accounts. If the merchant 
does not off'er for sale to the banks such installment accounts equal 
to their aforesaid "purchase commitiuents, " it is required to pay to 
them quarterly a "commitment fee" computed at a certain fractional 
percent per annum on the avera«e daily unused amount. The mer- 
chant may e;ich month, on at least 80-days prior writte» notice to the 
banks, reduce their "purchase commitment. " 

As a&gent for the banks, though without any special charge therefor 
the me~rchant will retain physical possession of the installment paper 
sold by it to thefn, receive payments thereon from the merchandise 
customers, and on each monthly settlement date pay any net amount 
d»e to the banks. All such paper, an&1 records pertaining thereto, will 
be appropriately identified as property of the banks. In the event 
of def'aults by merchandise customers in their accounts "owned" by 
the banks, the merchant "may, at its option", on each monthly settle- 
rnent date, "repurchase" such defaulted paper at the amount owin« 
thereon by the merchandise customers& whereupon the banks will 
"reassign" it to the merchant "without recourse. " If the merchant 
does not exercise its option to repurchase such defaulted paper, the 
banks may forthwith cancel the entire "commitment agreement. " The 
merchant, however, is not obligated to repurchase such defaulted 
paper, nor does it have full liability therefor as debtor, endorser, or 
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g"nrnntor, but has liability, in efiect as guarantor, o»ly to the exte»t 
of the "defel 

& ed pny»ment, 
': of 15 percent oi the purchase pi ice of the 

sold accou&&ts which the banks nre not required to pay u&&til' comple- 
t&on o»»stnllment payments owed thereon by the merchandise cus- 
tomers. The merchn»t keeps its books on the accrual method of ac- 
counting, nncl has not elected to retur» inco&»e from its instalh»e»t 
payment merchnndise snles on the instnllment basis. U»der its method 
of accounting, it includes in its gross income, upon cons»»&mntinn 
of an installment pay»&ent sale of merchn»disc, the a»&o»»t of tl&e 
selling price thereot, nnd any carrying charges. covered by the install- 
ment obligntion received. Ded»etio»s, from gross income, on accou»t, 
of bad debts& ale accomplished by the &nerchant through a reserve I'or 
bnd debts. 

Upon the basis of the foregoing, it is held thnt, the transactions by 
the instant merchant v ith the bn»ks u»der their "con&mitment agree- 
»&ent, 

" whereby it "sells' to them at the end of each monthly l&eriod 
at n "disco»»t" its installment. accounts receivable arising out of cur- 
rent sales of merchandise, instead of holding the nccou»ts for collec- 
tion for itself, constit»te actual sales thereof and not loans thereon 
although entered into for fi»nncing purposes. This conclusion is sup- 
ported by numerous decisions involving transactions under si»filnr 
conditions and circumstances. See Della c'V&'ekoll& et al. v. Commis- 
sioner, Tax Court liemora»d»m Opinion. entered September 11, 1051; 
Thomas Populi» cf". Brn. v. Commiesio»er, 45 B. 'I'. A. 218; and decisions 
therein cited, including Lueine Il. Eh»er v. Commissioner, 05 I&ed. 

(2d) 568, Ct. D. 75&t&, ('. B. XII — &, 17', and . 1/«co&'th-IVaehbu& n, ('o. 
v. L/elve&i»g, 67 I&'ed. (2d) 604& Ct. D. 808, C. B. XIII — 1, 208. C/. 
Frcuer-8mith Co. v. Commissioner& 14 T. C. 802; and I. T. 4072, C. B. 
1952 — 1, 141. S»ch cases ns Bren. ster 8hz'rt Corp. v. C'ommiseioner, 
150 Fed. (2d) &27, Ct. D. 17'&4, C. B. 1940 — 2, 80; Central 8tation 8ig- 
nale, Ir&c. v. Commieeioner, 10 T. C. 101;&, affirmed, 174 Fed. (2d) 479; 
and 8outheastern, Sir&ance Co. v. Commissioner, 4 T. C. 1060, affirmed, 
lN I& ed. (2&d) 205 are clearly distinguishable, since therein there was 
positive unlimited linbility o» the part of the transferors of the 
accounts to repurchase or pay them in the event of default. 

It is further held that the acco»nts sold by the instant merchant 
to the banks, under their "commitment agreement" which it negotiated 
with them for that purpose, were property held by it prima~rily for 
sale to customers in the ordinary course of its trade or business. Sec- 
tion 117(a) (1) (A) of the Internal Revenue Cocle. in defining "cnpital 
assets, " exc)»des therefrom "property held bv the taxpayer primnrilv 
for sale to customers in the ordinary course of his trade or business. " 
It is recognized that installment accounts receivable constitute prop- 
erty. In Ci'raham . 1&&'ill ck Elevator Co. v, 2'homas, 152 k'ed. (2d) 504, 
the collector of internal revenue was sustained in taking the position 
that losses from the sale by the petitioner in 1N2 of notes and accounts 
receivable. along with the business of four branch establishments, at, 
less than their face amounts, were not deductible in full as ordin, &ry 

business losses uncler sectio» 28(f) of the Internal Reve»ue Code but 
constituted losses from sales of "capital assets, " as defined in section 
117(n) (1) of the Code, deductions for svhich were limited to the 
amount of gains during the taxable year from sale; or exchanges of 
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capital assets. I» the instant case, however, the merchant sold forth- 
with& re&rularly& and in great numbers, its installment merchandise 
s;&les accounts receivable arising from current merchandise sales to cer 
tain banks as its customers therefore under a "commitment agreement" 
obtai»ed from them for that purl&ose for a 5-year term. It is evident, 
therefor, th;&t;, u«h accounts were held by the merchant primarily for 
sale to c»stomers in the ordinary course of its trade or business within 
the purview of . "ection 117(a) (1) (A), supra, rather than primarily as 
investments for collection for itself as the notes and accounts re- 
ceivable customarily were held by the petitioner in the 6'raham 3fi7l &f; 

Elevator Co. case, 8upru. On the other hand, the decision on Issue o 

in the li'ar&ai&&ha Valley Banle v. Commisaior&er& 4 T. C. 95o& is well 
in point in the instant c'&se. The ComnIissiotler was sustained in 
takino the position, ivhere a bank, following customary practice in 
its business re«ularly carried on, subscribed for allotments of 4overn- 
n&ent securities with the intention of disposing of them even prior 
to their deli very and not to hold them as investments& that such securi- 
ties so disposed of in 1040 and 1941 ~vere not "capital assets" vvithin 
the purview of section 117 (a) (1) of the Internal Revenue Code, and 
the Court stated: 

With respect to petitioner's transactions in disposing of government securities 
allotted to it by the United States Treasury, we think the facts clearly demon- 
strate th»t these securities were never held by petitioner as investn&ents, but were 
a&quired for sale in the r& gular course of its business. It appears that these 
tr»nsnctions have long been carried on l&y petitioner and that it has several 
fir»&s us ils usual cnstomers for such securities. The plan to sell was a&'ranged 
prior to the acquisition of the securities, which were transferred on issuance 
dire&i. to petitioner's ct&stom«rs. 'l'he sale 1&&ing coin«i&lent with the acquisition, 
the l&on&is in question were not an investn&ent in petitioner's hands. Respond- 
ent is sustained in his treatment of the gain on their sale as ordin;&ry income. 

Accordingly, losses f& om the sales by the instant merchant of current 
installme»t accounts receivable to the banks under their "commitment 
agreement, " consisting of the amount which the unpaid balances of 
the accounts so1&1 exceeded the "purchase price" paid and payable 
therefor by the banks. are ordi»ary business losses deductible in full 
under section o8(f) of the Code. 

9'here the instant merchant, under its option in the "commitment 
agreement" with the banks, repurchases defaulted accounts at their 
unpaid balances, its basis of each repurchased account is its said 
t cpurchase price. Since such accounts, upon repurchase, aoain became '& 

1&art of the merchant s installment accounts receivable, they will be 
treated thereupon, for Federal income tax purposes, in. the same 
n&armer as silnilar accounts which never were sold. 

In the computation of additions to the merchant's reserve for bad 
&1&'bts, a»y installment accounts receivable which have been, or forth- 
ivith are to be, sold by it to the ba»lts under their "commitment agree- 
ment" sha. ll not, be considered. 

"Commitment fees" incurred by the nierchant under the "commit- 
ment agreement, " being current charges for maki»g business funds 
available to it on a standby basis and not for the use of funds, do not 
I«present interest incurred but are deductible to it as ordinary and 
necessary bllsiuess expenses under section 28(a) (1) (A) of the Code. 
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GULa11ONs 118 SF& 1'IoN 30. 117 (a) -1: Meaning 
of tc'. 1'111S. 

Ttea™ent by estate of amount received from corporation in re- 
demption of cleceased shareholder's capital stock. (See Rev, Rul. 
54-260& p. 2&:)-1. ) 

SECTION 117(c). — CAPITAI. GAINS AND I. OSSES: 
ALTERNATI &'I'. TAXI" S 

RzGL&La Tloxs 118, Sr«"'rtoN 60. 117 (c) — 1: Al- 
ternative tax in case net lo»g-term capit;11 
gain exceeds net short-term c;rpital loss. 

(Also Section 26(b), Section 'o!). 2&(&(b) — 1; Sec- 
tion 2(i (h), Se& tron 60. 26(h) — 1; Section 
26(i), Section 60. 2&G(i) — 1; Reg&ulatio»s 111, 
Section 20. 26 —, &, Section 20. 26 — 6, Section 
20. 26-7; Section 20. 117 — 8. ) 

Rev. Rul. 54;28 

For the purpose of computiu, the alternative tax of corporations, 
under section 117(c) of the 1nternal Re&cane (: orle, the credits 
allo&ved corporations under section 3&) (b), (h), and (i) of the Code 
must be deter&oined upon the basis of net income rcdurerl by the 
excess of the net lorrg-terur c;&pit;rl "ain over the net short-term 
capital loss, 

Section 117(c) (1) of the Internal Revenue Cocle provides that, the 
alternative tax of corporations shall be the sum of (1) a partial tax 
computed upon the net income reduced by the amount of the excess 
of the long-term capit;rl gain over the net. short-term capital loss, at 
the rates and in the manner as if subsection 117(c) of the Code ha&1 not 
been enacted, plus (2) an amount equal to 25& per centuin (26 per 
centum for taxable years beginning after March 61, 1951, and before 
April 1, 1954-) of the excess of the net, long-term capital gain over 
the net short-term capital loss. 

The tertn "net income" is defined in section 21 of the Code as the 
gross income computed uncler section 22 less the cleductions aklovve&k 

under section 23. Thus, for the purpose of the alternative tax, the 
partial tax must be computed upon the net income reduced by the 
amount of the excess of the long-term capital gain over the short-term 
capital los=", 1vith the credits allovved under Code section 26 (b), (h), 
and (i ) determi ned accordingly. 

Although Schedule D (I'orm 1120), Schedule of Gains and Losses 
From Sales or Exchanges of Property, for the taxable years 1050, 
1951, and 1952 does not draw attention to the fact that corporations 
computing the alternative tax must determine the credits allowed 
under section 26 (b), (h), and (i) of the Code as set forth herein, 
employees of the Il, ternal Revenue Service should redetermine such 
credits consistent herewith, if upon examination of a, return it is 
found that such credits have not been so determined by the taxpayer. 
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SECTION 117( f). — CAI'ITAI. GAINS AND LOSSES: 
RETIliEMENT OI& ISONDS, LfTC. 

Redemption of corporate obligations issued without interest coupons 
or not in registered form. (See Rev. Rul. 54-60, p, 128. ) 

SE(, 'TION 117(j). — (JAPITAL GAINS AND I OSSES: GAINS 
AND I. OSSES Ic ROM INVOI. IJNTARY (JONVERSION&S AND 
FROM THE SALE ()R EXCHAX("E OI' ("ERTAIN PROI'- 
ERTY USED IN TIIE 'I'RADE OR I)IJSINESS 

Rev. Rul. 54-229 liruu»ArioNs 118, SrcTroN 89. 117(j) -1: Gains 
a»d losses from involuntary conversions 
and from the sale or exchange of certain 
property used in the trade or business. 

&lain from the s&&le of automol&iles hei&i for rent or lease by tax- 
payers engaged in the basin& ss of renting an(1 leasing anton&ohiles 
will not be denied treatment under section 117(j) of the Internal 
Revenue Code, for I&'e&leral income tax purposes, where the attend- 
ant cireun&stances reveal that such anton&obiles are not also property 
held by the taxp&&yer primarily for sale to custos&ers in the ordinary 
course of his trade or business. 

Rev. Rul. 108, C. II. 1958 1, 185, modified. 

A&lvice is requested relative to the application ot Rev. Rul. 108, 
C. B. 1953-1& 185, to sales of automobiles held for rent or lease by 
taxi»ayers e»gaged in the busi»ess of re»ti»c& and leasing automobiles, 
v here the attendant circ»i»stltilces reveal that the autolnobiles held for 
re»tal and lease purer ses are not also property held by the taxpayer 
primarily for sale to custo&ners in the ordinary course of his trade 
or business. 

Rev. Rul. 108, 8t&pra& holds that a taxpayer who customarily buys 
automobiles at wholesale prices, or at fleet discounts, and, after leasincr 
them for a period substantially less than their normal useful life, sells 
them at wholesale or retail prices, may not treat the gain or loss from 
such sales as gain or loss from the sale or exchange of "property used 
in the trade or business" of the taxpayer for the purposes of section 
117(j) of the Internal Revenue ("ode. 

1» general, Rev. Ru!. 108 is inte»&le&1 to apply to cases where dealers 
or other taxpavers acquire automobiles at wholesale or at "fleet" prices 
substantially fess than retail, rent them for a brief period. and after 
deducting depreciation, sell them at retail, thus realizing substantial 
profits which are repol ted as capital g&ains. 

It is recog»ized that there are many taxpayers who are engaged, 
bona /&i'e& in the business of leasing or renting motor vehicles to others, 
and that these activities constitute their business. It is further rec- 
ognixecl that such tax~myers must, as a sound business practice, dis- 
pose of vehicles at a time when it is no longer profitable to continue 
using them as rental property. whether a particular taxpayer is en- 
gaged, bona /de, in the business of leasing or renting automotive ve- 
hicles, or whether he is also engaged in the business of selling such 
vehicles, is a question of fact whic~h must be determined with regard 
to all ot the circumsta»ces surrounding his operations. It will not 
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"e presii»ed that a taxi&ayer is in the business of selling used vehicles 
's revenue for a gii en 1 c:ir is deri 

from such sales. 
If a taxpayer sells vehicles at retail, or realizes a dealei's profit on 

the sale, that profit will necessarily be treated as income fronI the 
sale of property held primarily for sale in the ordinary course of 
the taxpayer's business. On the other hand, his vehicles which are 
sold, through wholesale channels or by siinilar arrangenieiits, which 
do not contemplate a dealer's profit, will be treated as property used 
in his business, and not as property held primarily for sale to cus- 
tomers. Any profit which nlay result fronl tlie sale of such vehicles 
by a partnership, individual, or corporation controlled by the seller 
will be subject to allocation as provided in section 45 of the Code. 

Conscqueiitly, Rev. Rul. 108, supra, will not be ap»lied in respect 
Gf taxpayers: 

(1) who are primarily engaged in the business of renting or 
leasing motor vehicles to others, and 

(2) who sell their used vehicles at wholesale prices to dealers, 
wholesalers, or jobbers, and 

(3) who do not maintain facilities for the retail sale of ve- 
hicles, such as showrooms, used car lots, or sales forces. 

To the extent that it is in conflict with the foregoing, Rev. Rul. 
108, C. B. 1953 — 1, 185, is modified. 

REGULATIONS 118, SEGTIoN 39. 117(j)-1: Gains 
and losses from involuntary conversions and 
from the sale or exchange of certain property 
used in the trade or business. 

Motor vehicles used as "demonstrators" or "company cars" by deal- 
ers. (See Rev. Rul. 54 — 222, p. 19. ) 

SECTION 119 (e) . — INCOME FROM SOURCES WlTHl V 

UNITED STATES: INCOME FROM SOURCES PARTLY 
WITHIN AND PARTLY WITHOUT UNITED STATES 

REGULATIoNs 118, SEGTIGN 39. 119(e) — 2: Trans- 
portation service. 

Determination of United States and Canadian income of bus coin- 
panies operating routes across the border. (See Rev. Rul. 54 — 5, p, 130. ) 

SECTION 122. — NET OPERATING LOSS DEDUCTlON 

REGULATIoNs 118, SEcTIoN 39. 122 — 1: Net 
operating loss deduction. 

EfFect of net operating loss deduction on»aximum allowance for 
charitable and other contributions. (See Rev. Iiul. 54 — 50, p. 61. ) 

315359' — 5& — 9 
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SECTION 124B. — AMORTIZATION DEDUC'I'ION FOR 
GRAIN STORA. GE FACILITIES 

Rev. Rul, 54-88 

A company proposes to construct a "public grain warehouse" ad- 
Jacent to a "public grain warehouse" already owned by it and connect 
the two warehouses by means of overhead and underground conveyors. 
The receiving, elevating, conditioning, and loading out equipment in 
the present warehouse will be used in connection with the new ware- 
house. Held, if the construction or erection of the new warehouse is 
completed on or before December 81, 1056, it will constitute a grain 
storage facility within the meaning of section 124B of the Internal 
Revenue Code. The conclusion would be the same, in this case, had 
the existing "public grain warehouse" been constructed as an emer- 
gency facility under the provisions of section 124A of the Code. 

Rev. Rul. 54-44 

A grain warehouse or elevator that is licensed under the United 
States Warehouse Act is a public grain warehouse within the mean- 
ing of section 124R of the Internal Revenue Code. 

Advice is requested whether a grain warehouse or elevator that is 
licensed under the United States warehouse Act constitutes a public 
grain Ivarehouse within the meaning of section 124B of the Internal 
Revenue Code. 

In the instant case, the taxpayer is a processor of mixed feeds and 
the operator of a grain warehouse that is licensed under the United 
States warehouse Act, 89 Stat. 486, as amended. It uses its present 
storage capacity both for public storage and for storage of grain for 
its own account and, to the limits of its capacity, accepts all grain 
ofFered for storage, The taxpayer plans to double its storage facili- 
ties by constructing a grain elevator which will be permanently 
equipped for receiving, elevating, conditioning, and loading out orain. 
The new grain elevator will also be licensed under the United states 
warehouse Act. Since its existing facilities provide adequate stor- 
age for its own inventories, the taxpayer will not operate the new 
facility principally to store its own grain; however, some portions of 
the facility may, from time to time, be used for the storage of its own 
grain. 

Section 124B of the Code provides, in part, as follows: 
(d) DEFINITION oF GRAIN STGRAGE FACIIITT. — For the purposes of this sec- 

tion, t' he term "grain storage facility" means— 
(1) Any corn crib, grain bin, or grain elevator, or any similar. structure 

suitable primarily fur the storage of grain, which crib, bin, elevator, or 
structure is intended by the taxpayer at the time of his election to be used 
for the storage of g~ain produced by him (or, if the election is made by 
a partnership, produced by the members thereof); and 

(2) Any public grain warehouse permanently equipped for receiving, 
elevating, conditioning, and loading out grain, ~ * *. 

It is held that a grain elevator constructed after December 81, 19M, 
and on or before December 81, 1956, under the circumstances indi- 
cated above, constitutes a grain storage facility entitled to the bene- 
fits of section 1248 of the Internal Rev~enue Code. 
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Piev. Rul. 54-58 
I~. grain elevator licensed under the laws of ibe State of 'A'ashing- 

ton or under the laws of any other State havii&g equiv:&le»t licensi»g 
provisions, and constructed and used for the storage of grain con- 
sistent with the terins of a five-year "occupancy contract" w''tb the 
Commodity Credit Corporation, is a public grain»arebouse within 
the meaning of section 1248 of the I»terr&al 1&evenue Code. 

Advice is requested whether a grain elevator licensed under the 
laws of the State of Washington and constructed and used accordi»« 
to the terins of a 5-year "occupancy contract" with the Commodity 
Credit Corporation is a public grain warehouse within tile meaning 
of section 124B of the Internal Re~venue Code. 

In the instant case the taxpayer operates grain storage facilities 
in the State of Wasliington that, are licensed under the provisions 
of chapter 22. 08 of the Revised Code of Washington. It uses those 
facilities both for public storage of grain and for storage of grain 
for its oivn account. As the result of a 5-year "occupancy contract" 
OBered by the Commodity Credit Corporation, tlie taxpayer now 

lans to construct additional storage elevators. These will also be 
icensed under chapter 22. 08 of the Revised Code of Washington. 

As permitted by the "occupancy contract, " the taxpayer will use some 
of the space in the additional storage elevators for storage of grain 
acquired for its own use. However, under the "occupancy contract" 
the taxpayer will agree that, it "shall at all times while the provisions 
of this coiitract are operative keep tlie facility pernianently equipped, 
in good condition, and stajfed and open for business during re«uiar 
business hours as a public, commercial, grain elevator for the receipt, 
storage, shipment, purchase, sale and handling of grain. "' 

Under the "occupancy cont~ract, " the Commodity Credit Corporation 
guarantees 75 percent occupancy of the additional facilities during 
the first three contract years and 40 percent thereof for the tivo remain- 
ing contract years. The guaranteed occupancy space would be subject 
to the control of that agency. 

Section 124B of the Internal Revenue Code relating to the deduction 
for amortization of grain storage facilities provides, in part, as 
follows: 

(d) DEFINITIQN OE GRAIN STGR&GE FAcILITY. — For the purposes of this section, 
the term "grain storage facility" means— 

(2) any public grain war~house permanently equipped for receiving, ele- 
vating, conditioning, and loading out grain, 

the construction, reconstructio», or erection of which &vas completed after Decem- 
ber 81, 1052, a»d on or before Dccenibcr 81, 1050. * * * 

Cliapter 22. 08 of the Revised Code of Washington provides, in part, 
as follows: 
22. 08. 010 Definition, as used in this chapter: 
"Grain warehouse" includes any elevator, mill, warehouse, public grain &vnre- 

house, public warehouse, or other structure in which grain oi other commodities 
are received from the public for storage, shipment or ba»fling; * * ~ 

"Warehouseman" means any person owning, operating, or controlling a grain 
warehouse; ~ * ~. 

8 

2208. 100 IVarebouscmnn's license. Every person opernti»g n»y grnin or ter- 
n&inai warehouse subject to the provisions of this chapter shall, on or before 
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the first day of July of each year, procure from the director a license for each 
warehouse so owned or operated for the ensuing year before transacting business 
therein. * " *. 

22. 08. 270 Duty of warehousemau to serve. 
Every grain warehouseman shall receive for storage, handling, or shipment, 
insofar as the capacity of his warehouse will permit, all commodities included 
in the provisions ot' this chapter, in suitable condition for storage, tendered him 

in the usual course of business, and sliall issue therefor a warehouse receipt or 
receipts " ~ ". 

It is held that a grain elevator constructed after December 81, 1052, 
and on or before December 81, 1056, that is licensed under the laws 

of the State of washington or under the lav s of any other State 
having equivalent licensing provisions, and that is used for the storage 
of grain consistent with the terms of an "occupancy contract" with 
the Commodity Credit Corporation, is a public grain warehouse within 
the meaning of section 124B of the Internal Revenue Code. 

SECTION 125. — AMORTIZABLE BOND PREMIUM 

Rev. Rul. 54-66 REGULATIoNs 118, SEOTIGN 80, 125 (a) — 1: In 
general. 

(Also Section 117(f), Section 28(e), Sec- 
tion 89. 28(e) — 1; Section 28(f), Section 
89. 28 (i) — 1. ) 
Evidences of indebtedness issued by any corporation (including like 

obligations issued by a Government or political subdivision thereof) 
without interest coupons or not in registered form do not constitute 
"bonds" within the meaning of that term as used in section 125 (d) of 
the Internal Revenue Code. Therefore, premiums paid upon the 
acquisition thereof are not amortizable under the provisions of sec- 
tion 125(b) of the Code. Neither are such evidences of indebtedness 
the type of obligations comprehended by section 117(f) of the Code. 
Consequently, any excess of cost or other basis over the amount realized 
upon redemption of such obligations is deductible as an ordinary loss 
under section 28(e) or section 28(f) of the Code. 

SECTION 180. — LIMITATION ON DEDUCTIONS ALLO'F- 
ABLE TO INDIVIDUALS IN CERTAIN CASES 

REGULATioNs 118, SECTION 89. 180 — 1. Limitation Rev. Rul. 54 — 178 
on deductions allowable to individuals in cer- 
tain cases, 

In applying section 180 of the Internal Revenue Code, where the 
facts establish that for tax purposes a husband and wife are partners 
in the same trade or business or that each is participating independ- 
ently of the other in the same trade or business with his or her own 
money, the losses of the husband and wife from that trade or business 
should be considered separately even though they file joint returns. 
Under such circumstances, where during a taxable year one spouse 
sustains a loss of $10, 000 and the other a loss of $45 000& the provisions 
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of section 180 o f. the Code will not be alq&licnblc since neither of their 
individunl losses exceeds $50 000. 

REGULATIoN s 118, SEOTION 89. 180 — 1: Limitation Rev. Rul, 54 — 170 
on deductions allowable to individuals in cer- 
tain cases. 

9'here a tnxpnyer is engaged in a trade or business in a coninIunity 
property State under circunIstnnces such that the inconIe therefrom 
is considered to be comnaunity income, for the purpose of applying the 
$50)000 limitation provided in section 180 of the Internal Ives. ~nue 
Code taxpayer and his spouse are treated as two individuals and one- 
half of the deductions attributable to the trade or business is considered 
to be allo~able to the taxpayer and one-half to the spouse. See 
Fred i[facllfurray) et a/. v. Commissioner, 21 T. C. 15, acquiescence page 
5, this Bulletin, 

SUPPLEMENT C. — CREDITS AGAINST TAX 

SECTION 181(a). — TAXES OF FOREIGN COUNTRIES AND 
POSSESSIONS OF UNITED STATES: ALLOWANCE OF 
CREDIT 

REGULATIQNs 118) SEOTIUN 89. 181(a)-1: Anal- Rev. Rul, 54-14 
ysis of credit for taxes. 

The taxes imposed on corporations by Article 96, Brazilian Law 
No. 1-174 of November 26, 1951, amending the Brazilian income tax 
law, fall within the United States concept of. income taxes and are al- 
lowable as a credit against United States income tax to the extent pro- 
vided by section 181(a) of the Internal Revenue Code, subject to the 
limitations contained in section. 181(b) of the Code. 

SECTION 181(b). — TAXES OF FOREIGN COUNTRIES 
AND POSSESSIONS OF UNITED STATES: LIMIT 
ON CREDIT 

Rev. Rul. 54-15 REGULATIQNs 118) SEOTIQN 89. 181 (b) -1: Limi- 
tations on credit for foreign taxes. 

The credit for taxes paid to a foreign country or a possession of 
the United States allowable under section 131(a) of the Internal 
revenue Code will be limited in application only as expressly pro- 
vided in section 131(b) of the Code. 

G. C. AI. 299(l2, C. B. 1~A9-2, 110, revoked; G. C. M. 2312, C. B, 
1948-2, 131, reinstated. 

Reconsideration has been given to G. C. N. 26062, C. B. 1040-2, 110, 
and G. C. M. 25728, C. B. 1048 — 2, 181, in the light of the Tax Court, 
Memorandum Opinion in the case of James k I)race v. Commis- 
sioner) entered August 27, 1952. 

In G. C. M. 25728) supra, it wns held that section 181(a) of the 
Revenue Act of 1084 (now sec. 181(a) of the Internnl Revenue Code' ), 
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allowing credit for taxes paid to a foreign country or a possession of 
the United States, should be limited in application only as expressly 
provided in section 181(b). This ruling was modi[Ied in G. C, M, 
26062, supra, to limit the amount of income tax paid to a foreign coun- 
try or possession of the United States for which credit could be taken, 
subject to the limitations of section 181(b), to that portion of the in- 
come tax paid to the foreign country or possession of the United 
States which was attributable to income taxed both in the foreign 
country or possession of the United States and in the United States. 

Section 181(b) of the Internal Revenue Code provides, in part, as 
tollows: 

(I) The amount of the credit in respect of the tax paid or accrued to any 
country shall not exceed, in the case of a taxpayer other than a corporation, 
the same pr&portion of the tax against which such credit is taken, which 
the taxpayer's net income from sources unthin such country bears to his 
entire net income for the same taxable year, ~ * ~ [Italics supplied] 

In the case of James H. Brace, supr&t, the taxpayer was a citizen of 
the United States but a resident of Canada. He had income from 
Canadian sources, part of which was excluded from k ederal income 
tax under section 116(a) of the Code. The Commissioner denied the 
taxpayer credit under section 181 of the Code for that portion of 
Canadian taxes allocable to excluded earned income. The Tax Court 
decided the case in favor of the taxpayer relying on the cases of I. B. 
Dexter et ux. v. Commissioner, 47 B. T. A. 28~5, acquiescence C. B, 
1 04 8 2r 1 r and Enweb erin&f v. EduI ard J. Nell, 1 80 k ed. ( 2d ) 865, which 
cases constituted the basis for G. C. M. 25728, supra. In reaching its 
decision the Tax Court stated: 

In the ten years which have intervened [since the decisions in the Dexter and 
Nell eases, supra], the Congress hus had innumerable opportunities to correct 
any error of interpretati&m if one was made by the De*ter and Nell cases. Need- 
less to say, no such action has occurred. &' &' " 

We see no good purpose in questioning such longstanding precedents as the 
Dexter and Nell eases. On their authority, petitioner's position must be sustained. 

In view of the foregoing, it is held that the credit for taxes paid to a 
foreign country or a possession of the United States allowable under 
section 181(a) of the Internal Revenue Code will be limited in appli- 
cation only as expressly provided in section 181(b) of the Code. Ac- 
cordingly, G. C. M. 26062, C. B. 1940 — 2, 110 is hereby revoked and 
G, C, M. 25728, C. B. 1048-2, 181, reinstated. 

SECTION 181(c). — TAXES OF FOREIGN COUNTRIES AND 
POSSESSIONS OF UNITED STATES: ADJUSTMENTS ON 
PAYMENT OF ACCRUED TAXES 

REGULATIGNs 118, SEOTIGN 89. 181(c)-1: Rede- Rev. Rul. 54-5 
termination of tax when credit proves in- 
correct. 

(Also Section 110 (e), Section 80. 119 (e) — 2. ) 
Determination of United States and Canadian income of bus com- 

panies operating routes across the border. 
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1. ~wrpose. — The purpose of this Revenue Ruling is to outline the 
principles that have been agreed upon between the Inter'nal Revenue 
Service and the Department of National Revenue of Canada for the 
determination of the Canadian income of United States bus com- 
panies operating routes which enter Canada, and Canadian bus 
companies operating routes which enter the United States. T', i use 
by the respective taxing authorities of uniform principles is necessary 
to prevent double taxation of income in contravention of Article 
XVI of the tax convention with Canada. 

2. Intenna( Picvenne Code provisions affected. — The principles 
herein promulgated will be followed by the Internal Revenue Service: 
(1) in the allowance of Canadian tax credits to doniestic bus com- 
panies under section 131 of tlie Internal Revenue Code, including any 
redetermination of tax when the credit, proves incorrect, as prov. ded 
in section 39. 181(c) — 1 of Reguhitions 118 and corresponding provi- 
siohs of prior regulations; and (2) in the determination, under sec- 
tion 119(e) of the Internal Revenue Code, of tlie taxable income of 
Canadian bus companies operating in the United States, including 
determinations under section 89. 119(e)-2(h) of Regulations 118 and 
corresponding provisions of prior regulations. 

3. Defi'nitions. — For the purpose of this Revenue Ruling, a bus 
company is defined as a common carrier operating intercity highway 
passenger buses, along with tlie usual incidental baggage, express, 
mail, newspaper, and similar transportation services. An operating 
"division" is defined as the portion of the operations of a bus com- 
pany between certain terminal cities or over certain highways, some- 
times called a "route, " for ivhich separate revenue and expense 
accounts are maintained. In case a bus company does not maintain 
sucli divisional revenue and expense accounts, the entire comq&any is 
considered an "operatin«division" for the purpose of this Revenue 
Rulin«. 

4. Setermination of Canadianincome of a domest~'c bus company, — 
In the absence of compelling reasons to the contrary, the portion of the 
net income of a domestic bits conipany operating in Canada, attribut- 
able to Canadian sources, will be determined by taking an allocable 
part of the net income of each division operating across the bor ler. in 
accordance with the following principles: 

(a) The portion of the divisional net income attributable to Ca- 
nadian sources is the ratio of Canadian operating revenues to total 
operating revenues of such divisions operating across the border, de- 
termined as follows: 

(1) passenger revenues allocated on a passenger-mile basis; 
a. ild 

(2) baggage, express, newspaper, and miscellaneous revenues 
allocated on either an a~ctual or bus-mile basis, as appears rea- 
sonable, 

(b) The taxable net income of each division entering Canada;hall 
be determined as follows: 

(1) Operating revenues allocated to divisions as follows: 
i) passenger revenues on a passenger-niile basis; and 
ji) baggage, express, newspaper, and miscellaneous rev- 

enues on either an actual or bus-line basis, as appears reason- 
able. 
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(2) Operating expenses, other deductions, nonoperating in- 
come and unallowable deductions of the company to be: 

(i) allocated to divisions on a bus-mile basis, in general, 
unless specifically identified with a particular division or 
divisions ' 

(ii) specifically charged or credited to the appropriate di- 
vision or divisions where thus identified; or 

(iii) allocated on some other appropriate basis where 
clearly preferable to either of the above. 

5. Determination of United States income of a Canadian bus com- 
pany. — The principles set forth above in paragraph 4 apply similarly 
to a Canadian bus company operating in the United States, where an 
election is made as provided in section 89. 119 (e) — 9(h) of Regulations 
118, or corresponding provisions of prior regulations. 

REGULATIQNs 118) SKUTIGN 89. 181 (c) — o: Credit for 
taxes accrued but not paid. 

Regulations 118 amended. (See T, D. 6059, p. 80. ) 

SUPPLEMENT D. — RETURNS AND PAYMENT OF TAX 

SECTION 148. — WITHHOLDING OF TAX AT SOURCE 

T. D. 6056 

Release 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 Belgium and of Belgian 
corporations, as affected by the income tax convention between 
the United States and Belgium proclaimed by the President of the 
United States on September 28, 1053. 

TREASURY DEPARTMENT) 
Orrlcz OF COMMISSIONER OI' INTERNAL REVENUE) 

TVashincIton 85) D. C. 
To Officers and Employees of the Internal IL evenue Service and Others 

Concerned: 
TABLE OF CONTENTS 

RKGUI. ATIGNs 118) SKOTIGN 89. 148 — 1: Withholding 
tax at source. 

(Also Section 144, Section 89. 144 — 1. ) 
'I'1TLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 7. — 

TAXATION PURSUANT TO TREATIES. — SUB1'ART — BELGIUM, REGULATIONS 
EFFECTIVE JANUARY I, 1959 

Section 
7. 1100. 
7. 1101. 
7. 1102. 
7. 1103. 
7. 1104. 
7. 1105. 
7. 1100, 
7. 1107. 
7. 1108. 
7. 1109. 

Introductory. 
Dividends. 
Interest. 
Natural resource royalties and real property rentals. 
Patent and copyright royalties and film rentals. 
Private pensions and annuities. 
Release of excess tax withheld at source. 
Addressee not actual owner. 
Information to be furnished in ordinary course, 
Benefiiciaries of a domestic estate or trust. 
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S&c»oN 7. 11OO. INTRoovcTORY'. — The incoirie tax convention l&c- 

tween the United States and Belgium, signed October 28, 1048, as 
modified and supplemented by the supplemeiitary convention betiveen 
such Governments, signed September 9, 1052, and proclaimed by the 
President of the United States on Sel&telnber 23, 1053, hereinafter 
referred to as the convention, provides in parts a&s folio&ws, e6'ective 
with respect to income derived in taxable years beginning o(i or after 
January 1, 1053: 

AuricLE I 
(1) The taxes wliicb a&x tlie subject of tlie presci t couvcuii»n are: 

(a) In the case of the United States: The Federal income taxes, 
(b) In the case of Belgium: The iucoine taxes, the national crisis tax, and 

the personal coinplementary tax, including all additions to these taxes. 
(2) The prese~t convention shall apply also to any other taxes of a sub- 

stantially similar character imposed by either contracting State subsequently 
to the date of signature of the present convention or by the government of any 
territory to which the present convention is extended under Article XXII. 

(8) In the event of appreciable changes in the fiscal laws of either of the 
contracting States the competent authorities of the contracting States will consult 
together. 

AETIcLE II 
(1) In the present convention, unless the context u(berwise requires: 

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

(b) The term "Belgium" when used in a geographical sense ineans the 
Kingdom of Belgium in Europe. 

(c) The term "United States enterprise" means an industrial or commer- 
cial enterprise or uudertal-ing carried on in the United States by a citizen 
or resident of the United States or by a corporation or other juridical per- 
son created or organized in the United States or under the laivs of the 
United States or of any State or Territory of the United States. 

(d) The term "Belgian enterprise" means an industrial or cominercial 
enterprise or undertaking carried on iu Belgiuni by a citizen or resident of 
Belgium or by a corporation or other juridical person created or organized 
in Belgium or under tbe laws of Belgium. 

(e) The terms "enterprise of one of the contracting States" and "enter- 
prise of the other contracting State" mean a Uuiied States enterprise or a 
Belrdan enterprise, as the context requires. 

(f) The term "permanent establishment, " wheu used with respect to an 
enterprise of one of the contracting States, means a brauch, factory, uiine, 
oil well, plantation, vvorkshop, warehouse, installation, or other fixed place 
of business, but does not include an a "ency unless the agent has, and habitu- 
ally exercises, a general authority to ne otiate and conclude contracts on 
behalf of such enterprise or has control over a stock of merchandise from 
which he regularly fills orders on behalf of such enterprise. An enterprise 
of one of the contractin" States shall not be deemed to have a permanent 
establishment in the other contracting State merely because it carries on 
business dealings in such other contraciing State through a bona fide 
coinmission a vent or broker acting in the ordinary course of his business as 
such. n hen a corporation of one contracting State has a subsidiary cor- 
poration which is a corporation created or or 'anizcd in tbe other contract- 
ing State or &vhich is engaged in trade or business in such other contracting 
State, such subsidiary corporation shall not, merely because of that fact, 
be deemed to i&e a permanent establishment of its parent corporation. 

(g) The term "iudustrial and commercial profi(s" shall not include the 
following: 

(i) Income from real property; 
(ii) Income from mortgages, from public funds, securities (including 

mortgage bonds), loans, deposits, and current accounts; 
(iii) Dividends and other income from shares in a corporation; 
(iv) Rentals or royalties arising from leasing personal property or 

from any interest in such property, including rent;&ls or royalties for the 
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use of, or for the privilege of using, patents, copyrights, secret processes 
and formulae, goodwill, trade-niarks, trade brands, franchises, and other 
like property; 

(v) Profit or loss from the sale or exchange of capital assets; 
(vi) Compensation for labor or personal services. 

Subject to the provisions of the present convention, the income referred to in 
subparagraphs (i) to (vi) shall be taxed separately or together with indus- 
trial and commercial profits in accordance with the laws of the contracting 
States. 

(h) The term "competent authority" or "competent authorities" means, in 
the ease of the United States, the Commissioner of Internal Revenue or his 
duly authorized ripresentative; and in the case of Belgium, the Directeur 
General de 1'Administration des Contributions Directes or his duly authorized 
representative; and, in the ease of any territory to which the present conven- 
tion is extended under Article XXII, the competent authority for the adminis- 
tration in such territory of the taxes to which the present convention 
applies. 

(2) In the application of the provision of the present convention by either of 
the contracting States, any term which is not otherwise defined shall, unless the 
context otherwise requires, have the meaning which that term has under the laws 
of such contracting State relating to the taxes which are the subject of the 
present convention. 

ARTIcLE VI 

Income of whatever nature derived from real property shall be taxable only in 
the contracting State in which the real property is situated. This Article does 
not apply to income derived from mortgages or bonds secured by real property. 

ARTICLE VIII 

(1) The rate of United States tax on dividends derived from sources within 
the United States by a resident or corporation or other entity of Belgium not 
having a permanent establishment within the United States shall not exceed 15 
percent. 

(2) Belgium shall not impose on dividends derived from sources within Bel- 
gium by a resident or corporation or other entity of the United States not having 
a permanent establishmeut within Belgium any tax in the nature of a personal 
complementary tax or surtax thereon, or any tax similar to that withheld at 
the source on dividends under United States law in the case of nonresident 
aliens and foreign corporations. 

ARTICLE VIIIA 

The rate of tax imposed by each of the contractin States upon interest (on 
bonds, notes, debentures, or on any other form of indebtedness) derived from 
sources within such State by a resident or corporation or other entity of the 
other State not having a permanent establishment within the former State shall 
not exceed 15 percent. 

AETIcLE IX 

(1) Rentals or royalties from real property or in respect of the operation of 
mines, quarries or other natural resources shall be taxable only in the contract- 
ing State in which such property, mines, quarries, or other natural resources are 
situated. A resident of Belgium, or a corporation or other juridical person 
created or organized in Belgium deriving such rentals or royalties from sources 
within the United States may elect for any taxable year to be subject to United 
States tax as if such resident, corporation, or entity were engaged in trade or 
business within the United States through a permanent establishment therein 
in such taxable year. 

(2) Royalties derived from within one of the contracting States by a resident 
or by a corporation or other entity of the other contracting State as consideratiou 
for the right to use copyrights, patents, secret processes and formulae, trade- 
marks, and other analogous rights shall be exempt from taxation in the former 



State, provided such resident, corporation, or other entity does not have a per- 
manent establisnmenf; there. The term "royalties" as used in this para'raph 
shall be deeI»ed to include rentals in respect of motion picture fil»is. 

ARTICLE X 

(2) Private pensions a»d annuities derived from within one of the contracting 
States and paid to individuals residin in the other contracting State shall be 
exempt from tazation in the former State. 

(3) The term "pensions" as used in this Article mea»s periodic payI»e»ts made 
in consideration for services rendered or by way of compensation for injuries 
received. 

(4) The term "annuities" as used in this Article means a stated sum payable 
periodically at stated tiI»es, under an obligation to make the payments in con- 
sideration of money paid. 

ARTICLE XV 

(1) The competent authorities of the contracting States shall exchange such 
information (being information available under the respective taxation laws of 
the contracting States) as is necessary for carrying out the provisions of the 
present convention or for the prevention of fraud or the administration nf 
statutory provisions and regulations against legal avoidance in relation to tbe 
taxes which are the subject of the present convention. 

(2) Documents and inforI»ation contained therein, transmitted under the pro- 
visions of the present convention by one of the contracting States to the other 
contracting State shall not be published, revealed, or disclosed to any person 
except to the eztent permitted under the laws of the latter State with respect 
to similar documents or information. 

ARTICLE X VI I 
Each of the contracting States shall collect taxes, which are the subject of this 

convention, imposed bv the other contracting State (as though such tax were a 
tax imposed by the former State) as will ensure that the exemption, or reduced 
rate of tax, as the case may be, granted under the present convention by such 
other State shall not be enjoyed by persons not entitled to such benefits. 

ARTICI. E XVIII 

(1) In no case shall the provisions of Articles XV, XVI, and XVII be con- 
strued so as to ir»pose upon either of the contracting States the obligatio~ 

(a) to carry out administrative measures at variance with the regulations 
and practice of either contracting State, or 

(b) to supply information or particulars which are not procurable under 
its own legislation or that of the State making the application. 

(2) The State to which application is made for information or assistance shall 
comply as soon as possible with the request addressed to it. Xevertheless, such 
State may refuse to comply with the request for reaso»s of public policy or if 
compliance would involve violation of a business, industrial, or trade secret. In 
such case it shall inform, as soon as possible, the State making the application. 

ATTIcLE XX 

(1) The provisions of the present convention shall not be construed to restrict 
in any manner any exeI»ption, deduction, credit, or other allowance accorded 
by the laws of one of the contracting States in the determination of the tax 
imposed by such State. 

(2) Should any difiiculty or doubt arise as to the interpretation or application 
of the present convention, the competent authorities of the contracting States 
shall settle the question by mutual agreement. 
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(3) Citizens or corporations or other juridical persons of one of the contracting 
States within the other contracting State shall not be subjected, as regards the 
taxes referred to in the present convention, to the payment of higher taxes 
than are imposed upon the citizens or corporations or other juridical persons of 
such other contracting State. 

ARrlcLE XXI 

The compeient authorities of the two contracting States may (in the case of 
the United States, with the approval of the Secretary of the Treasury, and in 
the case of Belgium, with the approval of the llinister of I'inance) prescribe 
regulations necessary to carry out the provisions of the present convention. 
With respect to the provisions of the present convention relating to exchange 
of information and mutual assistance in the collection of taxes, such authorities 
Inay, by common agreement, prescribe rules concerning matters of procedure, 
forms of application and replies thereto, conversion of currency, disposition of 
amounts collected, minimum amount subject to collection, and related matters. 

ARTIcLE XXIII 

(1) The present convention shall be ratified and the instruments of ratifica- 
tion shall be exchanged at Brussels as soon as possible. 

(2) The present convention shall become eftective with respect to income 
derived in taxable years beginning on or after the 1st day of January of the 
calendar year in which the exchange of the instruments of ratification takes 
place, except that if such exchange takes place af ter the 30th day of 
September of such calendar year, Articles VIII and VIIIA and Article IX 
(2) shall become effective only with respect to payments made after the 81st 
day of December of such calendar year. It shall continue eRective for a 
period of 5 years beginning with the 1st day of Tanuary of the calendar year 
in which such exchange takes place and indefinitely ai'ter that period, but may 
be terminated by either of the contracting States at the end of the 5-year 
period or at any time thereafter, provided that at least 6-month prior notice 
of termination has been given, the termination to become effective on the 1st 
day of January following the expiration of the 6-month period. 

4 

As used in this Treasury Decision, any term defined in the conven- 
tion shall have the meaning so assigned to it; any term not so defined 
shall, unless the context otherwise requires, have the meaning which 
such term has under the Internal Revenue Code. 

SEo. 7. 1101. DlvtnKNns. — (a) General. — The rate of United States 
tax imposed by the Internal Revenue Code upon dividends derived 
from sources within the United States in taxable years beginning 
on or after January 1, 1953, by a nonresident alien (including a non- 
resident alien individual, fiduciary, and partnership) who is a resi- 
dent of Belgium, or by a Belgium corporation or other entity, shall 
not exceed 15 percent under the provisions of Article VIII of the 
convention if such alien, corporation, or other entity at no time 
during the taxable year in which such dividends are derived has a 
permanent establishment Ivithin the United States. As to what 
consitutes a permanent establishment, see Article II(1) (f) of the 
convention. Thus, if a nonresident alien individual who is a resident 
of Belgium performs personal services within the United States dur- 
ing the taxable year, but has at no time during such year a pernlanent 
establishment within the United States, he is entitled to the reduced 
rate of tax with respect to dividends derived in that year from United 
States sources, as provided in Article VIII of the convention, even 
though under the provisions of section 211(b) of the Internal Rev- 
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enue Code he has engaged in trade or business within the Unite&I 
States during such year by reason of' his having perforuied personal 
services therein. 

(b) Effect of actress in Bcl&iinm on e~ithh&rt&ling in the ca~e of 
dividends. — For the purpose of vvithholding of United States tax 
in the case of dividends every nonresident alien (including a nouresI- 
dent alien individual, fiduciary, and partnership) ~hose address is 
in Belgium shall be deemed by United States withholding agents to 
be a nonresident alien who is a resident of Belgium not having a 
permanent establishment within the United States; and every foreign 
corporation whose address is in Belgium shall be deemed by such 
withholding agents to be a Belgium corporation not having a per- 
manent establishment within the United States. 

(c) Rate of ~ithholdin&t. — withholding at source in the case of 
dividends derived from sources within the United States and paid on 
or after January 1, 1053, to nonresident aliens (including a nonresi- 
dent alien individual, fiduciary, and partnership) and to foreign cor- 
porations, whose addresses are in Belgium, shall be at the rate of 15 
percent in every case except that in which, ln ior to the date of pay- 
ment of such dividends, the Commissioner of Internal R venue has 
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 foreign corporations with addresses in Belgium 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 dividend. As to 
action by the recipient who is not the owner of the dividend, see section 
7. 1107. 

The rate at which United States tax has been withheld from any 
dividend paid at any time after the expiration of the 30th day after 
the date on which this Treasury Decision is published in the Federal 
Register to any person whose address is in Belgium at the time the 
dividend is paid shall be shown either in writing or by appropriate 
stamp on the check, draft, or other evidence of payment, or on an 
accompanying statement. 

SEc. 7. 1102. INTER'sT. — (a) t enera/. — The rate of' United States 
tax imposed. by the Internal Revenue Code upon interest on bonds, 
securities, notes, debentures, or on any other form of indebtedness, 
including~ interest on obligations of the United States, obligations ot 
instrumentalities of the United States, and mortgages and bonds se- 
cured by real property, which is derived from sources within the 
United States in taxable years beginning on or after January 1, 1958, 
by a nonresident alien (including a nonresident alien individual, 
fiduciary, and partnership) who is a resident of Belgium, or by a 
Belgian corporation or other entity, shall not exceed 15 percent under 
the provisions of Article VIIIA of the convention if such alien, cor- 
poration, or other entity at no time during the taxable year in which 
such interest is derived has a permanent establishment in the United 
States. As to what constitutes a permanent establishment, see Article 
II(1) (f) of the convention. 
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(5) App/zcaAon of re~need rute at source. — To secure the reduced 
rate of United States tax at source in the case of. coupon bond interest, 
the nonresident, alien who is a resident of Belgium, or the Belgian cor- 
poration or other entity, shall for each issue of. bonds fiie Form 1001 — B 
in duplicate when presenting the interest coupons for payment. This 
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 the interest, and the amount of the interest. 
It shall contain a statement tliat the owner (1) is a resident of Bel- 
gium, or is a Belgian corporation or other entity, anti (2) has no 
permanent establishment in the United States. 

The reduction in the rate of United States tax contemplated by 
Article VIIIA of the convention, insofar as it coiicerns coupon bond 
interest, is applicable only to the owner of the interest. The person 
presenting the coupon or on whose behalf it is presented shall, for the 
purpose of the recluction in tax, be deemed to be the owner of the 
interest only if 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 or on whose behalf it is presented 
is not. the owner of the bond, Form 1001, and not Form 1001 — B, shall 
be executed. 

The original and duplicate of Form 1001 — B shall be forwarded by 
the withholding agent to the District Director of Internal Revenue, 
Audit Division, Alien Returns Section, Baltiiuore- 2, AIaryland, with 
the quarterly return on Form 1012. See section 89. 149 — 7 of this 
chapter [R gulations 118]. Form 1001 — B shall 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 39. 143-4 and section 39. 148 — 6 of this chapter. 

To secure the reduced rate of United States tax at source in the 
case of interest, other than coupon bond interest, the nonresident alien 
who is a resident of Belgium, or the Belgian corporation or other 
entity, shall file Form 1001A-B in duplicate with the withholding 
agent in the United States. This form shall be signed by the o~ner 
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 the interest. 
It shall contain a statement that tlie owner (1) is a resident of Bel- 
gium, or is a Belgian corporation or other entity, and (2) has no 
permanent establishment in the United States. 

Form 1001A-B sliall be filed with the withholding agent for each 
successive 9-calendar-year period during which such interest is paid. 
For this purpose, the first such period shall commence with the be- 
ginning of the calendar year in which such income is first paid on or 
after January 1, 1959. Each such form flled with any withholding 
agent shall be filed not later than 20 days preceding the date of the 
first payment within each successive period, or, if that is not possible 
because of special circumstances, as soon as possible after such first 
payment. Once such a form has been filed in respect of any 8-calendar- 
year period, no additional Form 1001A. — B need be filed in respect 
thereto unless the Commissioner of Internal Revenue notifies the with- 
holding agent that another such form shall be filed by the taxpayer, 



If~ after filing such form, the taxpayer ceases to be eligible for the 
I'educed rate of United States tax granted by Article VIIIA of the 
convention in respect to such interest, he shall promptly notify the 
withholding agent by letter in duplicate. When any change occurs 
in the ownership of the interest as recorded on the books of the payer, 
the reduction in rate of withholding of United States tax shall no 
longer apply unless the new owner of record is entitled to and does 
properly file a Form 1001A — B with the withholding agent. 

The duplicate of each Form 1001A-B (and letter) shall be im- 
mediately forwarded by the withholding agent to the D&strict Director 
of Internal Revenue, A. udit Division, Alien Returns Section, Balti- 
more 9, Maryland. 

SEC. 7. 1103. NATURAL RESOURCE ROYALTIES AND REAL PROPERTY 
RENTALs. — The convention does not change the rate ot United States 
tax imposed pursuant to sections 911 and 231 of the Internal Revenue 
Code upon natural resource royalties and real property rentals. The 
withholding of United States tax with respect to such items derived 
from sources within the United States by nonresident aliens who are 
residents of Belgium, or by Belgian corporations or other entities, is 
not changed by the convention. See sections 143(b) and 144 of the 
Internal Revenue Code and Articles VI and IX(1) of the Convention. 

SEC. 7. 1104. PATENT AND COPYRIGIIT ROYALTIES AND FILM RENT- 
ALs. — (a) C 'eneraL — Royalties derived from sources within the 
United States in taxable years beginning on or after January 1, 1953, 
by a nonresident alien (including a nonresident alien individual, 
fiduciary, and partnership) who is a resident of Belgium, or by a 
Belgian corporation or other entity, as consideration for the right 
to use copyrights, patents, secret processes and formulae, trade-marks, 
and other analogous rights are exempt from United States tax under 
the provisions of Article IX(2) of the convention if such alien, cor- 
poration, or other entity at no time during the taxable vear in v. hich 
such royalties are derived has a permanent establishment within the 
United States. Such royalties are, therefore, not subject to the with- 
holding of United States tax at source. As to what constitutes a 
permanent establishment, see Article II(1) (f) of the convention. 

The term. "royalties" as used in this section shall be deemed to 
include rentals in respect of motion picture films. 

(b) App/ication of exemption from vcithhotding. — To avoid with- 
holding of United States tax at source in the case of the royalties to 
which paragraph (a) is applicable, the nonresident alien who is a 
resident of Belgium, or the Be~gian corporation or other entity, shall 
file Form 1001A-B in duplicate with the ~ithholding agent in the 
United States. The provisions of section 7. 1109(b) relating to the 
execution, filing, and effective period of such form with respect to 
interest are equally applicable wIth respect to the income falling 
within the scope of this section. 

The duplicate of each Form 1001A-B (and letter) shall be im- 
mediately forwarded by the withholding agent to the District Director 
of Internal Revenue, Audit Division, Alien Peturns Section, Balti- 
more 9, Maryland. 

SEc. 7. 1105. PRIvATE PENsICNs AND ANNUITIEs. — (a) Genera (. — 
Private pensions and annuities, as defined in Artl&le X (3) and (4) 
of the convention, derived from sources within the United States in 
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taxable years beginning on or after January 1, 1958, and paid to a 
nonresident alien individual who is a resident of Belgium are exempt 
from United States tax under the provisions of Article X(9) of the 
convention. Such items of income are, therefore, not subject to the 
withholding of United. States tax at souirce. 

(5) Application of e*, emption, from, mithholChng. — To avoid with- 
holding of United States tax at source in the case of the items of in- 
come to which paragraph (a) is applicable, the nonresident alien 
individual who is a resident of Belgium shall notify the withholding 
agent by letter in duplicate that such income is exempt from United 
States tax under the provisions of Article X of the convention. The 
letter of notification shall be signed by the owner of the income, 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 Belgium. If such letter is also to be used as authorization for the 
release, pursuant to section 7. 1106, of excess tax withheld from such 
items of income, it shall also contain a statement that the owner 
was, at the time when the income was derived from which the excess 
tax was withheld, neither a citizen nor a resident of the United 
States but was a resident of Belgium. 

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 be withheld with respect to pav- 
ments of such items of income made after receipt of such notice. If, 
after filing a letter of notification, the owner of the income ceases to 
be eligible for the exemption from United. States tax granted by the 
convention in respect to such income, he shall promptly notify the 
withholding agent by letter in duplicate. When any change occurs 
in the ownership of such income as recorded on the books of. the payer, 
the exemption from withholding of United States tax shall no longer 
apply unless the new owner of record is entitled. to and does properly 
file a letter of notilication with the withholding agent. 

Each letter of notification, or the duplicate thereof, shall be im- 
mediately forwarded by the withholding agent to the District Direc- 
tor of Internal Revenue, Audit Division, Alien Returns Section, Balti- 
more 0, Maryland. 

(c) Definition Of pensions &md annuities. — Under Article X(8) of 
the convention, the term "pensions, " as used. in Article X, means 
periodic payments made in consideration for services rendered or by 
way of compensation for injuries received. 

Under Article X(4) of the convention, the term "annuities, " as 
used in Article X, means a stated sum payable periodically at sta. ted 
times under an obligation to make the payments in consideration of 
money paid. 

SEc. 7. 1106. RzLEwsz oF Kxcxss TAx WITHHELD AT Somicn. — In 
order to give the convention eRective application at the earliest prac- 
ticable date, the exemptions from, and reductions in the rate of, with- 
holding of United States tax at source granted by this Treasury 
Decision are hereby made eAective beginning January 1, 1958, con- 
tingent upon compliance with the applicable provisions of section 
7. 1101 through section 7. 1105. 
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» tb. e 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 Belgium, if 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, 1958, there shall be released by the withholding agent 
and paid over to the person from whom it was v-ithheld an amount 
which is equal to the amount obtained by subtracting 15 percent of 
such dividends from the tax so withheld. 

En the case of every taxpayer whose address at the time of payment 
was in Belgium and who furnishes to the withholdin&~ agent Forn1 
1001A — B in accordance with section 7. 1102(b) and sect1on 7. 1104(b), 
if 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, 1958, from the items of income in respect of which such 
form is prescribed in such sections, there shall be released by the with- 
holding agent and paid over to the person from whom it, was with- 
held— 

(1) in the case of interest (other than coupon bond interest), 
an amount which is equal to the amount obtained by subtracting 
15 percent of such interest from the tax so withheld from such 
interest; and 

(2) in the case of patent royalties, copyright royalties, fibn 
rentals, and the like, an amount equal to the tax so withheld from 
such items. 

In the case of every taxpayer whose address at the time of payment 
was in Belgium and who furnishes to the withholding agent Form 
1001 — B clearly marked "SUBSTITUTE" and executed. in accordance 
with section 7. 1102 (b), if. United. States tax at the statutory rate (28 
percent or 80 percent, as the case may be, as of the date of approval 
of this Treasury Decision) has been withheld from coupon bond inter- 
est on or after January 1, 1958, there shall be released. by the with- 
holding agent and paid over to the person from whom it was withheld 
an amount which is equal to the difference between the amount of such 
interest multiplied by the higher of such statutory rates (30 percent 
as of the date of approval of this Treasury Decision), and 15 percent 
of such interest. One such substitute form shall be Gled in duplicate 
with respect to each issue of bonds and will serve with respect to that 
issue to replace all Forms 1001 previously Gled by the taxpayer in 
the calendar year in which the excess tax was withheld and. with 
respect to v-hich such excess is released. 

The original and duplicate of such substitute Form 1001-B shall be 
forwarded by the withhohling agent to the District Director of I~ter- 
nal Revenue, Audit, Division, Alien Returns Section, Baltimore 2, 
Maryland, with the quarterly return on Form 1012. See section 
89. 148 — 7 of this chapter. Such substitute Form 1001 — B shall be listed 
on Form 1012. 

In the case of every taxpayer whose address at the time of payment 
was in Belgium and who furnishes to the withholding agent the letter 
of notiGcation prescribed m section 7. 1105(b) as authorization for 
the release of excess tax withheld, if United. States tax at the statutory 

315359' — 54 — 10 
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rate (80 percent as of the date of approval of this Treasury Decision) 
has been withheld on or after January 1, 1958, from private pensions 
and annuities as defined in Article X, there shall be released by the 
withholding agent and paid over to the person from whom it was with- 
held an amount equal to the tax so withheld from such items. 

The provisions of this section shall have no application to excess tax 
withheld at source which has been paid by the withholding agent to 
the district director of internal revenue pursuant to section 89. 148 — 7 
of this chapter. 

SEc. 7. 1107. ADDREssEE NQT AcTUAL OwNER. — (a) C"eneral. — If the 
recipient in Belgium of any dividend from sources within the United 
States, with respect to which United St tes tax at the reduced rate of 
15 percent has been withheld at source pursuant to section 7. 1101(c), 
is a noininee or representative through whom such dividend Rows to a 
person other than one described in section 7. 1101(a) as being entitled 
to such reduced rate, such recipient in Belgium shall withhold an 
additional amount of United States tax equivalent, to the United 
States tax which would have been withheld 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 
withheld at the source. 

In any case in which a fiduciary or partnership with an address 
in Belgium receives, otherwise than as a nominee or representative, 
a dividend from sources within the United States v-itli respect to 
which United States tax at the reduced rate of 15 percent has been 
withheld at source pursuant to section 7. 1101(c), if a beneficiary of 
such fiduciary or a partner in such partnership is not entitled to the 
reduced rate of United States tax granted by Article VIII(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 included in such beneficiary's share of the distributed or dis- 
tributable income, or in such partner's distributive share of the in- 
come, of such fiduciary or partnership, as the case may be. The 
amount of the additional tax is to be calculated in the same manner 
as under the immediately preceding paragraph of this section. 

If any amount of United States tax is released pursuant to section 
'&'. 1106 by the withholding agent in the United States with respect to 
a dividend paid to such a person (nominee, representative, fiduciary, 
or partnership) with an address in Belgium, the latter shall also with- 
hold from sucli released amount any additional amount of United 
States tax, otherwise required to be withheld by the preceding pro- 
visions of this section in respect of such dividend, in thc 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. 

(b) Returns Pled by Belgian withholding agents. — The amounts 
withheld pursuant to paragraph (a) by any withholding agent in 
Belgium shall be deposited, without converting such amounts into 
United States dollars, with the Belgium Directeur General de l'Ad- 
ministration des Contributions Directes on or before tlie 15th day 
after the close of the quarter of the calendar year in which such with- 
holding in Belgium occurs. The withholding agent making such 
deposit shall render therewith such appropriate Belgian form as may 
be prescribed by the Directeur General de l'Administration des Con-. 
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tr»utions Directes. The amounts so deposited should be reinitted 
by the Directeur (genera] by draft in United States dollars to the 
District Director of Internal Revenue, Baltinioie 2, Maryland, 
U. S A. , on or before the end of the calendar inonth in which the 
deposit is ma&le, and should be accompanied by such Belgian form 
as may be required to be rendered by tlie v. itliholding agent in Bel- 
gium in connection. with such deposit. 

Src. 7. 1108. 1%1'oitMATIoN To nE FcitKISIIrn iiN OiuiiN. iitv Cocasx. — 
(a) C&neraZ. — In coinpliance with the pt. ovisions ol Article XV of 
the convention the Commissioner of Internal Revenue will tr, insmit 
to tlie Belgian Directeur Cietteral de 1'Administration des Co«tribu- 
tions Directes, as soon as practicable after tlie close of the caiendar 
year 1958 and of each subsequent calelldar vear during wliich the 
convention is in effect-, the folloiving information relating to such 
preceding calendar year: 

(1) The duplicate copy of each available Form 1042 Supple- 
ment filed pursuant to paragraph (5) of this section„and 

(2) The duplicate copy of each available ownership certificate, 
Forin 1001-B, filed pursuant to section 7. 1102(b), and substitute 
Form 1001 — B, filed pursuant to section 7. 1106, in connection with 
coupon bond interest. 

(0) Information return. — To facilitate compliance with Article XV 
of the convention, every United States, withholding agent, shall make 
and file in duplicate with the district director of internal revenue for 
the district in which the withholding agent is located an inforniation 
return on Form 1042 Supplement, with respect to Belgian addressees, 
which shall be filed for the calendar year 1MB and subsequent calendar 
years. This return shall be filed simultaneously with the Form 1042 
required by section 89. 148 — 7 of this chapter. 

There shall be reported on such Form 1042 Supplement all items of 
fixed or determinable annual or periodical income derived fi-om 
sources within the United States and pa'd to nonresident aliens (in- 
cluding nonresident alien individuals, fiduciaries, and partnerships) 
and to nonresident foreign corporations, whose addresses at the time 
of paynient were in Belgium, including such items of income upon 
which, in accordance with this Treasury~ Decision, no withholding of 
United States tax is required; except that any of such iteins v hich 
constitute interest in respect of which Form 1001 — B or substitute 
Form 1001-8 has been filed in duplicate with the withholding agent 
are not required to be reported on such Form 1042 Supplemeiit. 

Sxc. 7. 1109. BE~zzcz~HxEs oF ~ DoiMzsTzc EsT~TE oR TRcsT. — A 
nonresident alien who is a resident of Belgium and who is a, bene- 
ficiary of a domestic estate or trust shall be entitled to the exemption 
from, or reduction in the rate of, United States tax granted by Articles 
VIII, VIIIA, and IK(2) of the convention with respect to tlival nds, 
interest, and copyright royalties and the like, to the extent, such. 'tern 
or items are included in his share of the distributed or distributable 
income of such estate or trust, provided that, he otherwise satisties the 
requirements of these respective articles. In order to be entitled in 
such instance to the exemption from, or reduction in the rate of, with- 
holding of United States tax such beneficiary must otherwise satisfy 
such requirements and shall, where applicable execute and sub»iit to 
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the fiduciary of such esi. ate or trust in the United States the Form 
1001A-B prescribed in section 7. 1102(b) and section 7. 1104(b). 

Because it is necessary to bring into eflect at the earliest practicable 
date the rules of this Treasury Decision respecting release of excess 
tax witheld, and exemption from, or reduction in the rate of, with- 
holding of tax, it is hereby found that it is impracticable to issue 
this Ticasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved Ju&ie 11, 
1946, or subject to the effective date limitation of section 4(c) of tl'at 
act. 

(This Treasury Decision is issued under the authority contained in 
secs, 62 and 8791 (53 Stat. 32, 467; 26 U. S. C. 62, 3791) of the Internal 
Revenue Code and in A. rticle XXI of the convention. ) 

O. GoitnoN DzLK) 
Acting Commissioner of Internal Revenue. 

Approved Deceinber 4, 1958. 
M. B. For, soM, 

Acting Secretary of the 2'reasury. 

(Filed with the Division of the Federal Register December 9, 19 &3, 8: 50 a. m. ) 

RZGUI ATIONs 118, SKUTION 39. 146 — 2: Fixed or 
determinable annual or periodical income. 

A. limony payments to an individual, alien as to the 'United States, 
residing in Sweden. (See Rev. Rul. 54 — 53, p. 156, ) 

Rev. Rul. 54-242 RzcvzaTioNs 118, SzUTioN 69. 148 — 7: Return 
and payment of tax withheld. 

Countries with respect to which information returns on Form 
1042 Supplement, relating to lixed or determinable annual or periodi- 
cal income derived from sources within the United States, must be 
Sled by withholding agents. 

Advice is requested as to the countries with respect to which in- 
formation returns on Form 1042 Supplement are required to be filed 

by withholding agents pursuant to section 7. 1(a) of Treasury De- 
cision 6055, C. B. 1953 — 2, 77. 

Section 7. 1(a) of Treasury Decision 6055, supra, provides that for 
the calendar year 1956 and subsequent calendar years, every United 
States withholding agent slrall make and file an information return 
on Form 1042 Supp!ement, relating to fixed or determinable annual 
or periodical income derived from sources within the United States 
and paid to nonresident aliens whose addresses at the time of pay- 
ment are within a foreign country which has entered into an income 
tax convention with the United States, if such convention provides 
for the mutual exchange of information and if the Commissioner of 
Internal Revenue determines that such return is required in the case 
of such country. A separate return is required for each country with 
respect to which such a determination is made. 



145 [Regs. 118, Ii 39. 144 — 1. 

Income tax conventions with the following countries are now in 
efi'ect: Australia, Belgium, Canada, Denmark, Finland, France, 
Greece, Ireland, the Netherlands, New Zealand, Norway, Sweden, 
Switzerland, and the United kingdom. Information returns on Form 
1042 Supplement are required to be made and fiile&l by witliholding 
agents with respect to these countries for the calendar year 1954 and 
subsequent years. 

The filing of information returns on Form 1042 Supplement will 
be required in the case of any country with whicti the United States 
in the future enters into an income tax convention providing for the 
mutual exchange of information. If the proclamation of the Presi- 
dent, of the United States, relative to the ratification of such a con- 
vention, is issued during the first 6 months of a calendar year, in- 
formation returns on I'orm 1042 Supplement with respect to that 
country will be required for the calendar year in which the proclama- 
tion is issued, and for each subsequent calendar year. However, if 
such proclam~ation is issued during the last 6 months of a calendar 
year, information returns on Fornax 1042 Supplement with respect to 
that country will not be required for the calendar year in which the 
proclamation is issued, but v. ill be required for each subsequent cal- 
endar year. 

The above provisions do not apply to any calendar year in which 
amounts paid by withholding agents are not subject to the provisions 
of a convention between the United States and a. particular foreign 
country. Thus, if the President's proclamation relative to a future 
income tax convention with a foreign country is issued during the first 
6 months of 1955 and the convention applies only to amounts paid 
on or after January 1, 1956, information returns on Form 1042 Sup- 
plement with respect to that country are not required for 1955, but are 
required for the calendar year 1956 and subsequent years. Similarly, 
if. a convention with a foreign country is terminated, no returns on 
Form 1042 Supplement are required with respect to that country for 
any calendar year subsequent to the last calendar year during which 
the provisions of the convention apply. 

REMI, -~Tzoxs 118, SzcTxoN 89. 143 — 7: Return 
and payment of tax withheld. 

Regulations 118 amended. (See T. D. 6059, p. 80. ) 

SECTION 144. — PAYMENT OF CORPORATION INCOME 
TAX AT SOURCE 

RKGUL. vi'mxs 118, Sscrzox 89. 144 — 1: Witliholding 
in the case of nonresident foreign corporations. 

Release of excess tax withheld, and exemption from, or reduction in 
rate of, withholding in the case of Belgian corporations, as afi'ected 
by the income tax convention between the United States and Belgium. 
(See T. D. 6056& p. 182. ) 
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SECTION 145. — PENALTIKS 

IwEGUI. ATIVNs 118, SEVTIVN 8&). 145 — 1: Penalties. Ct. D. 1766 

Cl&IMINAL LIABILITY. ' — INTL'IINAL IIEVENCE CODE — DECISION OF SUPREME 
C&)URT 

1. CUNTAcT AVITH JUROR — PRESUMPTIUN oF PREJUDIcE — HEARINO 
GRAN rro. 

In a criminal case, any private communication, contact, or tamper- 
ing, directly or indirectly, with a juror during a trial about the 
matter pending before the jury is, for obvious reasons, deemed pre- 
surr&piively prejudicial, if not made in pursuance of known rules of 
the court and the instructions and directior&s of the court made 
during the trial. , with full knowledge of the parties. The presump- 
tion is not conclusive, but the burden rests heavily upon the Govern- 
ment to establish, after notice to and hearing of the defendant, that 
such contact with the juror was harmless to the defendant. 

2. JUOOMENT VACATUU. 

Judgment of the United States Court of Appeals for the Ninth 
Circuit (205 F. (2d) 277 (1952) ) vacated and ease remanded to 
district court for hearing to determine whether alleged jury tamper- 
ing was harmful to defendant. 

SUPREME COURT OF THE L&NITFr& STATES 

Et&&ter F. Remmer, petitioner, v. United States of America 

Ou writ of certiorari to the United States Court of Appeals for the Ninth Circuit 

[March 8, 1954] 

oprnroN 

Mr. Justice MINTON delivered the opinion of the Court. 
The petitioner was convicted by a jury on several counts charging willful 

evasion of the payment of Federal income taxes. A matter admitted by the 
Government to have been handled by the trial court in a manner that may have 
been prejudicial to the petitioner, and therefore confessed as error, is presented 
at the threshold and must be disposed of first. 

After the jury had returned its verdict, the petitioner learned for the first 
time that during the trial a person unnamed had communicated with a certain 
juror, who afterwards became the jury foreman, and remarl-ed to him that 
he could profit by bringing in a verdict favorable to the petitioner. The juror 
reported the incident to the judge, who informed the prosecuting attorneys and 
advised with them. As a result, the Federal Bureau of Investigation was re- 
quested to make an investigation and report, which was accordingly done. The 
F. B. I, report was considered by the judge and prosecutors alone, and they 
apparently concluded that the statement to the juror was made in jest, and 
nothing further was done or said about ihe matter. Neither the judge nor the 
prosecutors informed the petitioner of the incident, and he and his counsel first 
learned of the matter by reading of it in the newspapers after the verdict. 

The above-stated facts were alleged in a motion for a new trial, together with 
nn allegation that the petitioner was subsi. antially prejudiced, thereby depriving 
him of a fair trial, and a request for a hearing to deterruine the circumstances 
surrounding the incident and its eKect on the jury. * A supporting aihdavit of the 
petitioner's attornevs recited the alleged occurrences and stated that if they 
had kno&vn of the incident they would have moved for a mistrial and requested 
that the juror in question be replaced by an alternate juror. Two newspaper 
articles reporting the incident were attached to the affidavi. The Government 
did not file answering aibdavits. 'Ihe district court, without holding the requested 
hearin, , denied the ruotiou for a new trial. The court of appeals held that the 

PThc &notion for a nc&v trial was also grouu&'led ou maur other contentious, several of 
which have also hcea presented to &his C&&urt Because of our disposition of the case on 
the issue treated hceciu, &ve do uot pass upou these additional &ruestious. 
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district court had not abused its discretion, siuce the petitioner had shown no 
prejudice to him. 205 Y. 2d 277, 29L The case is here ou writ of certiorari. 846 
U. S. 884. 

In a criminal case, any private communication, coutact, or tampering, directly 
or indirectly, vvith a juror during a trial about the matter pending before tbe 
jury is, for obvious reasons, deemed presumptively prejudicial, if not maile in 
pursu ince of known rules of the court and the instructions and directions of the 
court made during the trial, with f»ll knosrlcdge of the li;irties. The presm»lit ion 
is not conclusive, but the. b»rden rests heavily upon the Government to establish, 
after notice to and hearin; of the defendant, that such contact with the juror 
was harniless to the defendant. 3Iattoco v. United, States, 146 IL S. 140, 14! — lo0; 
Ij'heaton v. United States, 188 F. 2d 5"', 527. 

Ivi do not know from this record, nor does the petitioner know, what actually 
transpired, or whether the incidents that may have occurred were harmful or 
barr»less. The sending of au I~'. B. I. agent in the midst of a trial to investigate 
a juror as to his conduct is bound to impress the juror and is very apt to do so 
unduly. A juror must feel free to exercise his functions without tbe ii'. B. I. 
or anrone else looking over his shoulder. The integrity of jury proceedings must 
not be, jeopardized by unauthorized invasions. The trial court should not decide 
and take final action ea parte on inforiuation such as was received in this case, 
but should determine tbe circumstances, the iinpact thereof upon tbe juror, and 
whether or not it was prejudicial, in a hearing with all interested parties 
permitted to participate. 

Aye therefore vacate the j»dgment of the court of appeals and remand the case 
to the district court with directions to hold a hearing to determine whether the 
incident complained of Iras barruful to tbe petitioner, and if after hearing it is 
found to have been harmful, to grant a new trial. 

Judgment vacated. 
The Chief Justice took no part in the consideration or decision of this case. 

SUPPLEMENT E. — ESTATES AND TRUSTS 

SECTION 162. — NET INCOME 

REGULATIGNs 118 SEGTIQN 89. 162 — 1: Income of Rev. Rul. 54-207 
estates and trusts. 

A capital loss carryover provided by section 117(e) of the Internal 
Revenue Code resulting from a capital loss incurred by a decedent is 
not deductible by his e~state. A capital loss sustained by a decedent 
during his lifetime is deductible only in the return filed on his behalf. 
There can be no capital loss carryover from the decedent to his estate 
for the reason that the decedent and the estate are separate tax en- 
tities. See 1Ve&o t'olonz'at Ice Company v. FIetvenng, 292 U. S. 485, 
Ct. D. 841, C. B. XIII-1, 194; Estate of R. E. EnsseQ et al, v. Com- 
missioner, 84 BTA 715; I. T. 1562, C. B. II-1, 88 (1928) . 

SECTION 165. — EMPLOYEES' TRUSTS 

REGULATIGNs 118, SEOTIoN 89. 165 — 1: Employees' Rev. Rul. 54 — 51 
trusts. 

An investment by a profit-sharing trust in an ordinary life in- 
insurance contract for each insurable participant under the trust, 
will be considered incidental and subordinate to the primary pur- 
pose of a qualitied profit-sharing plan where (I) the aggregate 
premiums for life insurance in the case of each participant is less 
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than one-half of the aggregate of the contributions allocated to him 
at any particular thue; and (2) the plan shall require the trustee 
to convert the entire value of the life insurance contract at or be- 
fore retirement to provide periodic income so that no portion of 
such value may be used to continue life insurance protection beyond 
retirement. Such an investment will not disqualify the plan under 
section 105 (a) of the Internal Revenue Code. 

Advice is requested whether, on the basis of the following facts, 
an investment in ordinary life insurance by a profit-sharing trust for 
each of its insurable participants will disqualify the profit-sharing 
plan under section 165(a) of the Internal Revenue Code. 

The einployer has established a profit-sharing plan having ac- 
ceptable contribution and allocation formulae. Under the plan less 
than one-half of each amount annually allocated to each respective 
insurable participant, 's account is "invested" in an ordinary life in- 
surance contract on his life. The insurer has agreed with the trustee 
that, if so requested at a later date, the contract will be converted to 
an insurance income contract which will provide the employee with 
an annuity benefit for life following his retirement. The ordinary 
life insurance contracts purchased under the plan are owned by the 
trustee, but the participant has the right to name a beneficiary to re- 
ceive the "death proceeds" of such contract upon his death. Under 
tlie plan the trustee is required, 1 year prior to the participant's nor- 
mal retirement date, to apply the funds credited to the participant 
in the pooled investment account to convert the ordinary life insurance 
contract on his life to an insurance income contract in the maximum 
amount permitted under the agreement with the insurer. When an 
employee has attained normal retirement age, the trustee shall make 
available to the retiring employee the retirement income as provided 
by the insurance income contract tlien in force and, to the extent that 
any other funds remain in the trust, they shall be applied to purchase 
a single premium annuity contract, or the trustee may pay such funds 
to him in equal nionthly installments over a fixed period of time. 

Section 39. 165 — 1(a) (2) of Regulations 118 defines the term "profit- 
sharing plan" as follows: 

A profit-sharing plan ~ * ~ is a plan established and maintained by an em- 
plover to provide for the participation in his profits, by his employees or their 
beneficiaries, based on a definite predetermined formula for determinin" the 
profits to be shared aud a definite predetermined formula for distributing the 
funds accumulated under the plan after a fi'ed, number of years, the attain- 
ment of a stated age, or upon the prior occurrence of some event such as illness, 
disability, retirement, death or severance of employment. [Italics supplied. ] 

Section 30. 23 (p)-1 of. Regulations 118, pertaining to the deduction 
of contributions for incidental benefits, states that section 28(p) is 
applicable to all contributions (including contributions to provide 
incidental benefits such as life insurance protection) under a stock 
bonus, pension, profit-sharing, or annuity plan. 

For the purpose of this ruling, life insurance may be considered 
"incidental" where (1) the aggregate premiums for life insurance in 
the case of each participant i less than one-half of tlie aggregate of 
the contributions allocated to him at any particular time; and (2) 
the plan shall require the trustee to convert the entire value of the 
life insurance contract at or before retirement to provide periodic 
income so that no portion of such value may be used to continue life 
insurance protection beyond retirement. 
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In view of the foregoing, it is held that an investment by a profit- 
sharing trust in ordinary life insurance contracts under the above- 
stated conditions will not disqualify a profit-sharing plan under sec- 
tion 165(a) of the Internal Revenue Code. 

REGULATIQNs 118) SEGTIQN 39. 165-1: Employees' Rev. Rul. 54 — 67 
trusts. 

4 plan established by an employer which provides his employees 
only such benefits as are afforded through the purchase of ordinary 
life ii)surauce contracts, which contracts are converted to life 
annuities at the normal retirement date, does not constitute a 
"pension" plauwithin the meaning of section 165(a) of the Internal 
Revenue Code. 

Advice is requested whether a plan established by an employer 
which provides his employees only such benefits as are afforded 
through the purchase of ordinary life insurance contracts, which con- 
tracts are converted to life annuities at the normal retirement date, 
constitutes a "pension" plan within the meaning of section 165(a) of 
the Internal Revenue Code. 

Section 165(a) of the Code provides in part as follows: 
(a) ExzMpTION F~RoM Txx. — 4 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 under this supplement [Supplement 
E, Subchapter C of Chapter 1 of the Code. ] 

The primary purpose of an ordinary life insurance contract is the 
providing of life insurance protection, and the reserve accumulated 
thereon is a result of premium payments being made on a level basis. 
Such a reserve will provide a relatively small retirement annuity in 
comparison with the annuity that a retirement income contract of the 
same face amount will provide. Therefore, it may not be said that a 
plan providing only for the purchase of ordinary life insurance con- 
tracts is primarily for the payment of definitely determinable bene- 
fits to employees over a period of years after retirement. (See Regu- 
lations 118, section 89. 165 — 1(a) (2) . ) 

Accordingly, it is held that such a plan does not qualify as a "pen- 
sion" plan within the meaning of section 165(a) of the Code. Such 
a plan is to be distinguished froin a plan which also provides inci- 
dental life insurance protection. (See Regulations 118, section 
'928(p) (1) (a) ) 

REGIJLATIGNs 118) SEGTIoN 89. 165 — 1: Employees' Rev. Rul. M — 152 
trusts. 

(Also Sections 23(p), Section 89. 28(p) — 1. ) 
An employees' pension trust under which the employer does not 

contribute to the trust fund (the trust fund consisting only of stated 
contributions of employees and the income thereon), but does obli- 
gate itself to pay the full amount of the stipulated retirement bene- 
fits to each retired employee participant after tile funds in the trust 
to the eniployee)s credit have been exhausted, will not fail to qualify 
for exemption from Federal income tax under section 165 of the 
Internal Revenue Code by reason of such limitations upon con- 
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tributions. Retirement benefits paid by the employer to retired 
einployees pursuant to its obligation under such a plan may be de- 
ducted from gross income in accordance with section 23(p) (1) (D) 
of the Code. See section 89. 23(p) — 11, Regulations 118. 

Ricuvr, AaioNs 118, SrcnoN 89. 165-1: Employees' Rev. Rul. 54-231 
trusts. 

Section 89. 165-1 of Regulations 118 provides that tlie term "profit- 
sliaring plan, " as used in section 165 (a) of the Internal Revenue Code, 
is a plan established and maintained by an employer to provide for 
the participation in his profits, by his employees or their beneficiaries, 
based on definite predetermined formulas, for determining the profits 
to be shaied and for distributing the funds accumulated under the 
plan after a fixed number of years, the attainment of a stated age, 
or upon the prior occurrence of some event such as illness, disability, 
retirement, death, or severance of employment, The term "fixed num- 
ber of years" is considered to mean at least 2 years. Accordingly, a 
plan which permits any employee to withdraw any portion of his 
share of the employer's contribution 18 months after it has been made 
and within a period of less than 2 years without regard to the attain- 
ment of a stated age or the occurrence of some event such as illness, dis- 
ability, retirement, death, or severance of employment is not a profit- 
sharing plan within the purview of section 165 (a) of the Code. Where 
the period of time is more than 2 years the Service will examine all the 
circumstances of the plan to determine its purpose and effect. 

RFGUI. ATIONs 118, SEciuoN 89. 165 — 6: Taxability Rev. Rul. 54-52 
of beneficiary under a trust which meets tlie 
requirements of section 165(a). 

Funds used by the trustee of an employees' trust qualified under 
section 105(a) of the Internal Revenue Code, to pay premiums on 
a group life insurance contract which affords teria insurance pro- 
tection only, are currently includible in gross income of the em- 
ployee-participant, of the trust under the provisions of section 
105(b) of the Code. 

Advice is requested whether the last sentence of section 89. 22(a) — 3 
of' Regulations 118, is applicable to premiums paid by a qualified em- 
ployee~s' trust under a group life insurance contract which affords 
term insurance protection only. 

Tile last sei tence of. section 89. 22(a) — 8, 8upra, states that "Pre- 
miums paid by an employer on policies of group life insurance cover- 
ing the lives of his employees, the beneficiaries of which are desig- 
na7ed by the employees, are not income to the employees. " However, 
the application of this statement of the regulations, as it appeared in 
section 29. 22(a) — 8 of the prior Regulations 111, ivas qualified and 
explained by Mimeogr;iph 6477, C. B. 1950 — 1, 16. Paragraph 8 of 
this mimeograph, rel~ating to employees' trusts, provides in part that 
"So much of a premium so paid as is used for current life insurance 
protection for an employee and is paid from contributions of the em- 
ployer or eiiriiin«s thcrcoii constitutes income to tile employee for the 
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year when paid * " *. " This statement is in conformity with 
the provisions of section 69. 105 — 6 of Regulations 118, proiriulgated 
under section 165(b) of the Internal Revenue Code, which go~verns 
the taxibility of beneficiaries ivith respect to distributions received 
from a qualified employees' trust under section 165(a) of the Code. 
It will be noted tliat section 89. 22(a) — o, guirra, relates to premiums 
paid by employers, wliereas, section 69. 165 — 6, supra, goveriis the tax 
consequences of insurance protection purchased by an employees' trust 
for its participants. 

Funds contributed by an employer to an employees' pension, profit- 
sharing or stock bonus trust are deemed to be compensation for ser vices 
rendered as indicated in section 26 (p) of the Internal Revenue Cocle. 
Ainounts distributed or made available are includible in the distrib- 
utees' gross income for the year so distributed or made available to the 
extent and in the manner prescribed under section 165 (b) of the Code. 
Payments made by an employees' trust as a premium for life insurance 
protection of a participant of the trust constitute a distribution by the 
trust. See Aai]~mond J. moore et nl. v. Commissioner, 45 B. T. A. 1073. 

It is held that funds used to provide term life insurance protection 
for the trust, participants under a group life insurance contract, are 
currently includible in the gross income of the employee-participants 
under the provisions of section 165(b) of the Code. 

SUPPI EMENT F. — PAETNEESHIPS 

SECTION 18o. — TAX OF PARTNERS 

Rev. Rul. 54 — 68 REGULATIONS 118, SEGTIGN 89. 189 — 1: Distribu- 
tive shares of partners. 

(Also Section 8797, Section 89. 3797 — 4. ) 
An arrangement wherein the members of the medical staff of a 

hospital agree to pool certain fees constitutes a partnership for 
Federal tax purposes, and each member is taxable upon his distrib- 
utive share of the net earnings thereof, whether or not distributed. 

Advice is requested regarding the Federal income tax consequences 
of an agreement entered into by all member physicians of the medical 
sta6' of a hospital to pool certain fees. 

Under the terms of the agreement entered into by all members of 
the hospital standi', the fees received by each individual physician on 
account of services rendered ward patients are turned over to a medi- 
, cal service fund. It appears that some ward patients are able to pay 
for their medical care but others are not. The purpose of the ar- 
rangement is to make sure that each member of the stafi' receives an 
equitable share of the fees paid by ward patients. Distributions are 
made out of the fund to the member physicians in proportion to the 
duration of their membership on the sta8 during the period of ac- 
cumulation. By the end of each calend. ar year substantially all the 
fees received during such year are distributed, but certain small 
amounts are retained. as reserves for administration expenses of the 
I und, 
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Section 3797(a) (2) of the Internal Revenue Code states that "The 
term 'partnership' includes a syndicate»«roup, pool, joint venture, or 
other unincorporated organization, th~rough or by means of which 
any business, financial operation, or venture is carried on, and which 
it not, within the meaning of this title, a trust or estate or a corpora- 
tion. " The term "partner" is defined as a member of such syndicate, 
group, pool, joint venture, or other unincorporated organization. 

It is held that the instant arrangement constitutes a partnership 
within the mea»i»g of section, &707(a) (2) of the Internal Revenue 
Code, and that the members of the hospital sta8 are the partners 
thereof. The organization must file a partnership return, Form 1065, 
for each taxable year reporting therein, among other things, the total 
amount of fees received for such taxable year, the names of the indi- 
viduals who would be entitled to share in its net income if distributed 
and the amount of. the distributive share of each individual. It is 
further held that each member must report as taxable income his dis- 
tributive share of the net income of the organization for the taxable 
year ending with or within his taxable year, whether or not distrib- 
uted, even though it may refiect certain amounts retained by the or- 
ganization as a reserve for expenses. 

Rzc;Ur, wrroNs 118, SFcTrox 89. 182-1: Distribu- Ilev. Rul. 54-167 
tive shares of partners. 

(Also Section 23(e), Section 69. 28(e)-1. ) 
A partnership cannot exist for the purpose of serving as an elected 

public olficial, and the compensation and any expense allowance re- 
ceived by a partner for his services in such an elective oSce do not 
constitute partnership income, even when pooled with the earnings 
of a partnership of which he is a member as required by the partner- 
ship agreement. Such partrer must include his salary from the 
elective ofiice, with the exception of any tax-exempt allowance, in the 
gross income in his individual Federal income tax return. To the 
extent that his share of the pooled income, consisting of his compen- 
sation, allowances, and partnership earnings, exceeds the amou»t paid 
by him to the pool, it will constitute his distributi"e share of the 
partnership income. In the event the amount paid by him to the 
pool is in excess of his share of the pooled income, such excess is a 
deductible loss to him under section N(e) of the Internal Revenue 
Code, and is taxable income to his copartners. See I. T. 6824, C. 0. 
1946-2) 87. 

SECTION 183. — COMPUTATION OF PA RTNERSHIP 
INCOME 

Ri;u Ur. . ~noNs 118, Smcxrox 39. 188-1: Computa- 
tion of partnership income. 

Election to deduct intangible drilling and development costs as an 
expense. (See Rev. Rul. 54 — 42, p. 64. ) 
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SECTION 187. — PARTNERSHIP RETURNS 
REGULATIGNs 118, SEOTIoN 80. 187 — 1: Partner- Rev. Rul. 54-26 

ship returns. 
(Also Section 118(a), Sections 80. 118(a) (5) — 1 

and 80. 118(a) (18) — 1. ) 
Application of Rev. Rul. 1M, C. B. 1953 — 2, 212, relating to the 

effect on a partnership, for Icederal income tax purposes, of the 
death, vrithdrarval, substitution, or addition of a partner. 

Rev. Rul. 144, C. B. 1053 — 2, 212, revoked O. D. 228, C. B. 1, 100 
'(1010) and holds that a change in the membership of a partnership 
resulting from the death, withdrawal, substitution, or addition of a 
parner, or a shift of interest among existing partners does not, in itself, 
efi'ect a termination of a partnership for Federal income tax purposes. 
Rev. Rul. 144 also holds that a partnership's basis in its assets is dis- 
tinct from the partners' bases in their partnership interest, and is not 
affected by changes in such partnership interests. However, the bases 
of the interests of the partners may be afFected by any change in 
membership. 

In view of' the fact that Revenue Ruling 144 was not published until 
August 8, 1058, the Internal Revenue Service, under the authority of 
section 8701(b) of the Internal Revenue Code, will not require the 
provisions of that Revenue Ruling to be applied with respect to those 
changes in partnership interests which occurred prior to January 1, 195. 

REGULATIGNs 118, SEcTIoN 80. 187 — 1: Partner- 
ship returns. 

Effect of the death of a partner in the case of a partnership con- 
sisting of only two partners. 

Advice is requested whether Rev. Rul. 144, C. B. 1958 — 2, 212, hold- 
ing that a change in the membership of a partnership resulting from 
the death, withdrawal, substitution, or addition of a partner or a shift 
of interests among existing partners does not, in itself, efFect a termina- 
tion of a partnership for Federal income tax purposes, applies to a 
case where one of two partners dies. 

In some cases the surviving partner and the estate of the deceased 
partner continue the business as a partnership within the meaning of 
section 8707(a) (2) of the Internal Revenue Code. In this situation 
the rule of Rev. Rul. 144. is applicable. 

In other cases the partnership business is wound up over a period of 
time and the deceased partner's estate continues decedent's interest 
in the profits and losses of the business during the winding-up period. 
In this situation the partnership continues throughout such period. 
See Heiner v. Pau/ A'ePon at al. , 304 U. S. 271, Ct. D. 1845, C. B. 1088- 
1& 840. 

In other cases the surviving partner, pursuant to an obligation un- 
dertaken in the partnership agreement, purchases the decedent's inter- 
est in the partnership from the decedent's estate for an amount fixed or 
determinable as of the date of decedent's death. In this situation the 
partnership terminates for Federal income tax purposes on the date 
of decedent's death. 
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Since this Revenue Ruling applies the principles stated in Rev. Rul. 
144 to the facts herein, it will be given nonretroactive application to 
the same extent as Rev. Rul. 144, and accordingly, pursuant to the 
authority contained in section 3791(b) of the Code, the Internal Reve- 
nue Service will not require this Revenue Ruling to be applied with 
I espect to those changes in partnership interests which occurred prior 
to January 1, 1954. See Rev. Rul. 54 — 26, page 153, this Bulletin. 

SUPPLEMENT G. — INSVRANCE COMPANIES 

SECTION 201. — LIFE INSURANCE COMPANIFS 

REGULATIONs 118, SEOTIoN 39. 201-7: Net income Rev. Rul. 54-232 
and deductions. 

(Also Section 201, Section 39. 201-4. ) 
Federal income tax conseiluences of the exchange by an insurance 

company of more than 50 percent of the capital stock acquired by it 
in another insurance company for a substantial portion of such com- 
pany's assets and business. 

Advice is requested on the Federal income tax consequences of the 
exchange by an insurance cotnpany of more than 50 percent of the 
capital stock acquired by it in another insurance company for a sub- 
staiitial portion of such company's assets and business. 

The A. insurance company (herein called A) is and has for many 
years been a "life insurance company" within the meaning of section 
201 of the Internal Revenue Code. It is engaged in the industrial, 
credit, and ordinary life insurance business and the health and accident 
insurance business. The B insurance company (herein called B) was 
organized for the purpose of engaging in the life insurance business. 

It is proposed that B will acquire by purchase from certain of A' s 
stockholders more than 50 percent of the capital stock of A (all of the 
stock owned by such stockholders). Pursuant to a reinsurance agree- 
ment between A and B, B will surrender such stock to A. and A will 
convey to B substantially all of its assets excepting about $3, 000, 000 
in cash, stocks, and securities; A will transfer to B and B will reinsure 
most of A's insurance business, except that A will retain its credit life, 
credit accident, and credit accident and health insurance business, and 
a portion of its other life insurance business consisting of' paid-up 
insurance. Upon completion of these transactions, which are subject 
to approval by the requisite authorities, the capit:il stock of A sur- 
rendered by B will be canceled. 

Section 201(b) of the Internal Revenue Code provides in part as 
follows: 

DssisrrioN or I. irs INsuaANcs CoMPANv. — When used in this chapter, the 
term "life iusurance company" means an insurance company which is engaged 
in the business of issuing life insurance and annuity contracts (either separately 
or combined with health and accident insurance), or noncancellable contracts 
of health and accident insurance, and the life insurance reserves (as defined in 
subsection (c) (2) ) plus unearned premiums and unpaid losses on noncancellable 
life, health, or accident policies not included in life insurance reserves, of which 
compri«morc than 50 per centum of iis total reserves. For the purpose of this 
subsection, total reserves means life insurance reserves, unearned premiums and 
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unpaid losses not included in life insurance reserves, and all other insurance 
reserves required by law. ~ ~ ~ 

Section 201(c) of the Code, provides, in part, that, in the case of a 
life insurance company, "The term 'gross income' means the gross 
amount of income received during tlie taxable year from interest, 
dividends, and rents. " 

It is iield that if company A qualihes as a life insurance company 
within the nieaning of section 201 of the Internal Revenue Code for 
the taxable year in which the transactions are consumniated, such 
transactions will not result in the receipt of taxable income by A. or 
its remaining stockliolders, except insofar as rents or interest have 
been eariied Ind not previously included in income on the assets trans- 
ferred. (Cf. Rev, Rul. 255, C. B. 1953-2, 10. ) If company A is a life 
insurance company within the meaning of section 201(b) of the Code 
prior to the consummation of the proposed transactions, and if after 
the proposed transactions and until the end of the taxable year during 
which the proposed transactions are consumma. ted A is an "insurance 
company" and its life insurance reserves meet the 50-percent require- 
ment of section 201(b) of the Code, it will continue to be a "life insur- 
ance company" within the meaning~ of section 201(b) of the Code for 
such taxable year. In this connection it is held that insurance reserves 
on paid-up life insurance policies, which reserves are required by law 
and are computed on the basis of recognized mortality tables and 
assumed rates of interest, constitute "life insurance reserves" within 
the meaning of sections 201(c) (2) and 201(b). 

SUPPLEMENT H. — NONRESIDENT ALIEN INDIVIDUALS 

SECTION 211. — TAX ON NONRESIDENT ALIEN 
INDIVIDUALS 

Rev. Rul. 54 — 87 REGLLATIONS 118, SEcrioN 89. 211 — 2: Definition. 
(Also Section 11, Section 89. 11 — 2; Section 12, 

Section oo9. 12-1. ) 
A foreign student studying in the United States for a degree 

which requires temporary residence in the United States for a 
minimum of 2 years will be classified, for Federal income tax 
purposes, as a resident alien. 

Advice is requested relative to the status for I'ederal income tax 
purposes of foreign students studying in this country. 

In many instances foreign students, both graduate and undergradu- 
ate, combine a part-time job with their study program. Some of 
them bring their families with them to the United States. 

Section 89. 211-2 of Regulations 118 provides in part that an alien 
actually present in the United States who is not a mere transient or 
sojourner is a resident of the United States for purposes of the income 
tax. )Vhether he is a transient is determined by his intentions with 
regard to the length and nature of his stay. A mere floating inten- 
tion, indefinite as to time, to return to anot. her country is not sufficient 
to constitute him a transient. If he lives in the United States and has 
no definite intention as to his stay, he is a resident. One who comes 
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to tlie United States for a definite purpose which in its nature may be 
promptly accomplished is a transient; but if his purpose is of such 
a nature that an extended st, iy may be necessary for its accomplish- 
ment, ansi to that end the alien makes his home temporarily in the 
United States, he becomes a resident, though it may be his intention 
at all times to return to his domicile abroad when the purpose for 
which he came has been consummated or abandoned. 

Accordingly, it is held that a foreign student studying in the United 
States for a degree which requires temporary residence in the United 
States for a minimum of 2 years will be classified, for Federal income 
tax purposes, as a resident alien during tlie period of such residence. 

Rev. Rul. 54-53 REGULATIGNs 118, SEGTIGN 89. 211-7: Taxation 
of nonresident alien individuals. 

(Also Section 148, Section 39. 148-2. ) 
An individual who is not a United States citizen and who resides 

in Sweden receives periodic alimony payments from an intervivos trust 
established in the United States by her former husband for the pur- 
pose of making the payments. Such payments are taxable by the 
Swedish authorities under the revenue laws of that country. Such 
payments also constitute fixed or determinable annual or periodical 
income subject to the United States income tax. See girard Treat 
Corn Exchange Bank, as trustee of a trust under deed of Advert R 
6"alla/in Welsh dated 3farch 10, 1MS v. Commissioner, 194 Fed. (2d) 
708, certiorari denied 344 U. S. 821. Held, periodic alimony pay- 
ments are not exempt from United States income tax under any of 
the provisions of the tax convention and protocol between the United 
States and Sweden, proclaimed by the President of the United States 
December 12, 1%9, eA'ective January 1, 1940. See T. D. 4975, C. B. 
1940 — 2, 48. Accordinglv, the alimony payments are subject to United 
States income tax and to the withholding of such tax at source at 
the rate of 30 percent. See sections 211(a) (1) (A) and 148(b) of the 
Internal Revenue Code. Further, Article XX of the convention, 
provides in part that where action of the competent authorities of 
the United &tates and Sweden has resulted or may result in double 
taxation in respect of any taxes to which the convention relates, such 
authorities Inay agree to an equitable avoidance of double taxation. 
However, such article does not refer to a case where the reason for the 
double taxation of income is due to the differences in the systems of 
taxation in the two countries. 

SUPPLEMENT I. — FOREIGN CORPORATIONS 

SECTION 231. — TAX ON IFORL&'ION CORPORATIONS 

REGULATIGNs 118, SEGTION 39. 281-1: Taxation Rev. Rul. 54-119 
of foreign corporations. 

Income of a Ca«acli:in corporation derived from sources within the 
United States arid attributable to the personal appearances in the 
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United States of an entertainer does not constitute compensation for 
personal services as contemplated by section 7. 22(d) of the regulations 
prescribed under the United States-Canadian tax convention. See 
T. D. M06, C, B. 1948, 526. Such income constitutes industrial and 
commercial profits which are exempt from tax under Article 1 of the 
convention, provided the corporation has no permanent establishment 
in the United States. 

SUPPLEMENT J. — POSSESSIONS OF THE UNITED STATES 

SECTION 251(a). — INCOME FROM SOURCES WITHIN 
POSSESSIONS OF UNITED STATES: GENERAL RULE 

REOULATIONs 118, SEcrloN 89. 251(a) — 1: Citi- Rev. Rul. 54 — 16 
zens of the United States and domestic corpo- 
rations deriving income froin sources within a, 

possession of the United States. 
(Also Section 51, Section 89. 51 — 1. ) 

Q'here the income received by a husband during a portion of a 
taxable year for services rendered in a possession of the United 
States, is equally divided with his wife in accordance with com- 
munity property laws of the State in which they are domiciled, 
either the husband or his wife, or both of them, may exclude such 
income from gross income for Federal income tax purposes pro- 
vided they individually meet the statutory percenta e requirements 
of section 251 of the Internal Revenue Code. 

I. T. 3005, C. B. 1944, 161, modified. 

Reconsideration has been given to the issue involved in L T. 86b, &, 

C. B. 1944, 161, in the light of the decisions in F'rancI's C. 3luPen et uz. 
v. Comm& 3ioner, 14 T, C. 1179 and by the District Court of the United 
States in and for the Southern District of California, Central Division, 
in the case of &lraziebePe G. 3larIeham v. United States, June 28, 1958. 

In I. T. 8665, supra, it was held that where a husband rendered serv- 
ice on Midway Island, a possession of the United States, for nearly 8 
months during 1941 and received therefor compensation ~which consti- 
tuted community income under the laws of the State of California 
where he and his wife ~vere domiciled, that if the requirements of sec- 
tion 251 of the Internal Revenue Code were met by the husband, the 
wife's share of the community income Ivas excluded from gross income 
for Fecleral income tax purposes. This conclusion was l&ased on the 
principle that if compensation is received by the husband domiciled in 
a community' property State and is exempt from taxation under the 
Internal Revenue Code, such income is excluded from gross income 
prior to its receipt by the v;ife, and that Ivhat she receives is exempt 
income. In other words, the income being exempt v hen earned by 
the husband, it is also exempt when received by the wife, regardless of 
whether the husband and the vvife file separate returns or a join& return. 

Since the publication of I. T. 8665, supra& the Tax Court has con- 
sidered the case of Francis U. 35ullen et uz. v. Commi8sioner, supra, 
Ivhich concerned a husband and wife v. ho were residents of Texas, 
a comnumity property State, During the taxable years 1945 to 1947, 
inclusive, the husband was employed in Puerto Rico and the wife 

315353' — 54 11 
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in Texas. The taxpayers contended that the husband's income was 
exempt froln Federal income tax under section 251 of the Code. It was 
held that inasmuch as the income of the husband was composed of one- 
balf of his earnings and one-half of his wife's earnings, less than 
80 percent of their respective income was derived from sources within 
a possession of the United States and that, therefore, neither the hus- 
band nor the wife qualified for exemption from tax under section 
251(a) (1) of the Code. The Tax Court during the course of its 
opinion stated, in part, as follows: 

The petitioners refer us to I. T. 3665, 1944 C. B. 161, which contains the 
following language from E. R. Xaufmaa, 9 B. T. A. 1180: 

"The earnings of the husband from personal services become immediately 
a part of the community. Any exemption from taxation in relation to those 
earnings immediately attaches to the total amount, and whatever right the 
wife may have to report one-half thereof can not aftect its taxable status 
and convert into taxable income that which was exempt when it came into 
the community. " 

In that case, however, the earnings of the husband, as an employee of a state, 
were exempt from Federal income tax under the Ilevenue Act of 1921 and that 
exemption applied regardless of the later inclusion of the earnings in the com- 
munity. There was no other test which the earnings had to meet in order to be 
exempt. The earnings of the husband in the present case were not exempt when 
they came into the community, because, in order to be exempt, the requirements 
of section 251 have to be complied with first. There is no choice as to when 
section 251 must apply, that is, before or after the amount earned by each spouse 
is brought into the community. The rights of each spouse in income being 
equivalent when it is earned, the question of whether or not any part of that 
income is exempt under section 251 must follow after a hypothetical distribution 
ot the income between the spouses, for it is not until then that their respective 
rights in the earnings of each are known. In their application to the earnings 
of the spouses, the principles of community property law do not await the 
determination of the source of those earnings — they apply at once. 

In the Markham case, supra, the taxpayer's husband was a member 
of a partnership which in 1NO entered into a joint agreement with 
a third party for the purpose of carrying out certain construction 
contracts in the Panama Canal Zone, a possession of the United States. 
The joint venture began operations in the Canal Zone on or about 
May 1, 1NO, and continued to operate therein until December 31, 1N1. 
All of the income oi the taxpayer and her husband derived. from the 
active conduct of the partnership business in the Panama Canal Zone 
was community income under the laws of California. Although the 
taxpayer had income other than from the partnership, her share of the 
income from the joint venture for the periods May 1, 1MO, to December 
81, 1N1, amounted to at least 80 percent of her entire gross income for 
such period. The husband could not satisfy the percentage require- 
n;ents of section 251 of the Code with respect to his income. The 
(iovermnent contended that inasmuch as the taxpayer's husband had 
earnecl the income and could not qualify for the exclusion under section 
251 of the Code the taxpayer could not qualify even though she, in her 
individual capa. city, met the requirements of section Bil, that is, at 
least 80 percent of her income was derived from sources within a 

ossession of the United States and at least 50 percent was derived 
rom the active conduct of a trade or business within a possession of 

the United States. However, the court held that the taxpayer was 
entitled to the benefits of section 251 of the Code even though her 
husband could not qualify for such benefits. 



159 [Regs. 113, $ 39. 322 — 1. 

The position taken in I. T. 8005, supra, was based in part on the 
case of E. A'. E'au(man v. Commis8ioner, 9 B. T. A. 1180, acquiescences 
C. B. VII — 2, 21, which held that where the income of the husband is 
exempt from taxation because it was derived from services performed 
for a State governinent, such income retains its exempt status in the 
hands of the wife, who under the cominunity property laws of that 
State, is entitled to one-half of his income. 

AVhile the result reached in I. T. M05, supra, is correct, assuming 
the wife in that case had no income other than her community share 
of the conipensation earned and received by her husband on Midway 
Island, the liaufman case is not applicable to, or controlling of, the 
exclusion granted in section 251, supra. The exclusion and exemption 
in both situations is with respect to a specihed class of income. How- 
ever, section 251 of the Code requires more than the determination of 
a class of income. It also requires that the class represent a specific 
portion of the taxpayer's gross incoine. Under section 116(a) of the 
Code income earned by either spouse while a bona fide resident of a 
foreign country for an uninterrupted period of an entire year or his 
or her presence in a fore'gn country for 17 months is exempt as to bath 
spouses irrespective of how much or what kind of other income either 
or both may have. Under the situation in the Eaufman case, and the 
law as then existing, if services were performed for a State govern- 
ment by either spouse the income received therefor was exempt as to 
both spouses irrespective of any other income they may have had. 
However, under section 251 of the Code the mere fact that the income 
is in a specified class, that is, the income was derived from the active 
conduct of a trade or business within a possession of the United States 
or from sources within the possession, does not qualify such income for 
exclusion or exemption. In addition, in order for such income to be 
exempt it must be determined in the case of each individual taxpayer 
whether the percentage requirements of section 251, supra, are met, 

In view of the foregoing, it is held that where the income received by 
a husband during a portion of a taxable year for services rendered. in a 
possession of the Uni'ed States, is equally divided with his wife in ac- 
cordance with community property laws of the State in which they are 
domiciled, either tlie husband or his wife, or both of them may exclude 
such income from gross income for Federal income tax purposes pro- 
vided they individually meet the statutory percentage requirements 
of section 251 of the Internal Revenue Code. 

I. T. M65, 8upra, is inodified to accord herewith. 

S G PPLEiSENT O. — OVERPAYIIEN TS 

SECTION 822. — REF. UNDS AND CREDITS 

Rev. Rul. 51 — 149 REGULATIQNs 118, SEGTIoN 09. , &22 — 1: Author- 
ity for abatenient, credit, , and refund of tax. 

Payments of estimated tax for a particular taxable year may not 
be refunded prior to the close of such taxable year, even though an 
amended declaration Bled by the taxpayer after such payments were 
made may show an estimated tax liability of zero. Such payments 
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may be icfunded only after the close of the taxable year for which 
they are made, when the actual amount of taxes due and the amount 
of the overpayment niay be correctly determined. See section 822(e) 
of the Internal Revenue Code. 

Rev. Rul. 54-17 REGULATIONS 118, SECTION 89. 822-8: Claims for 
refunds by taxpayers. 

The taxpayer, as the term is employed in section 822 of the Internal 
Revenue ( ode, means the one against whom the taxes were assessed. 
Thus where a corporation, since liquidated by Inerger with a successor 
corporation, overpaid its Federal income taxes, a claim for refund or 
credit should be executed by the successor corporation in the name of, 
and on behalf of, the corporation which paid such taxes, followed by 
the name of the successor corporation. There must be filed with each 
claim proper evidence establishing the liquidation and succession. If 
the succession is a matter of public record, certificates of the secretaries 
of state or other public OQicials having custody of these records must 
be attached. If the succession is not a matter of public record (and 
only in such event) then all pertinent documents pertaining to such 
succession, properly certified by a notary public or other qualified of- 
ficers of the corporation, niust be attached to the claim. 

SUPPLEMENT R. — EXCHANGES AND DISTRIBUTIONS IN OBEDIENCE To ORDERS OF 
SECURITIES AND EXCHANGE COMMISSION 

SECTION 871. — NONRECOGNITION OF GAIN OR LOSS 

RzGUI, ATIoNs 118, SKGTION 89. 871 — 2: Purpose and 
scope of exception. 

Transactions made to integrate and simplify a holding company 
system pursuant to an order of the Securities and Exchange Coin- 
Inission. (See Rev. Rul. 54 — 192, p. 99. ) 

SUPPLEMENT U. — TAXATION OF BUSINESS INCOME OI" CERTAIN SECTION 101 
ORGANIZATIONS 

SECTION 421. — IMPOSITION OF TAX 

RzGULATIONs 1181 SzcTIGN 89. 421 — 1: Imposition 
of tax. 

Income received by a tax-exempt, organization from research activi- 
ties. (See Rev. Rul. 54 — 78, below. ) 

SECTION 422. — UNRELATED BUSINESS NET INCOME 

RKGULATIGNs 118) SEcTION 89. 422-1: Definition Rev. Rul. 54-78 
of unrelated business net income, 

(Also Section 421, Section 89. 421-1; Section 
101 (6), Section 89. 101(6) -1. ) 
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Income derived from research by a tax-exon&pi college, univer- 
sity, or hospital, or by a tax-exempt organization operated pri- 
marily for the purpose of carrying on fundamenial research, does 
not constitute income from an unrelated trade or busir&ess. Incon&e 
derived by any organization to which supplement U is applicable 
from research for the United States or any of its a& encies or for a 
State or political subdivision thereof is not income from an unrelated 
trade or business. 

Advice is requested as to the ta&x;rbility of income derived by col- 
leges, universities, hospitals and otl&er nonprofit organizations from 
research activities and of inconle &lerived from resear~ch for the United 
States or any of its agencies or instrumentalities, or for a State or 
political subdivision thereof. 

Section 421 of the Internal Revenue Code provides in part as 
folloivs: 

(a) IN GENEBAI. . — There shall be levied, collected, an&1 paid for each taxable 
year beginning after Dccen&ber 81, 10OO— 

(1) upon the suppl&'ment U net income &' &' " of every organization 
described in subsection (b) (1), a normal tax of 

« 

(b) OPiGANIzATIGN8 SUBJEcT To TAX. — 
(1) OBGANIZATION8 TAXABI K As CORPORA'&ION8. — 

(4) Organizations Exempt Under Section 101(1), (6), (7) and 
(14) 

(B) State Colleges and Universities. — The taxes in&posed by subsec- 
tion (a) (1) shall apply in the case of any college or university which 
is an agency or rnstrum'ntali&y of any g&&vernmer&t * " *. Such 
taxes shall also apply in the case of any corporation wholly o&vned by 
one or more such colleges or universities. 

(c) DEFINITIGN oF SUPPLE»&ENT U NET INc&&ME. — The term "supplement U 
net income" of an organization means '. he amount by which its unrelated busi- 
ness net income (as dehned in section 422) excee&is $1, 000. 

Section 422 of the Code provides in part as follovvs: 

(a) DEFINITIGN. — The term "unrelated busin&ss net inco&ne" means the gross 
income derived by any organization from any unrelated trade or busi- 
ness ~ &' &' subject to the following exceptions, additions, and lin&itations: 

(7) There shall be excluded all income derived from research for (A. ) 
the United States, or any of its agencies or instrumentalities, or (B) any 
State or political subdivision thereof; and there shall be excluded all 
deductions dire&tly connected with such income. 

(8) (4) In the case of a college, university, or 1&Capital, there shall be 
excluded all income derived from research performed for auy person, and 
all deductions direc(ly connected lvith such inco&ne. 

(B) In the case of an organization operated primarily for the purposes 
of carrying on fundamental research the results of which are freely available 
to the general public, there shall be excluded ail income derived from 
research performed for any person, and all de&luctions directly connected 
with such income. 

Section 89. 422 — 1(b) (6) of Regulations 118 provides that in com- 
puting unrelated business net income there shall be excluded income 
derived from research for the United States or any of its agencies or 
instrumentalities or a State or polit, 'cal subdivision thereof& and all 
deductions directly connected with uch income; all income derived 
from research by a college, university or hospital performed for any 
person and all deductions connected Il'ith such incon&e; and all income 
derived from research by an or& anization operated primarily for the 
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purpose of carrying on fundamental research (as distinguished from 
applied research) the results of which are freely available to the 
general public performed for any person and all deductions connected 
~with such income. The term "research" does not include activities of. 
a type ordinarily carried on as an incident to commercial or industrial 
operations, for example, the ordinary testing or inspection of materials 
or products or the designing or construction of equipment and build- 
ings. The term "fundamental research" does not include research 
carried on for the primary purpose of commercial or industrial 
application. 

In the case of tax-exempt colleges, universities, and hospitals, as well 
as tax-exempt organizations operated primarily for the purpose of 
carrying on fundamental research (as distinguished from applied re- 
search) the results of which are freely available to the general public, 
income derived from any research, whether fundamental or applied, 
will not constitute income from an unrelated trade or business. Fur- 
thermore, in the case of any organization to which the tax imposed by 
section 491 of the Code is applicable, income derived from any re- 
search for the United States or any State territory, or political sub- 
division thereof is excluded from unrelatecl. business income and is. not 
subject to supplement U tax. On the other hand, a tax-exempt organi- 
zation which is not primarily engaged in fundamental research and 
which is not a college, university, or hospital will be subject to tax on 
its supplement U net income (except from sources mentioned in the 
precedin~ sentence) with respect to any research if regularly carried 
on and iEnot substantially related to its tax-exempt purposes. 

Activities of a type ordinarily carried on as an incident to com- 
mercial or industrial operations such as those mentioned in the ex- 
amples given in the regulations referred to above do not constitute 
research and are not excluded by the foregoing provisions in comput- 
ing unrelated business net income of any organization subject to the 
supplement U tax whether or not the organization is of the class 
specified in section 429(a) (8) (A) and (B) above and whether or 
not the income from such activities is derived from a source specifie 
in section 429(a) (7) above. 

whether the research or other activities not excluded from unre- 
lated trade or business bv the foregoing specific provisions constitute 
a trade or business unrelated to the organization's tax-exempt purposes 
is dependent on the facts of each case. 

SUBCHAPTER D. — EXCESS-PROFITS TAX 

PART L — RATE AND COMPUTATION OF TAX 

SECTION 488. — EXCESS-PROFITS NET INCOME 

REGULATIONS 180, SECTION 40. 488 ( a) — 0: Compu- Rev. Rul. 54-74 
tation of excess-profits net income for the tax- 
able year. 

Treatment for excess-pro6ts tax pnrposes of bad debt recoveries 
by banks on the reserve method of. accounting for bad debts. 
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Advice is requested with respect to the proper treat&»c»t, for ex- 
cess-profits tax purposes, to be accorded recoveries of bacl debts in ihe 
case of banks using the reserve method of accounti»« for bad debts. 

Section 488(a) (1) (0) of the Internal ltevenue Code plovidcs for 
the exclusion from excess-profits net income of any incoIne attributable 
to the recovery of a bad debt if the deduction for such debt was allow- 
able from gross income f«r any taxable year for which an excess- 
profits tax was not imposed (that is, a, taxable year beginni»g before 
January 1, 1040& or a taxable year be«inni»g after Decerr&bcr 81, 1945» 
and ending before July 1, 1050), or if such debt was properly charged 
to a bad debt reserve during any such taxable year. Under section 
488(a) (1) (L) of the Code, banks which have elected the reserve 
method of accounting for bad &lebts for income tax purposes should 
substitute for excess-pro[its tax purposes a deduction for bad debts 
which actually becoi»e worthless in the taxable year. 

Line 10, page 1 of Scliedule ILP (I'orm 1120), for the taxable years 
1M2 and 1%8 should reflect the excess, if any, of the actual bad debts 
for the taxable year over the total recoveries of bad debts duri»g such 
taxable year. If such recoveries exceed such actual bad debts, line 19 
should show such excess as an addition, preferably in red ink. Li»e 
16 of the retl&r»s should reflect only those recoveries which should be 

excluded under section 488(a) (1) (0) of the Co&le. Since, for excess- 

profits tax purposes, banks are on the specific chargeo[f method for 
treating bad debts, no adjustment on line 5 of Schedule EP (Form 
1120) will be necessary where the ceiling is reached and no addition 
to the reserve is permissible for income tax purposes under the pro- 
visions of Mimeograph 6200, C. B. 1047-2& 26. 

SECTION 483(b). — EXCESS-PROFITS NET INCOME: 
TAXABLE YEARS IN BASE PERIOD 

REGULATIGNs 180& SEcTIGN 40. 488(b)-8: Abnor- 
mal deductions in base period. 

Meaning of the word "deductions" in the term "abnormal deduc- 
tions" for excess-profits tax purpose. (See Rev. Rul. 54 — 88, p. 177. ) 

SECTION 487. — INVESTED CAPITAL CREDIT 

T. D. 6065 REGULATIGNs 180, SEGTIGN 40. 487 — 5: Definition 
of equity capital. 

(Also Section 458, Section 40. 458 — 4, ) 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 40. — 
EXCESS-PROFITS TAX; TAXABLE YEARS El&l&ING AFTER JUNE 60, 1950 

Regulations 130 amended to clarify treatment of taxpaye&"s lia- 

bility for Federal income and excess-profits tax for the purpose of 
determining both equity capital under section 487(c) and equity 

invested capital under section 458(di of the Internal Revenue Code. 
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TREASURY DEPARTMENTi 
OFFICE OF COMMISSIONER OF INTERNAL REVENVEi 

Washington 8b, D. C. 
To Officers and L&'mployees of the Internal Revenue Service and Others 

Concerned: 
On December 18, 1052, notice of proposed rulemaking to amend 

Regulations 160 [26 CFR, pt. 40) with respect to the accrual of income 
and excess-proCits tax liability for the purpose of determining equity 
capital under section 487(c) of. the Internal Revenue Code and equity 
invested capital under section 458(d. ) of the Internal Revenue Code 
was published in the Federal Register (17 F. R. 11850). After con- 
sideration of all relevant matter presented by interested persons re- 
garding the rules proposed, the amenchnents to Regulations 130 set 
forth below are hereby adopted. 

PARAGRAPIi 1. Section 40. 467 — 5, as amended by Treasury Decision 
5952 [C. B. 1052 — 2, 202], approved December 2, 1952, is further 
amended by redesignating "(c)" of such section as "(c) (1) ", and by 
adding at the end thereof the following: 

(2) In computing liabilities as of the beginning of the taxable year, a tax- 
payer keeping its books and making its income tax returns on the accrual basis 
shall, in accordance with the principles applicable in the determination of 
earnings and profits, treat as a liability the Federal income and excess-profits 
taxes imposed for the preceding taxable year. This rule is applicable whether 
or not such taxes were definite and ascertainable in amount at tbe close of the 
preceding year and whether or not such taxes were contested. by the taxpayer. 
Tbe provisions of the Excess Profits Tax Act of 1950 shall be taken into account 
for this purpose in determining the income and excess-profits tax for taxable 
years ending after June 30, 1950. In general, changes in the Federal income and 
excess-profiits tax laws applicable to a. taxable year. , enacted after the close of 
such year, will be taken into account in determining liabilities if the last date 
prescribed for filing tbe return for such year is subsequent to tbe date of 
enactment of such changes. 

PAR. 2. Section 40. 458-4 is amended. by striking the fourth sentence 
of (a) (1) and by inserting in lieu thereof the following: 
In computing accumulated earnings and profits as of the beginning of the taxable 
year, a taxpayer keeping its books and making its income tax returns on the 
accrual basis shall, iu accordanc*. e with the principles applicable in the determina- 
tion of earnings aud profits, subtract the Federal income and excess-profits taxes 
imposed for the preceding taxable year. This rule is applicable whether or not 
such taxes were deiinite and ascertainable in amount at the close of the preceding 
year and whether or not such taxes were contested by the taxpayer. The provi- 
sions of the Excess Profits Tax Act of 1950 shall be taken into account for this 
purpose in determining the income and excess-profits tax for taxable years 
ending after June 30, 1950. In general, changes in the Federal income and 
excess-profits tax laws applicable to a taxable year, enacted after the close of 

such year, will be taken into account in determining earnings and profits if the 
last date prescribed for filing the return for such year is subsequent to the date 
of enactment of such changes. 

(This Treasury Decision is issued under the authority contained 
in secs. 62 and 3701 of the Internal Revenue Code (56 Stat. 32, 467; 
26 U. S. C. 62, 6701) . ) 

T. COLEMAN ANVREWSi 
Commissioner of Internal Eevenue 

Approved March 19, 1054. 
M. B. FonsoM, 

Acting Secretary of the Treasury. 
(Filed with the Division of the Federal Register inarch 24, 1954, 8:49 a. m, ) 
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SECTION 449. — PERSONAL SERVICE CORPORATIONS 

REGULATIGNs 130, SEOTIQN 40. 449-1: Taxation Rev. Rul. 54-18 
of personal service corporations. 

(Also Section M, Section 39. 50~1, Regulations 
118. ) 
Taxpayers desiring to use Schedule PS (Form 1120), Computation 

of United States Pe~rsonal Service Corporation Income, in filing re- 
turns for the calendar year 1953 or for a filscal year ending in 1954 
should utilize Schedule PS (Fornl 1120) for 1951 and should make the 
appropriate changes in the dates printed thereon. 

SECTION 452. — ADJUSTMENT IN CASE OF POSITION 
INCONSISTENT WITH PRIOR INCOME TAX I, IABILITY 
REcULATIoNs 130, SEUTIoN 40. 452 — 4: Ascertainment, T. D. 6061 

of amount of adjustment. 
(Also Section 40. 452-5. ) 
TITLE 26 — INTERNAL RKVKNI&K — CHAPTER I, SUBCHAPTER h, PART 40. — 

EXCESS PIIOPITS Thx; TAXABLE YEARS ENDING AETER JUXE 30, 1960 

Regulations 130 amended to correct the example in section 
40. 45&2 — 4(f), relatin to adjustmcnt in case of position inconsistent 
vvith prior income tax liability. 

TREASURY DEPARTMENT& 
OrrICE or COMMISSIONER Ol' INTERNAI REVE&NUE, 

W'ashinrIton 85& D. C. 

To Officers and Employees of the Interna/ Revenue hervice and Others 
Concerned: 

Regulations 130 (26 CFR, pt. 40) are hereby amended as follows: 
PARAGRApH 1. Section 40. 45&2 — 4(f), which contains an example il- 

lustrating the computation of an adjustment in the case of a position 
inconsistent with prior income tax liability, is amencled as follows: 

(A) By striking out the computation following the colon in the 
third paragraph of the section and inserting in lieu thereof the 
following: 
Tax previously determined for 1046 $28, &00 

Normal-tax net income ($75&, 000) and surtax net income ($75, 000) on 
which tax previously determined was based 

Plus: Ordinary loss previously allo&ved under section 117(j) (excess 
of $25, 000 loss on exchan'"e with Y Cr&rpr&ration over $10, 000 gain on 
sale of other depreciable business property) 

Ordinary normal-tax net income 
Ordinary surtax net income 

Tax as recomputed (38 percent of $90, 000 plus 25 percent of $10, 000 gain 
from sale of depreciable business property) 

Tax previously determined 

Increase in tax 
Interest on increase in tax 

Total increase for 1946 

75, 000 

15, 000 

90, 000 
90, 000 

36, 700 
28, 5&00 

8, 200 
1, 968 

10, 168 
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(B) By striking out the computation following the colon. in the last 
paragraph of the section and inserting in lieu thereof the following; 

Increase for 1946 (X Corporation) $10, 168 
Less: Decrease for 1946 (Y Corporation) 589 

Net increase (amount. of adjustment authorized) 9, 579 

PAR. 2. Section 40. 452-5(b), relating to the deductibility of the 
portion of the adjustment under section 452 which represents interest, 
is amended by substituting "$1, 854" for "$942" and "$1, 968" for 
"$1, 056". 

Because this Treasury Decision merely corrects an erroneous com- 
putation in the regulations, it is found to be 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 
that act. 

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

T. COLEMAN ANDREWS( 
Comm& sioner of Jnterna/ Revenue. 

Approved January 19, 1954. 
Al. B. For. soar, 

Acti ny h cere tar y of the 

Treasury. 

(Filed with the Division of the Federal Register January 22, 19o4, 8: 51 a. m. ) 

SECTION 458. — IIISTORICAL INVESTED CAPITAL 

REGULATIGNs 180 SEcTIGN 40. 458 — 4: Determination 
of equity invested capital — Accumulated earn- 
ings and profits. 

Regulations 180 amended. (See T. D. 6065, p. 163. ) 

PART H. — EXCESS-PROFITS CREDIT BASED ON INCOME IN CONNECTION WITH 
CERTAIN EXCHANGES 

SECTION 461. — DEFINITIONS 

REGHLATIGNs 130' SEGTIGN 40. 461 — 2: Acquiring Rev. Rul. 54-107 
corporations. 

Where a corporation has disposed of a portion of its assets, dis- 
tributed the proceeds to its shareholders, and exchanged its re- 
maining assets for all of the issued and outstanding capital stock 
of a newly formed corporation, the formation of the new corpora- 
tion will be deemed, for purposes of subchapter D of chapter 1 of 
the Internal Revenue Code, a transaction within the meaning of 
section 461(a) (1) (E) of the Code and, therefore, the new or 
"acquiring corporation" is entitled to compute its excess-profits 
credit under part II of subchapter D of chapter 1 of the Code. 
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Advice is requested &vhether the formation of a new corporation, 
and the transfer of certain assets under the following circunIstances, 
will qualify as a part II transaction within the me;Ining of section 
461(a) (1) (E) of the Internal Revenue Code, and whether the new 
corporation is entitled to compute its excess-profits credit under part 
II of subchapter D of chapter 1 of the Code. 

The M Corporation, hereinafter referred to as the taxpayer, was 
incorporated in 1022. Its authorized capital stock consists of 10, 00') 
shares of preferred stock and 5, 000 shares of common stock. Due to 
certain circumstances involved, its stockholders authorized the board 
of directors to liquidate and dissolve the corporation and to distribute 
the proceeds in accordance Ivith the provisions of the stockholders 
liquidation agreement. 

Ihe taxpayer's assets included, among other things, the capital 
stock of several subsidiary corporations, all but one of which Ivere 
liquidated under the provisions of section 112(b) (6) of the Code. 
The capital stock of the remaining subsidiary corporation was sold. 
Certain fixed assets were also sold. The proceeds of these transactions 
were distributed to the stockholders in accordance with the provi- 
sions of the liquidation agreement, . The reinaining assets of the tax- 
payer consisted of a manufacturing plant which it had been unable 
to dispose of, and certain other assets. In order to avoid unnecess;Iry 
waste and to maintain the property in good condition for a potential 
purchaser, these assets, which constituted substantially less than all 
of' the properties of the taxpayer, were transferred, subject to certain 
liabilities, to a neIvly organized corporation in exchange for all of its 
issued and outstanding capital stock. The taxpayer will retain the 
stock until a sale of it is eHected, or until the assets of the new corpora- 
tion are sold and the corporation is liquidated. The proceeds will then 
be distributed to the taxpayer's stockholders pursuant to the liquida- 
tion agreement. 

Section 40. 461 — 2 of Regulations 180 states in part: 
Ssc. 40. 461 — 2. AcQUIRIIlG CORPQRATIONS. — (a) The types of transactions 

whereby a corporation becomes an acquiring corporation are specified in section 
461(a). In addition to statutory mergers and consolidations and the acquisition 
of property in a complete liquidation in which gain or loss is not recognized 
because of the provisions of section 112(b) (6), only the following tvpes of 
transactions are included. 

(5) Ender section 461(a) (1) (E), the acquisition of a part, as distinguished 
from all or substantially all, of the properties of a corporation * * *. A trans- 
action which qualifies as a Part II transaction withcuIt regard to section 
461(a) (1) (E), is not a transaction described in section 461(a) (1) (E) for the 
purpose of any special rule under I'art II pertaining to transactions described 
in section 461(a) (1) (E). 

In view of the foregoing, it is held that the transfer of the remain- 
ing properties of the taxpayer to the new corporation was part of a 
single transaction Ivhich embraced the prior distributions by the tax- 
payer as wel] as the instant acquisition by the new corporation. Since, 
when viewed in this manner, less than "substantially all the properties" 
of the taxpayer were transferred to the newly formed corporation in 
exchange for all of. its issued and outstanding capital stock, it is fur- 
ther held that the creation of the new corporation and the transfer of 
the remaining assets to it is, for purposes of subchapter D of chapter 
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1 of the Internal Revenue Code, a transaction within the meaning of 
section 461(a) (1) (E) of the Code, and that the new or "acquiring 
corporation" is entitled to compute its excess-profits credit under part 
II of subchapter D of chapter 1 of the Code. 

REOIII. ATIONs 130, SEGTIoN 40. 461 — 2: Acquiring Rev. Rul. 54-120 
corporations. 

(Also Section 474, Section 40. 474 — 1. ) 
Taxpayer is not an acquiring corporation within the meaning 

of section 461 (a) (1) (D) of the Internal Revenue Code, since it 
did not acquire substantially all the properties of the sole proprietor- 
ship in exchange for all of its capital stock. It is, however, a 
purchasing corporation within the purview of section 474(a) (1) (A) 
of the Code, since the properties acquired constituted substantially 
all the properties (other than cash) owned by the proprietorship. 

Advice is requested whether, under the facts hereinafter stated, the 
taxpayer is an acquiring corporation within the meaning of section 
461(a) (1) (D) of the Internal Revenue Code, or a purchasing corpora- 
tion within the purview of section 474 (a) (1) (A) of the Code. 

The taxpayer was organized in 1949 for the purpose of carrying 
on a supply business formerly operated as a sole proprietorship under 
the name of M Company. During the saine year the Inerchandise 
inventory, furniture and. equipment, and goodwill of the proprietor- 
ship, with an aggregate balance sheet value of $13. 4z, were transferred 
to the taxpayer in exchange for all of its capital stock, a nontaxable 
exchange under section 112(b) (5) of the Internal Revenue Code. On 
the same date, the real estate of the proprietorship, with an aggregate 
balance sheet value of $. 5x, was transferred to the N Corporation, an- 
other corporation formed simultaneously with the ta, xpayer corpora- 
tion. That part of such real estate necessary for the taxpayer's 
operations was leased. from the N Corporation. The remaining assets, 
consisting of cash in the amount of $3. 7x, trade accounts receivable in 
the amount of $3. 9z, and other receivables and sundry assets in the 
amount of $. 3z, were retained by the proprietorship which also re- 
mained obligated for the liabilities, with an aggregate balance sheet 
value of $4', none being assumed by either corporation. Xo active 
business was carried on by the proprietorsliip after the date of the 
foreg&!ing transactions. 

Under section 461(a) (1) (D) of the Internal Revenue Code, an 
acquiring corporation is defined as a corporation v-hich has acquired 
"substantially all the properties of a partnership in an exchange to 
which section 112(b) (5), or so much of section 112 (c) or (e) as refers 
to section 112(b) (5), is applicable. " The word partnership as used 
in section 461(a) (1) (D), , vt&pra, is defined in section 461(f) of the 
Code to include a busIness owned by a sole proprietorship. On the 
basis of the facts submitted, it is held that the properties acquired by 
the taxpayer did not constitute substantially all the properties of the 

roprietorship within the meaning of section 461(a) (1) (D) of the 

Section 474 of the Code, entitled. "Excess Profits Credit Based on 

Income — Certain Taxable Acquisitions, " defines a purchasing corpora- 
tion, in subsection (a) (1) (A) thereof, as a corporation which, before 
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December 1, 1950, acquired "in a transaction other than a transaction 
described in section 461(a), substantially all of the properties (other 
than cash) of another corporation, of a partnership, or of a business 
owned by a sole proprietorship. " Although the title to section 474 
would, if construed literally, limit that section on'ly to certain taxable 
acquisitions, it is the position of the Internal Revenue Service that a 
corporation which acquires properties from a sole proprietorship in a 
nontaxable transaction, as in the instant case, may qualify as a pur- 
chasing corporation under such section, provided the transaction is 
not one described in section 461(a) of the Code. This view is recog- 
nized in sections 40. 474 — 5(a) (8) and 40. 474 — 6(a) (8) of Regulations 
180, as added by T. D. 5998, C. B. 1958 — 1, 872. 

Accordingly, it is held that the taxpayer is not an acquiring cor- 
poration within the Ineaning of section 461(a) (1) (D) of the Internal 
Revenue Code, since it did not acquire substantially all of the prop- 
erties of the sole proprietorship in exchange for all of its capital stock. 
It is further held that the taxpayer is a purchasing corporation within 
the purview of section 474(a) (1) (A) of the Code, since the properties 
acquired did constitute substantially all the properties (other than 
cash) owned by the proprietorship, The qualification of the purchase 
as one of substantially all the properties under section 474(a) (1) (A) 
is attributable to the exclusion of cash from consideration pursuant 
to the specific language of that section. 

PART IV. — EXCESS-PROFITS CREDIT BASED ON INCOME IN CONNECTION WITH 
CERTAIN TAXABLE ACQUISITIONS OCCURRING PRIOR To DECEMBER I, 1950 

SECTION 474. — EXCESS-PROFITS CREDIT BASED ON 
INCOME — CERTAIN TAXABLE ACQUISITIONS 

REGvLATIONs 180, SEUTIoN 40. 474-1: Purpose 
and scope of part IV. 
Acquisition by a corporation of substantially all the properties 

(other than cash) of a business owned by a sole proprietorshIp. (See 
Rev. Rul. 54 — 120, p. 168. ) 

SUBCHAPTER E. — TAX ON SELF-EMPLOYMENT INCOME 

SECTION 481. — DEFINITIONS 

Rev. Rul. 54-75 REGULATIONs 118, SEGTION 89. 481-1: Net 
earnings from self-einployment. 

(Also Section 8797, Sections 89. 8797-1) 
89. 8797 — 4. ) 

The term "net earnings from self-employment" as defined in sec- 
tion 481(a) of the internal Revenue Code may include the income 
derived by a wife from a trade or business carried on by a hus- 
band and wife partnership, even though such a partnership is not 
recognized as valid under the law of the State in which organized 
and operated. 
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Advice is requested whether the term "net earnings from self-em- 
ployinent" as defined in section 481(a) of the Internal Revenue Code 
may include partnership income of wives who are members of a hus- 
band and wife partnership where such a partnership is not recognized 
as valid under the law of the State in which it operates, but is recog- 
nized for Federal income tax purposes. In the instant case the part- 
neiships under consideration operate in Louisiana and Texas. 

In Louisiana and in Texas in soine circumstances husband and wife 
partnerships are not recognized for many purposes. See for ex- 
ample, I&'airliank's, Morse Ik Co. v. Bordelon et al. , 108 So. 801; Movi- 
roe C'rocery Clo. , Ltd. v. T. L. ck M. Davis et al. , 116 So. 546; 13 Tex. 
Civ. Stat. Art. 4626; Dillard et al. v. Smith, Chief Justice et al. , 205 
S. W. (2d) 366. The question presented is whether State law is con- 
trolling in determining the existence of a partnership for self-em- 
ployment tax purposes. 

Under section 481(a) of' the Internal Revenue Code the term "net 
earnings from self-employment, " includes an individual's distributive 
share of the ordinary net income or loss "as computed under section 
183, " from any trade or business carried on by a paitnership of which 
he is a Inember, with certain exceptions not here material. Thus, for 
purposes of determining net earnings from self-employment a part- 
nership is one which is recognized as such for income tax purposes. 
See section 80. 481 — 1 of Regulations 118. 

Section 8707(a) (2) of the Internal Revenue Code provides a 
definitio of the words "partnership" and "partner" for purposes of 
the Internal Revenue Code. Section 30. 3707-1 of R gu1ations 118 
provides that the term "partnership" within the meaning of the Code 
is not limited to the common law meaning of partnership, but is 
broader in its scope and includes groups not commonly called part- 
rierships. It follows that the term "partner" is not restricted to one 
who has the capacity to become a member of a partnership under lo- 
cal law. The Code prescribes its own standards of classification of 
business organizations and local law is not controlling. 

Where a wife who is a member of the same partnership as her hus- 
band is re«arded as a partner within the meaning of the Code, her dis- 
tributive share of the "ordinary net incoine * * * from any trade 
or business carried on" by the partnership may constitute "-net earn- 
ings from self-employment" as defined in section 481(a) of the Code 
for purposes of the tax on self-employinent income even though such 
partnership is not recognized for some purposes under the law of the 
State in which it operates. 

REGIILATIQNB 118) SEGTIQN 80. 481-1: Net 
earnings from self-employment. 

Rev. Rul. 54-112 

Amounts paid to a seamstress for services performed for an 
established customer clientele constitute earnings from self-em- 
plosinent within the meaning of section 481(a) of the Internal 
Revenue Code, where the services are performed in the private 
homes of the customers, the seamstress furnishes the equipment 
required to do the work, and she determines the fee to be charged. 

Advice is requested whether amounts paid to a seamstress for the 
performance of services in the private homes of her customer clientele 
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constitute earnings from self-employment for purposes of the Self- 
Employment Contributions Act. 

In the instant case, the seamstress is engaged in making dresses, 
housecoats, children's clothes, slipcovers, and draperies and in alter- 
ing garments. She has been engaged in this work for sever'al years 
and has developed an established customer clientele who call on her 
for such services. She works in the private homes of her customers, 
furnishing her own equipment, such as scissors, needles, patterns, and 
a portable sewing rnachine. Charges for the work performed are de- 
termined by her according to the amount of time required for the 
completion of the work involved. While most of her work comes 
from her regular customers, she occasionally accepts work from others. 
Her work is seasonal. 

Section 481 of the Internal Revenue Code provides in part as fol- 
lows: 

(a) NET EARNINGs FRGM SELF-EArPLGYhIENT. — The term "net earnings from 
self-emplovment" means the gross income derived by an individual from any 
trade or business carried on by such individual, less the deductions allowed by 
this chapter (chapter 1] which are attributable to such trade or business * * ~ 

(c) TRADE oR BvsrIvsss. — 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 ~ * * 

While each case must be determined upon the basis of its particular 
facts, in the instant case the seamstress is not performing services 
as an employee, but is engaged in carrying on a trade or business. Ac- 
cordingly, the amounts paid to her for the services performed for 
her customers constitute earnings from self-employment within the 
meaning of section 481(a) of the Internal Revenue Code. 

Rev. Rul. 54 — 1M REGIILATIONs 118) SEcTION 39. 481 — 1: Net 
earnings from self-employment. 

The income derived by an individual from the sale of Christmas 
trees which are grown, without planting or cultivating the soil, 
on mountainous cut-over timberland ov;ned by him constitutes earn- 
ings from self-employment for Federal self-employment tax 
purposes. 

Advice is requested whether the income derived by an individual 
from the sale of Christmas trees grown on uncultivated timbcIqand 
is subject to the tax on selt-employment income. 

An individual who is regularly employed at a yearly salary as a 
"ditch rifler" on an irrigation project owns several parcels of timber- 
land from which he cuts trees to be sold as Christtnas trees in carload 
lots direct to dealers. The land on which the trees are grown is moun- 
tainous and has previously been logged off, the logs havm«been sold to 
sawmills. The stumps have not been removed to a8ord cultivation 
and the land cannot be plowed or seeded even for grazing purposes. 
The individual purchased the land prilnarily for the purpose of sell- 

ing the trees and he has no intention of cultivating the soil for use 
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as a farm or for the raising of livestock. The trees are not planted 
and the soil is not cultivated to promote their growth. The individual 
prunes the trees and cuts down larger trees to a8ord more light and 
sunshine for the smaller ones. He devotes approximately 160 hours 
per year to pruning, cutting, and selling the Christmas trees and 
he does not engage any persons to assist him. 

Section 481(a) of the Internal Revenue Code provides in part: 
(a) Nar E~aiwtr os FsoM Sand-EMrruxMxjvr. — The term "net earnings from 

self-employment" means the gross income derived by an individual from any 
trade or business carried on by such individual, less the deductions al- 
lowed * * * except that in computing such gross income and deduc- 
tions 

(2) There shall be excluded income derived from any trade or business 
in which, if the trade or business were carried on exclusively by employees, 
the major portion of the services would constitute agricultural labor as 
defined in section 1426(h) 

Section 1426(h) of the Code defines the term "agricultural labor" 
as including all services performed: 

(1) On a farm, in the employ of any person, in connection with cultivating 
the soil, or in connection with raising or harvesting any agricultural or 
horticultural commodity, 

As used in this section, the term "farm" includes stock, dairy, poultry, fruit, 
fur-bearing animal, and truck farms, plantations, ranches, nurseries, ranges, 
greenhouses or other similar structures used primarily for the raising of agri- 
cultural or horticultural commodities, and orchards. 

It is held that services performed in the employ of any person in 
connection with the planting, raising, cultivating, and harvesting of 
Christmas trees constitute "agricultural labor" as that term is defined 
in section 1426 (h) ot the Code, only when such services are performed 
on a "farm. " Services performed in connection with the cutting and 
transporting of trees from uncultivated land or forests do not consti- 
tute "agricultural labor" within the meaning of such section. 

Since the operations of the individual involved in the instant case 
were not conducted on a "farm, " the services performed in connection 
with such operations are not to be treated as "agricultural labor" as 
defined in section 1426(h) of the Code. 

Accordingly, it is held that the income derived by an individual 
from the sale of Christmas trees which are grown without planting or 
cultivating the soil on mountainous cut-over timberland owned by 
him constitutes earnings from self-employment for Federal self- 
employment tax purposes. 

RrrULATIONs 118, SKcTION 8!). 481 — 1: Net 
earnings from self-employment. 

Income derived by coowner and manager of a farm excluded from 
"net earnings from self-employment" by reason of the provisions of 
section 481(a) (2) of the Self-Employment Contributions Act. (See 
Rev. Rul. 54 — 170, p. 218. ) 



173 [Regs. 118, $ 39. 481-3. 

REGULATIQNs 118' SEGTIGN 39. 481 — 8: Trade or Rev. Rul. 54-208 
business. 

Services performed by an individual as a normal extension of his 
profession of funeral director are considered as incidental to the 
practice of such profession and net earnings therefrom will be 
exempt from the tax on self-employment; however, where a funeral 
director engages in an enterprise which is not incidental to the prac- 
tice of his profession of funeral director, such as the operation of 
an aml. ulunce service, a furniture store, or a florist shop, the net 
earnin s therefrom will not be exempt from the tax on self-em- 
ployment income. 

Advice is requested as to the scope of the term "funeral director" as 
it is used in the Self-Employment Contributions Act, section 481(c) 
(5) of the Internal Revenue Code. For taxable years beginning after 
December 81, 1950, section 480 of the Code imposes a tax upon the 
self-employment income of every individual. Self-employment in- 
come, in general, consists of the net earnings derived by an individual 
(other than a nonresident alien) from a "trade or business" carried 
on by him as sole proprietor or by a partnership of which he is a 
Inember, subject to certain exclusions, exceptions, and limitations. 

For purposes of such tax, section 481(c) (5) of the Code excludes 
from the term "trade or business" the performance of services by an 
individual in the exercise of his profession as a funeral director. 
However, the performance of these services by an individual cannot 
constitute the exercise of such excluded profession unless the individ- 
ual meets the legal requirements, if any, for the practice thereof in the 
place where the services are pertormed. Furtherlnore, the statutory 
designation of the term "funeral director" is to be given its commonly 
acceptecl meaning. See Regulations 118, section 89. 481-3; Rev. Rul. 
276, C. B. 1953 — 2, 88. 

Generally this term is understood to refer to one who is responsible 
for making and carrying out all of the necessary arrangements for 
funerals. In connection with the practice of his profession, a funeral 
director may perform services not in themselves so excluded such as 
the reporting of deaths, the procurement of permits required by law, 
the procurement of certified copies of death certificates, the removal 
and transportation of bodies for embalming processes, the embalming 
of bodies, and the sale cf' caskets, vaults, and shrouds. But since each 
of these activities is a normal extension of the exercise of. the profes- 
sion of funeral director, and can reasonably be embraced therein, all 
of them will be regarded as an incidence of the practice of such pro- 
fession and, hence, the net earnings therefrom will be exempt from 
the tax on self-employment income. 

On the other hand, if one who practices the profession of funeral 
director also engages in an enterprise which is not incidental thereto, 
such as the operation of an ambulance service, a furniture store, or a 
florist shop, the net earnings from each must be segregated and only 
those attributable to such profession can be exempt from the tax on 
self-employment income. See Rev. Rul. 275, C. B. 1953 2~ 86. 
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REovr. ATloNs 118, Sgcrrn&N 30. 481-8: Trade or Rev. Rul. 54 — 923 
business. 

Remuneration for services performed by a member of a partner- 
ship as an employee of another organization constitutes wages paid 
to him, no part of which may be considered as gross income derived 
from a trode or business carried on by the partnership for purposes 
of computing net earnings from self-employment, even though the 
wages have been assigned to the partnership in accordance with a 
partnership agreement providing for pooling all of the income earned 
by all of the partners. 

Advice is requested relative to the treatment for self-employment 
tax purposes of certain wages earned by an individual and assigned to 
a artnership of which he is a member. 

I n the instant case, the individual receives remuneration for per- 
sonal services performed by him as driver of a school bus. He is 
also a member of a partnership engaged in the gas, oil and garage 
business. Since the partners have agreed to pool all incoine earned 
by them, he turns the amount received for services as a bus driver 
over to the partnership and it is included in the gross income of the 
partnership in computing the amount of net income distributable to 
the partners. 

Section 481 (a) of the Internal Revenue Code defines the term "net 
earnings from self-employment" as the "gross income derived by an 
individual from any trade or business carried on by such individual, 
less the deductions allov. ed by this chapter [Ch. I] which are attrib- 
utable to such trade or business, plus his distributive share (whether 
or not distributed) of the ordinary net income or loss, as computed 
under section 188, from any trade or business carried on by a partner- 
ship of w hich he is a member; " '"' "'" 

Section 481(b) of the Code provides generally that the term "self- 
employment income" means the net earnings from self-employment 
derived by an individual but does not include— 

(1) That part of the net earnings from self-employment which is in excess 
of: (A) $3, 600, minus (B) the amount of the wages paid to such individual 
during the taxable years; * ~ ~ 

Section 481(c) of the Code provides that the term "trade or busi- 
ness" as used in section 481(a) of. the Code shall not include the 
performance of service by an individual as an employee. 

Where a partner as an employee of another organization earns com- 
pensation constituting "~ages" for Federal employment tax purposes, 
those wages are subject to such taxes irrespective of whether they have 
been assigned to his partnership. Accordingly, in line with the pur- 
pose of section 481(b) of the Code, the employee-partner in the instant 
case should treat such wages as "wvages paid" to him in computing his 
self-emp]oyment income in accordance with section 481(b) (1) of the 
Code. No part of such wages paid over to the other partners in 
"ccordance with the partnership agreement may be considered as 
"gross income derived "' "' ~ from any trade or business" carried 
on by such other partners, within the meaning of section 481(a) of the 
Code, for purposes of computing their "net earnings from self- 
em ployment. " 

The conclusions stated herein are limited to the application of the 
self-emp]oyment tax to assignments of wages by an employee-partner 
to his partnership. 
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CHAPTER 2. — ADDITIONAL INCOME TAXES 

SUBCHAPTER A. — PERSONAL IIOLDING COMPANIES 

SECTION 502. — PERSONAL HOLDING COMPANY INCOME 

Rev. Rul. 54-84 REGULATICNs 118, SEGTIQN 39. 502 — 1: Personal 
holding company income, 

The M Corporation, a corporation engaged in the business of selling 
fire insurance, is the assignee of certain insurance agency agreements 
to which A and his son are parties. A. owns more than 25 percent in 
value of the outstanding stock of M Corporation. The insurance 
agency agreements were entered into during a period in which A and 
his son were engaged in the business of selling flre insurance under a 
partnership agreement, and provide in part that A or his son are 
named as ageiit for a fire insurance company, with "full power and 
authority to receive and accept proposals for insurance covering such 
classes of risks as the company may, from time to time, authorize to be 
insured; to collect, receive, and receipt for premiums on insurance 
tendered by the agent to and accepted by the company * * ". " The 
fire insurance company has not relinquished its right to name the 
individual who may accept insurance risks on its behalf under the 
contract. Held, under the provisions of section 502(e) of the Internal 
Revenue Code, commissions received by M Corporation pursuant to 
the contract constitute personal holding company income. C f. General 
3fanagement Corporation v. Commissioner, 135 Fed, (2d) 882, certi- 
orari denied, 820 U. S. 757. 

SECTION 504-. — UNDISTRIBUTED SUBCHAPTER A 
NET INCOME 

REGUI. ATICNs 118& SEcTIQN 89. 504 — 1: Undistrib- 
uted subchapter A net income. 

(Also Section 29. 504 — 1, Regulations 111. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29 AND 

PART 69 

Regulations 111 and 118 amended to conform to section 849 of 
the Revenue Act of 1951, relating to the exclusion of certain non- 
distrihutable subchapter A. net income of personal hoMing com- 
panies. 

TREASURT DEPARTMENT& 

OEPICE OP COMMISSIONER OP INTERNAL REVENUE& 
Washington 8o, D, C. 

To Officers and Employees of the Internal I'eveniie Service and Others 
Concerned: 

On September 5, 1953, there was published in the Federal Register 
(18 F. R. 5388) a notice of proposed rulemaking with respect to 
amendments to conform Regulations 108 and 111 [26 CFR, pts. 19, 
29] to section 849 of the Revenue Act of 1951, approved October 20, 
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1951, relating to the exclusion of certain nondistributable income in 
determining the undistributed subchapter A net income of personal 
holding companies. No comments regarding the rules proposed hav- 
ing been received during the 30-day period prescribed In such notice, 
the amendments to such regulations and to Regulations 118 [26 CFR, 
pt. 39] set forth below are hereby adopted: 

REGULATIGNs 111 [26 cFR, PT. 2sl 

PARAGRAPII 1. There is inserted immediately preceding section 
29. 504 — 1 following: 

SEC. 349. NONDISTRIBUTABLE INCOME OF PERSONAL HOLD- 
IN'G COMPANIES [REVENUE ACT OF 1951, APPROVED 
OCTOBER 20, 1951]. 

Effective for taxable years beginning after December 31, 1939, section 
504 is hereby amended by adding at the end thereof the following new 
subsection: 

"(e) The amount by which the undistributed subchapter A net in- 
come determined without reference to this subsection exceeds the 
amount which could be distributed on the last day of the taxable year 
as a dividend (1) without violating any action, regulation, rule, order, 
or proclamation taken, promulgated, made, or issued by, or pursuant 
to the direction of, the President or any agency that he may designate, 
under the Trading With the Enemy Act of October 16, 1917, as amended, 
or the First War Powers Act of 1941, and (2) not subject to a lien in 
favor of the United States. " 

PAR. 9. Section 29. 504-1 is amended as follows: 
(A) By deleting in the first sentence thereof the word "and" which 

immediately precedes "(D) ". 
(B) By striking the period at the end of the first sentence and by 

inserting in lieu thereof a com~a and the following: 
and (E) the amount by which the undistributed subchapter A net income (deter- 
mined without reference to this provision) exceeds the amount which could be 
distributed on the last day of the taxable year as a dividend (1) without violat- 
ing any action, regulation, rule, order, or proclamation taken, promulgated, 
made, or issued by, or pursuant to the direction of, the President or any agency 
that he may designate, under the Trading With the Enemy Act, 40 Stat. 411, as 
amended (50 U. S. C. App. 1 et seq. ), or the First War Powers Act, 1941, 55 Stat. 
838 (50 U. S. C. App. 601 et seq. ), and (2) not subject to a lien in favor of the 
United States. 

PAR. 3. The amendments to Regulations 111 (covering taxable years 
beginning after December 31, 1941, and before January 1, 19M) made 
by paragraphs 1 and 9 of this Treasury Decision are hereby made ap- 
plicable to taxable years beginning after December 31, 1939, and before 
January 1, 1949 (such years being covered by Regulations 103). 

REGULATIONS 118 [26 CFR, PT. 69] 

PAR. 4. Section 39. 504-1 is amended as follows: 
(A. ) By deleting in the first sentence thereof. the word "and" which 

immediately precedes "(c) ". 
(B) By striking the period at the end of the first sentence and by 

inserting in lieu thereof a comma and the following: 
and (d) the amount by which the undistributed subchapter A net income 
(determined without reference to this provision) exceeds the amount which 
could be distributed on the last day of the taxable year as a dividend (1) 
without violating any action, regulation, rule, order, or proclamation taken, 
promulgated, made, or issued by, or pursuant to the direction of, the President 
or any agency that he may designate, under the Trading with the Enemy Act, 
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4(i Stat. 411, as amended (50 U. S, C. App. 1 et seq. ), or the First IVar Powers 
Act, 1941, 55 Stat, 838 (50 U. S. C. App. 501 et seq. ), and (2) not subject to a 
lien in favor of the United States. 

(This Treasury Decision is issued under the authority contained 
in secs. 62 and 8701 of tire Internal Revenue Code (M Stat. 32, 467; 
26 U. S. C. 02, 8701). ) 

T. COLEEIAN ANDREws) 
Corit nissionei of Internal Revenue 

Approved December 4, 1058. 
M. B. FOLsoM, 

Acting 8eeretary of the Treasui ji. 
(I iled with the Division of the Federal Register December 9, 1953, 8:50 a. m. ) 

SIIBCHAPTKR E. — EXCESS-PROFITS TAX 

PART I 

SECTION 711(b). — EXCESS-PROFITS NET INCOME: 
TAXABLE YEARS IN BASE PERIOD 

REGULATIONS 112, SECTION 85. 711 (b) — 2: Abnor- 
mal deduction in base period. 

(Also Section 48o(b), Section 40. 438(b) — 3 Regu- 
lations 130. ) 

Rev. Rul. 54 — 88 

For excess-pronts tax purposes, the word "deductions" in the term 
"abnorrual deductions" means dcductious allowable by section 23 
of the Internal Revenue Code. Subtraetious or losses retiected in 
net sales, cost of goods sold and gross incoine, do uot constitute "de- 
duction" within the meaning of sections 711(b) (1) and 433(b) (9) 
and (10) of the Internal Revenue Code. 

The purpose of this Revenue. Ruling is to state the position of the 
Internal Revenue Service with respect to the meaning of the term 
"deductions" as used in section 711(b) (1) and section 483(b) (0) and 
(10) of the Internal Revenue Code. 

The term "deductions" means "expenses" or "statutory ded»ctions" 
allowable by section 23 of the Inter»al Revenue Code. It does not 
Incan subtractions which are properly includible in the computation 
of gross income. 

S»btractions. which are properly includible in computations of gross 
income regardless of the methods of accounti»g or computation used 
in the taxpayer's books or returns, include inventory adjustme»ts for 
shortages (Fremont Cal'e and &Veal Company v. Commissioner, Tax 
Court (iemorandum Opinion dated November 20, 1050), abandoned or 
unsalable Inerchandise (Airs. C. J. Barnard v. Commissioner, 18 
B. T. A. 1022), and price fluctuations and cha»ges in methods of valu- 
ation (Colorado cVzlling anti Elevator Company v. Conrntissioner, 
17 T. C. 1280 appealed on another issue). 

No part of cost of goods sold as such may be treated other than 
as a subtraction in computi»g gross income. However, whether a 
particular expenditure is properly includible in cost of goods sold, 
depends upon the nature of the expenditure. In a manufacturing 
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business, cost of goods sold includes the cost of raw materials and 
supplies entering into or consumed in the production of the articles 
sold, expenditures for direct labor, and indirect expenses incident 
to and necessary for the production of the articles. Cf. section 
89. 22(c)-8, regulations 118. However, for the purposes of section 
711(b) (1) and section 488(b) (9) and (10) of the Code, it does not 
include allowances for depreciation, rentals, taxes, insurance, other 
recurring charges, or losses incurred or accrued with respect to land, 
buildIngs, machinery, and equipment or other facilities used in pro- 
duction of articles irrespective of whether these items may be in- 
cluded as part of cost of goods sold under an acceptable accounting 
practice. 

Though expenditures allowable as deductions by section 28 of the 
Code have been claimed and allowed as a part of cost of goods sold 
pursuant to an acceptable accounting practice, that fact does not 
change the nature of the expenditures or require that they shall be 
considered as subtractions in computing gross income in applying 
section 711(b) (1) and section 488(b) (9) and (10) of the Code. 
Thus, State real estate, personal property, income, or franchise taxes, 
Federal and State social security or unemployment compensation taxes 
are not subtractions in computing gross income, though they have 
been claimed and allowed as a part of the cost of goods sold (The 
cVontrea/ Elining Company v. Commissioner, 2 T. C. 688). The fact 
hovvever that a taxpayer has included an item in cost of goods sold, 
though not decisive, is of evidentiary value, as showing that the tax- 
payer considered the item to be normal rather than abnormal (Toerea 
Land and Cattle Company v. Commissioner, 10 T. C. 90) . 

In the case of articles of inventory which are the subject of one 
or more losses within the meaning of the term "deductions under sec- 
tion 23(f) for losses, " as used in section 711(b) (1) (E) and section 
438(b) (9) (C) of the Code, the cost of the articles shall be computed 
pursuant to the provisions of this Revenue Ruling respecting the 
computation of cost of goods sold. If the adopted basis of valuing 
inventories is "cost or market, whichever is lower, " the basis for 
computing the casualty loss shall not exceed the lower value at the 
time of the casualty. If for the taxable years beginning after Decem- 
ber 81, 1940, and prior to January 1, 1948, the provisions of section 
22(d) (6) (A) of the Code are applicable, the basis for computing 
the casualty loss shall be adjusted to reflect the increase or decrease 
of net income, under clauses (I) and (ii) thereof, attributable to the 
casualty loss. In view of the provisions of section 488(b) (10) (D) 
of the Code, if the provisions of section 22(d) (6) (F) of the Code are 
applicable, the basis for computing the casualty loss for any taxable 
year ending after June 80, 1950, and prior to January 1, 1954, shall 
also be adjusted to reflect the attributable increase or decrease of net 
income under clause (i) thereof. However, for the purposes of sec- 
tion 711(b) (1) (E) and section 438(b) (9) (C) of the Code, the loss 
attributable to the casualty shall not include any part due to cir- 
cumstances other than the casualty, as, for example, price fluctuations 
occurring prior to the casualty. 

Expenditures allowable as ordinary and necessary business ex- 
penses, including expenditures occasioned by the casualty, cannot be 
treated as "deductions under section 28(f) for losses" within the 
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meaning of section 711(b) (1) (E) and section 488(b) (9) (C) of the 
There is no authority to change an expense under section 

28(a) (1) (A) of the Code into a loss under section 28(f), in order to 
consider and disallow it under the provisions of section 711(b) (1) (E) 
or section 488 (b) (9) (C) of the Code (Consolidated I|Iotor Lines, Inc. 
v. Commissioner, 6 T. C. 1066). This rule is applicable regardless 
of whether the exIpenditures have been claimed and allowed as deduc- 
tions under section 28(a) (1) (A) of the Code or, pursuant to an ac- 
ceptable accounting practice, have been included in cost of goods sold 
and claimed and a~llowed as subttactions in computing gross income 
(Veeder-Il oot, Inc. v. Commissioner, 11 T. C. 602) . 

CHAPTER 3. — ESTATE TAX 

SUBCHAPTER A. — BASIC ESTATE TAX 

PART II. — ESTATES OF CITIZENS OR RESIDENTS OF THE UNITED STATES 

SUBPART I. — COMPUTATION OF TAX 

SECTION 811. — GROSS ESTATE 

REOULATIONS 105, SECTION 81. 8: Gross estate. Rev. Rul, 54 — 246 

The consent executed by a husband, under the provisions of section 
1000(f) of the Internal Revenue Code, to treat, a gift of property 
owned by his wife to a third party donee as having been made one- 
half by each, is not deemed to have created in the husband an interest 
in the property transferred which, upon his death, would render any 
part of such property includible in his gross estate for Federal estate 
tax purposes under the provisions of any of the subsections of section 
811 of the Code. 

SECTION 811(a) . — GROSS ESTATE: DECEDENT'S 
INTEREST 

RzutrrATIONS 105, SzcTIov 81. 18: Property of 
decedent at time of death. 

(Also Section 22(a), Section 89. 22(a)-1, Regu- 
lations 118. ) 

Amounts receivable in settlement of claims under the New Jersey 
"Death hy Vvrongful Act" statute, N. J. S. A. 2A: 81 — 1 — 81-0, are not 
includible in the decedent's gross estate for Federal estate tax pur- 
poses under section 811(a) of the Internal Revenue CoIle nor taxable 
as income to the decedent's estate or to the dependents who will 
receive the proceeds of the recovery. 

Advice is requested whether the proceeds in settlement of a claim 
under the %1 ew Jersey "Death by Wrongful Act" statute are includible 
in the decedent's gross estate under section 811(a) of the Internal 
Revenue Code or constitute taxable income of the estate or of the de- 
pendents who will receive the proceeds of the recovery. 
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The decedent met his death as the result of an airplane crash. The 
executrix of the estate of the decedent commenced court action against 
the carrier under the New Jersey "Death by Wrongful Act" statute, 
N. J. S. A. 2A:31 — 1 — 31 — 6. The carrier has overed to settle the 
claims asserted by the petitioner. 

The New Jersey "Death by Wrongful Act" statute provides that an 
action ivill lie, notwithstanding the death of the person injured, against 
the person who would be liable for damages for the wrongful act, negli- 
gense or default had the deceased merely been injured. The action 
shall be brought by the executor or administrator, w. w. a. , or by an 
administrator ad prosequendum, if there be neither of the latter ap- 
pointed. Iiowever, the action shall be maintained by either of the 
above parties not for his benefit as such administrator ad prosequen- 
dum, etc. , but rather for persons who would take the decedent's prop- 
erty had he died intestate under the laws of New Jersey. Specifically, 
chapter 31 — 4, "Persons entitled to amount recovered" reads as follows: 

The amount recovered in proceedings un&ler this chapter shall be for the 
exclusive benefit of the persons entitled to take any intestate personal property 
of the decedent, an(1 in the proportions in which they are entitled to take the 
same, If any of the persons so entitled were not dependent on the decedent at 
his death, the remainder of the persons so entitled shall take the same as 
though they were the sole persons so entitled. If all or none of the persons so 
entitled were then dependent on him, they shall all take as aforesaid. 

Section 811(a) of the Internal Revenue Code provides: 
The value of the gross estate of the decedent shall be determined by including 

the value at the time of his death of all property, real or personal, tangible or 
intangible, wherever situated, except real property situated outside of the 
United States- 

(a) DEGKDENT s INTE«ssT. — To the extent of the interest therein of the 
decedent at thetirueof his death; * &' &' 

The decisive question in this case is whether the decedent had an 
interest in the amount recoverable under the New, Jersey "Death by 
Wrongful Act" statute or in the right of action at the time of his 
death. The action against the carrie~r xvas brought under the statute, 
and the statute gove~rns in determining the distribution of the pro- 
ceeds of the recovery. The decedent in his lifetime never had an 
interest in the right of action or in the proceeds. He did not create 
the right, it was created by statute and vested in the persons designated 
in the statute. Inasmuch as the decedent had no right of action or 
interest in the proceeds at the time of his death, nothing "passed" 
from the decedent to the beneficiaries. Accordingly, the amounts 
recovered by the beneficiaries would not be includible in the decedent's 
gross estate for Federal estate tax purposes. 

Section 22(a) of the Internal Revenue Code provides that all gains, 
profits, and income derived from any source whatever are income sub- 
ject to taxation. Proceeds of this nature, that is, compensation for 
loss of life, are not embraced in the general concept of the term "in- 
corne". See I. T. 2420, C. Il. VII-2, 123. 

In view of the foregoing, amounts receivable in settlement, of claims 
under the New Jersey "Death by Wrongful Act" statute, N. J. S. A. 
2A: 31-1 — 31-6, are not includible in the decedent's gross estate for 
Federal estate tax purposes under section 811(a) of the Internal 
Revenue Code nor taxable as income to the decedent's estate or to the 
dependents who will receive the proceeds of the recovery. 
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Rev. Rul. 54-89 

Where a married man domiciled in Texas purchases in his own 
name with community funds acquired in Texas real property located 
in New Mexico and Kans'is and predeceases his wife, only one-half 
of the value of such property is includible in his gross estate for 
federal estate tax purposes. The respective rights of tlie husband 
and wife in such real property are governed by the law of the place 
where the property is situated. 

Advice is requested relative to the extent real property acquired 
in the manner set forth below is to be included in the decedent's gross 
estate for Federal estate tax purposes. 

A married man, a resident of Texas, a cominunity property State, 
purchased v ith the community funds of himself and his wife real 
property situated in New Mexico and Kansas. The husband took 
title to the purchased property in his own name. He died survived 
by his wife. 

The respective rights of the husband and wife in real property are 
governed by the law of the place where such property is situated 
rather than by the law of the domicile of the parties. 

The law of descent and distribution contained in chapter 31 of the 
New Mexico Statutes, annotated, 1941, provides that upon the death 
of the husband one-half of the communtty estate goes to the wife and 
the other half is subject to the testainentary disposition of the husband. 
(Sec. 31 — 109. ) Accordingly, it is held that the value of only one-half 
of the New Mexico real estate is includible in tile deceased husband' s 
gross estate. 

The general rule in a community property State is that where a 
husband, as manager and business agent of the community, purchases 
real property in a common law State with comniunity funds and takes 
title thereto in his own name, he holds a one-half interest in the 
property as trustee for his wife. 

Section 67-406 of General Statutes of Kansas, A. nnotated, reads 
as folio~vs: 

Conveyance to one person when consideration paid by another. When a 
conveyance for a valuable consideration is made to one person aud the considera- 
tion therefor is paid by another, no use or trust shall result in favor of the 
latter; but the title shall vest in the former, subject to the provisions of the 
next two sections. 

Section 67-407 provides that every such conveyance shall be pre- 
suined fraudulent as against the creditors of the person paying the 
consideration. 

Section 67-408 provides as follows: 
The provisions of the section next before the last shall not extend to eases 

where the alienee shall have taken any absolute conveyance in his own name 
without the consent of the person with whose money the consideration was paid; 
or where such alienee in violation of some trust shall have purchased the land 
with moneys not his own; or where it shall be made to appear that by agree- 
ment and without any fraudulent intent the party to whom the conveyance was 
made, or in whom the title shall vest, was to hold tbe land or some interest 
therein in trust for the partv paying tbe purchase money or some part thereof. 

In construing the provisions of sections 67-406 and 408 of the 
General Statutes of Kansas, the Supreme Court of Kansas has con- 
sistently held that where the husband purchases land in Kansas in 
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part or in whole with his wife's money, a trust is impressed on the 
land in favor of the wife to the extent the purchase price was paid 
p ith her funds, unless the wife intended to make a gift to her husband. 
bee Commissioner v. Carrie E. cVolter) 60 Fed. (od) 498. Accordingly, 
it is held that the value of only one-half of the Kansas real property 
is includible in the deceased husband's gross estate. 

REGUI ATIONs 105) SEGTION 81. 18: Property of 
decedent at time of death. 

Rev. Rul. 54-168 

The value of the restricted allotted lands of an Indian of the 
Quapaw Tribe is includible in the deceased Indian's gross estate 
for Federal estate tax purposes under the provisions of section 
811 (a) of the Internal Revenue Code. 

Advice is requested whether the value of a 160 acre homestead 
owned by the decedent, a restricted Indian of the Quapaw Tribe, is 
includible in his gross estate for Federal estate tax purposes. 

Under the principles laid down by the Supreme Court of the United 
States in 01ctahoma Tax Commission v. United 8tates) 819 U. S. 598, 
and in 1)Vest v. OHahoma Tax Commission. 334 U. S. 717, restricted 
allotted Indian lands are exempt from Federal estate taxes if such 
lands are expressly exempted from taxation in treaties with the specific 
tribes of Indians concerned or in Federal statutes dealing with such 
Indians, but exemption from such taxes is not to be implied or in- 
ferred. This is clear from the following extract from the decision of 
the Court in Oklaholna Tax Commission v. United States, supra, in 
which the Court considered the question whether allotted lands and 
other property of restricted Indians of the Five Civilized Tribes were 
subject to Oklahoma estate taxation: 

This Court has repeatedly said that tax exemptions are not granted by im- 
plication. United States Trust Co. v. Elelvering, 307 U. S. 57, 60. It has applied 
that rule to taxing acts ai'fecting Indians as to all others. As was said of an 
excise tax on tobacco produced by the Cherokee Indians in 1870, "If the exemp- 
tion had been intended, it would doubtless have been expressed. " Cherokee 
Tobacco, 11 %Vali. 616, 620. In holding the income tax applicable to Ind!ans, 
the Court said, "The terms of the 1028 Revenue Act are very broad, and nothing 
there indicates that Indians are to be excepted. * * * If exemption exists it 
must derive plainly from agreements with the Creeks or some Act of Congress 
dealing with their affairs". Superintendent v. Commissioner, supra, 420. If Con- 
gress intends to prevent the State of Oklahon!a from levring a general non- 
discriminatory estate tax applying alike to all its citizens, it should say so in 
plain words. Such a conclusion cannot rest on dubious inferences. "Xon- 
taxability an!1 restriction upon alienation are distinct things", Superintendent 
v. Con!missi&!ner, s))pm, 421, aml when Congress wants to reuuire both non- 
alienability and nontaxability it can, as it has so often done, say so explicitly. 

The concept that restricted properties of Indians were Federal in- 
strurnentalities and therefore constitutionally exempt from estate tax 
consequences was expressly renounced in Ol'lahoma Tax Commission 
v. U. S. and %Vest v. Oklahoma Tax Comlnission, supra. 

An examination of the treaties between the United States and the 
Quapaw Tribe of Indians discloses no provision under which restricted 
allotted lands of such Indians are exempted from taxation, Further- 
more no provision has been found in any of the Federal statutes deal- 

ing with the Quapaw Indians which can be held to grant exemption 
from Federal taxation to allotted lands of these Indians. The Act of 
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April 17& 1937, 50 Stat. 68, amending the Act of March 3, 1921, 41 
Stat 1225, which is referred to by the United States Court of Cla~ims 

in its decision in Pi, oberts v. United States, 96 Fed. Supp. 775, author- 
ized the State of Oklahoma, to levy a gross production tax upon 
Ininerals produced from restricted allotted lands of the Quapaw In- 
dians, which was to be "in lieu of all other State taxes of whatsoever 
nature on said restricted lands or the income therefrom". FIowever, 
this act granted no exemption from Federal taxation. 

In the light of the position taken by the Supreme Court of the United 
States in the Oklahoma Tax Commission cases that exemptions from 
estate taxation of allotted lands of restricted Indians may not be 
implied or inferred, it is held, in the absence of any statutory exemp- 
tion from Federal taxation of restricted allotted Quapaw lands, that 
the value of such lands is includible in such Indians' gross estate for 
Federal estate tax purposes. The position so taken is in accord with 
the position taken in Roberts v. United States, supra. , which held that 
the Act of April 17, 1937, supra, did not exempt the estate of a deceased 
restricted Indian of the Quapaw Tribe from Federal estate taxes. 

REGULATIoxs 105, SEC rloN 81. 13: Property of 
decedent at time of death: 

Value of stock originally acquired by decedent subject to an option 
to purchase reserved by the issuing corporation. (See Rev. Rul. 
54-~6& p. 194. ) 

SECTION 811(c). — GROSS ESTATE: TRANSFERS IN CON- 
TEMPLATION OF, OR TAKING EFFECT AT, DEATH 

REGULATIGNs 105, SEGTIGN 81. 17: Transfers in- 
tended to take e8ect at or after the decedent's 
death. 

Value of an annuity provided. by an election of a member of the 
uniformed services under the Uniformed Services Contingency Op- 
tion Act of 1953. (See Rev. Rul. 54 — 155, p. 15. ) 

SECTION 811(f). — GROSS ESTATE: POWERS OY 
APPOINTMENT 

Rev. Rul. 54-59 REGULATIQNs 105) SEGTI0N 81. 24: Property sub- 

ject to power of appointment by decedent. 

Where the inclusion in the gross estate of a deceased donee of a 
general power of appointment of the property subject to the power, 
is dependent upon an exercise of the power by the donee, and the 
donee partially exercises the power by appropriating a part of the 
property to her own use, the property unaffected by the exercise is 
not includible in the donee's gross estate for Federal estate tax 
purposes under section 811(f) (1) of the Internal Revenue Code. 

Advice is requested whether the value of property over which the 
decedent died possessed of a general power of appointmeut under the 
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will of her deceased husband, is includible in her gross estate for 
Federal estate tax purposes under the provisions of section 811(f) of 
the Internal Revenue Code where inclusion of such power is dependent 
upon the exercise thereof. 

The decedent's husband died. in April 1949. By his will, which was 
executed in 1939 and not republished by a codicil executed after 
October 21, 1942, he bequeathed and devised the residue of his estate in 
trust, to pay the incolne to his wife during her life and upon her death 
to distribute the principal to named beneficiaries. The will authorized 
the trustee to pay over, transfer and deliver any part or all of the 
principal of the trust estate to the wife at any time or times she may 
in her absolute and uncontrolled discretion request the same. This 
discretionary power conferred upon the wife gave her a general power 
of appointment over the principal within the meaning of section 
811(f) of the Internal Revenue Code. The wife exercised the power 
during her life by withdrawing to her own use a part of the principal 
of the trust estate. 

Section 811(f) (1) of the Code as amended by the Powers of Ap- 
pointment Act of 1951, Public Law 58, 82nd Congress, 65 Stat. 91, 
C. B. 1951-2, 343, provides in part that the value of the gross estate 
of a decedent shall be determined by including the value at the time 
of his death of: 

(1) PROPERTY WITH RESPECT To WHICH DECEDENT EXERCISFS A GENERAL 
PowER oF APPCINTMENT OREATED oN CR REFDRE oc'I'DRER 21, 1842. — To the 
extent of any property with respect to which a general power of appoint- 
ment created on or before October 21, 1042, is exercised bv the decedent 
(1) by will or (2) by a disposition which is of such nature that if it 
were a transfer of property owned by the decedent, such property would 
be includible in the decedent's gross estate under subsection (c) or (d); 
but the failure to exercise such a power or the complete release of such a 
power shall not be deemed an exercise thereof. 

Section 2(b) of the Powers of Appointment Act of 1951 provides; 
(b) DATE oF CREATIoN or Powxa. — For the purpose of this section a power 

of appointment created by a will executed on or before October 21, 1042, shall 
be considered a power created on or before such date if the person executing 
such will dies before July 1, 1040, Ivithout having republished such will, by 
codicil or otherwise, after October 21, 1!)42. 

The will of the husband which created the power of appointment 
was executed prior to October 21, 1942, and he died before July 1, 
1949, without having republished such will, by a codicil or otherwise, 
after October 21, 1942. Accordingly the property subject to the power 
is not includible in the instant decedent's gross estate (the donee of 
the popover) unless the decedent exercised the power by a disposition 
which is of such nature that if it were a transfer of property owned 
by the decedent, such property would be includible in her gross estate 
under section 811 (c) or (d) of the Internal Revenue Code. 

Where the inclusion of property subject to a power to appoint is 
dependent upon an exercise of the power by the decedent, a partial 
exercise may, or may not, depending upon the nature of the exercise, 
require the inclusion of the entire property in the donee's estate. 
Where the exercise affects the entire property, for example, the ap- 
pointment of a life estate in the whole, the entire property is subject 
to the tax. FFowcver, where the exercise afi'ects only a part of the 
property, the portion unall'ected by the exercise is not subject to 
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estate tax. Cf. Instate of 3latiet lVooster v. Co&nmissioner, 9 T. C. 742. 
In the instant case the decedent's exercise of the power of appoint- 

ment by withdra, iving a part, of the principal of the trust estate in 
nowise aff'ected her husband's testanIentary disposition of the remain- 
ing principal. It is, accordingly, held that, where the inclusion in 
the gross estate of a deceased donee of a general power of appoint- 
Inent of the property subject to the power is depcnclent upon an exer- 
cise of the poiver by the donee, and the donee partially exercises the 
power by appropriating a, part of the property to her own use, the 
property unaff'ected by the exercise is not includible in the donee's 
gross estate for Federal estate tax purposes under section 811(f) (1) 
of the Internal Revenue Code. 

RgGULATIoÃs 105, SEcTloi% 81 24: Property sub- Rev. Rul. 54 — 153 
ject to power of appointlnent by decedent. 

Where a trustee, ivho is also a beneficiary of a trust, is prevented 
by a State statute from participating in a decision to distribute 
corpus to himself, his estate, his creditors, or the creditors of his 
estate, no part of the trust property is includible in his gross estate 
under section 811(f) (2) of the Internal Revenue Code by reason 
of the fact that the trust instrument provides that the trustees may 
distribute corpus to the beneficiary. 

Advice is requested whether the decedent as trustee and sole bene- 
ficiary of a trust possessed at her death a power of appointment within 
the nieaning of section 811(f) (2) of the Internal Revenue Code. 

The dececlent, , domiciled in the State of New York, was a cotrustee 
and lifetime income beneficiary of a trust created under the will of her 
husband who died in 1958. The will provided that should the bene- 
ficiary be in need of adclitional funcls for her maintenance, comfort, 
or support. or for any other purpose or purposes whatsoever, the 
trustees had the authority to pay her such amounts of principal held 
in trust as in the exercise of their sole ancl absolute discretion they 
deem advisable for such purposes. 

Section 141 of the New York Real Property Law, which applies 
also to personalty, provides in part as follows; 

A po~er, vested in a person in his capacity as trustee of an express trust, 
to distribute principal to himself cannot be exercised by him; if the power is 
vested in two or more trustees, it may be executed by the trustee or trustees 
who are not so disqualified; if there is no trustee qualified to execute the power, 
its execution devolves on the supreme court * "' 

The New York courts have held that a trustee who is also a bene- 
ficiary of a trust is prevented by section 141 of the New York Real 
Property I. aw from participating in a decision to clistribute corpus to 
himself. In re; Bender's 3Vitl, 105 N. Y. S. (2d) 15; In re: Atkins 
Estate, 98 N. Y. S. (2d) 690. In the absence of an indication that the 
New York courts would construe the statute otherwise, the Internal 
Revenue Service will accept the view that such trustee is also pre- 
vented by the statute from exercising the power to distribute principal 
to his estate, his creditors, or the creditors of his estate. 

It is held that where a trustee, who is also a beneficiary of a trust, 
is prevented by a State statute from participating in a decision to 
distribute corpus to himself, his estate, his creditors, or the creditors 
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of his estate, no part of the trust property is includible in his gross 
estate under section 811(f) (9) of' the Internal Revenue Code by reason 
of the fact that the trust instrument provides that the trustees may 
distribute corpus to the beneficiary. 

SECTION 811(g). — GROSS ESTATE: PROCEEDS OF 
LIFE INSURANCE 

REGULATIQNs 105, SEGTIoN 81. 97: Insurance re- 
ceivable by other beneficiaries. 

Proceeds of insurance policies on decedent's life payable to his 
former wife u~der an agreement which was by its express terms to 
become effective only upon approval by the court in pending divorce 
proceedings, are not includible in decedent's gross estate where the 
agreement was ratifie and approved bv the cour(, and made a part 
of the divorce decree by reference. 

Advice is requested whether the interest of the decedent's former 
wife in the proceeds of insurance policies on the decedent's life is in- 
cludible in his gross estate for Federal estate tax purposes. 

The decedent and his wife, residents of Alabama, entered into a 
property settlement agreement in contemplation of a divorce. The 
agreement provided that the decedent should pay his wife a certain sum 
monthly for her maintenance and support until her death or remar- 
riage or the decedent's death, whichever event should first occur. The 
agfeement further provided that the decedent should maintain and. 
keep in full force and effect certain life insurance policies on his life 
payable to his wife in the form of an annuity. The agreement ex- 
pressly provided that it should not become effective unless approved 
hy the court in the divorce proceedings and, if so approved, it should. 
be incorporated in and made a part of the decree of divorce. In the 
decree of absolute divorce, the agreement was ratified and confirmed 
and made a part of the decree by reference. 

Section 811(g) (2) of the Internal Revenue Code, relating to the 
includibility of the proceeds of life insurance in the insured's gross 
estate, provides in part as follows: 

(2) BzoztvAnz. s nx orHsa sENEFIczARzss. — To the extent of the amount 
receivable by all other beneficiaries as insurance under policies upon the 
life of the decedent (A) purchased with pren&iums, 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 l&aid for the insurance, 
or (B) 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 811(g) (8) of the Internal Revenue Code provides as fol. 
lows: 

(8) TRANsFER xoT A GIFT. — The amount receivable under a policy of in- 
surance transferred, by assignment or otherwise, by the decedent shall not 
be includible under paragraph (2) (A) if the transfer did not constitute a 
gift, in whole or in part, under Chapter 4, or, in case the transfer was made 
at a time when Chapter 4 was not in cKect, would not have constituted a 
gift, in whole or in part, under such chapter had it been in effect at such 

, time. 
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In Cornelic B'arris v. Commisaioner, 840 U. S. 106, Ct. D. 1937, C. B. 
1950-2, 77, it was held that where a property settlement agreement en- 
tered into in contemplation ot divorce was to become efi'ective only upon 
its approval by the divorce court and such agreement was ratified and 
approved by the court, the divorced wife acquired her property interest 
by the court decree and not by way of a transfer from her husban~h 

The agreement in this case, as in the Harris case, supra, was not to 
become binding upon either p~arty unless approved by the court in the 
decree of divorce. In this case, under Alabama law, the wife acquired 
at the time of the divorce an absolute interest in the annuity payments 
provided in the insurance policies and the court had under Alabama, 
law authority to decree such payments. Accordingly, to the extent 
receivable by the decedent's divorced wife, the insurance proceeds are 
I. 'ot includible in the decedent's gross estate under section 811(g) (2) 
(A) of the Internal Revenue Code (premium payment test) as she did 
not acquire her interest in the proceeds by way of transfer which would 
constitute a gift under chapter 4 of the Internal Revenue Code; nor, to 
the extent receivable by the divorced wife, are the proceeds includible 
under section 811(g) (2) (B) (incidents of ownership test) as the de- 
cedent did not possess any incidents of ownership in the policies at the 
time of his death. 

In view of the foregoing it is held that proceeds of insurance policies 
on decedent's life pa~yable to his former wife under an agreement 
which was by its express terms to become effective only upon approval 
by the court in pending divorce proceedings, are not includible in de- 
cedent's gross estate where the agreement was ratified a, nd approved 
by the court, and made a part of the divorce decree by reference. 

SECTION 811(k). — GROSS ESTATE: VAI. UATION 
OF UNLISTED STOCK AND SECURITIES 

Rev. Rul. 54-77 REGULATIONS 105 SECTION 81. 10: Valuation 
of property. 

(Also Section 1005, Regulations 108, Sec- 
tion 86. 19. ) 

Valuation of stock of closely held corporations in estate tax and 
gift tax returns. 

SECTION 1. PURPOsE. 

The purpose of this revenue ruling is to outline and review in gen- 
eral the approach, Inethods and factors to be considered in valuing 
shares of the capital stock of closely held corporations for estate tax 
and gift tax purposes. The methods discussed herein will apply like- 
wise to the valuation of corporate stocks on which market quotations 
are either unavailable or are of such scarcity that they do not refiect 
the fair market value. 

SEC. 2. BACKGROUND AND DEEINITIONS. 

. 01 All valuations must be made in accordance with the applicable 
provisions of the Internal Revenue Code and the Federal estate tax 
and gift tax regulations. Sections 811 and 1005 of the Code require 
that the property to be included in the gross estate, or made the subject 
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of gift, shall be taxed on the basis of the value of the property at the 
time of the death of the decedent, the optional date if so elected, or 
the date of gift. 

. 02 Section 81. 10 of Estate Tax Regulations 105 and section 86. 79 
of Gift Tax Regulations 108 define fair market value, in effect, as the 
price at which the property would change hands between a willing 
buyer and a willing seller when the former is not under any compul- 
sion to buy and the latter is not under any compulsion to sell. Court 
decisions trequently state in addition that the hypothetical buyer and 
seller are assunied to be able, as well as willing, to trade and to be well 
informed about the property and concerning the market for such 
properl. y. 

. 08 Closely held corporations are those corporations the shares of 
which are owned by a relatively limited number of stockholders. Often 
the entire stock issue is held by one family. The result of this situ- 
ation is that little, if any, trading in the shares takes place. There 
is, therefore, no established market for the stock and such sales as 
occur at irregular intervals selclom refiect all of the elements of a 
representative transaction as defined by the term "fair market value. " 
SEc. 8. APPR0AGH To Vhi. t|ATICN. 

. 01 Determination of fair market value, being a question of fact, 
will depend upon the circumstances in each case. No formula can be 
devised that will be generally applicable to the multitude of different 
valuation issues arising in estate. and gift tax cases. Often an ap- 
praiser will find wide differences of opinion as to the fair market 
value of a particular stock. In resolving such differences he should 
maintain a reasonable attitude in recognition of the fact that valua- 
tion is not an exact science. A sound valuation will be based upon 
all the relevant facts, but the elements of common sense, informed 
judgment and reasonableness must enter into the process of vveighing 
those facts and determining their aggregate significance. 

. 02 The fair market, value of a specific property will vary as general 
economic conditions change froni "normal" to "boom" or "de- 
pression"; that is, according to the degree of optimism or pessiinism 
with which the investing public regards the future at the required 
date of appraisal. Uncertainty as to the stability or continuity of 
the future income from a property decreases its value by increasing 
the risk of loss of earnings and value in the future. The value of a 
property with very uncertain future prospects is highly speculative. 
The appraiser must exercise his judgment as to the degree of risk 
attaching to a specific property, but that judgment must be related 
to all of the other factors affecting value. 

SEc. 4, FAOToiis To CDNSIDKR. 

. 01 It is advisable to emphasize tliat in the valuat. ion ol the stock 
of closely held corporations or the stock of corporations wliere market 
quotations are either lacking or too scarce to be recognized, all avail- 
able financial data as well as all relevant factors affecting the fair 
market, value, should be considered. The followin« factors, although 
not all-inclusive, are fundamental and require careFul analysis in each 
ca, se: 

(a) The nature of the business and the history of the enterprise, 
including the date of incorporation. 
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(b) The economic outlook in general and tlie condition and 
outconie of the specific industry in p, irticular. 

(c) The book value of the stock and the financial condition of 
the business. 

(d) The earning capacity of the conipany. 
(e) The dividend-paying capacity. 
f) Goodwill. 
g) Sales of the stock and the size of the block of stock to 

be v;ilued. 
(h) The market price of stocl s of corporations engaged in tlie 

same or a similar line of business which are, listed on an exchaii«e. 
. 02 A brief discussion of each of tlie foregoing factors follows: 

(a) The history of a corporate enterprise will show its past sta- 
bility or instability, its groivth or lack of growth, the diversity or 
lack of diversity of its operations, and other facts needed to form 
an opinion of tlie clegree of risl. - involved in the business. For re- 
cently incorporated companies the hist'ory of predecessor busi- 
nesses should be considered. The detail to be considered should 
iiicrease ivith approach'to the required date of appraisal, since 
recent events are of greatest help in predicting the future; but 
a study of gross and iiet incoine, and of dividends covering a long 
prior period, is highly desirable. The history to be studied 
should include, but need not be limited to, the nature of the 
business, its products or services, its operating and investment 
assets, capital structure, plant facilities and management, , all of 
v hich should be considered as of the date of the appraisal, with 
due regard for recent significant changes. Events of the past 
tliat are unlil. -ely to recur in the future should be discounted, 
since value has a close relation to future expectancy. 

(b) A sound appraisal of a closely held stock must consider cur- 
rent and prospective economic conditions as of the date of ap- 
praisal, both in the national economy and in the industry or 
industries ~iith v-hicli the corporation is allied. It is important 
to know that. the company is more, or less, successful than its 
competitors in the 9;ime industry, or that it is maintaining a stable 
position with respect to competitors. Equal or even greater 
significance mny attach to the ability of the industry with which 
the company is allied to compete with other industries. Prospec- 
tive competition which has not been a factor in prior years should 
be given careful attention. The public's appraisal of the future 
prospects of competitive industries or of competitors within an 
industry may b inclicate&1 by price trends in the markets for 
commodities and for securities. The death of the manager of a 
so-called "one-man" business may have a depressing eQ'ect upon 
the value of tlie stock of such business, particularly if there is a 
lack of trained personnel capable of succeeding to the management 
of the enterprise. In valuing the stock of this type of business, 
therefore, the eHect of the loss of the manager on the future 
expectanc~y of the business, and the absence of management-suc- 
cession potentialities are pertinent factors to be taken into 
consideration. On the other hand, there may be factors which 
ofFset, in whole or in part, the loss of the nianager's services. For 
319339' — 94 — 13 
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instance, the nature of the business and of its assets may be such 
that they will not be impaired by the death of the manager. 
Furthermore, the loss may be adequately covered by life insurance, 
or competent management might be employed on the basis of the 
consideration paid for the former manager's services. These, or 
other offsetting factors, if found to exist, should be carefully 
weighed against the loss of the manager's services in valuing the 
stock of the enterprise. 

(c) Balance sheets should be obtained, preferably in the form of 
comparative annual statements for two or more years immediately 
preceding the date of appraisal, together with a balance sheet at 
the end of the month preceding that date, if corporate accouning 
will permit. Any balance sheet descriptions that are not self- 
explanatory, and balance sheet items comprehending diverse 
assets or liabilities, should be clarified in essential detail by obtain- 
ing supplemental schedules. These statements usually will dis- 
close to the appraiser, (1) liquid position (ratio of current assets 
to liabilities); (2) amount of net fixed assets; (8) ~orking 
capital; (4) Iong-term indebtedness; (5') capital structure; and. 
(6) net worth. Consideration also should be given to any assets 
not essential to the operation of the business, such as investments 
in securities, real estate, etc. In general, such nonoperating assets 
will command a lower rate of return than do the operating assets, 
although in exceptional cases the reverse may be true. In com- 
puting the book value per share of stock, assets of the invest- 
ment type should be revalued on the basis of their market price and 
the book value adjusted accordingly. Comparison of the com- 
pany's balance sheets over several years may reveal, among other 
facts, such developments as the acquisition of additional produc- 
tion facilities or subsidiary companies, improvement in financial 
position, and details as to recapitalizations and other changes in 
the captal structure of the corporation. If the corporation has 
more than one class of stock outstanding, the charter or certificate 
of incorporation should be examined to ascertain the explicit 
rights and privileges of the various stock issues including: (1) 
voting power, (2) preference as to dividends, and (3) preference 
as to assets in the event of liquidation. 

(d) Detailed profit-and-loss statements should be obtained and 
considered for a representative period imniediately prior to the 
required date of appraisal, preferably fiv or more years. Such 
statements should show (1) gross income by principal items; (2) 
principal deductions from gross income including major items of 
operating expense, interest and other expense on each item of 
long-tenn debt, depreciation and depletion if such deductions are 
ma, de, ofhcers' salaries in total if they appear to be reasonable or 
in det~ail if they seem to be excessive, contributions (whether or 
not deductible for tax purposes) that the nature of its business 
and its community position require the corporation to make) and 
taxes by principal items, including income and excess-profits 
taxes; (8) net income available four dividends; (4) rates and 
amouiits of dividends paid on each class of stock; (5) remain- 
ing amount carried to surplus; and (6) adjustments to, and recon- 
ciliation with, surplus as stated on the balance sheet. 57ith profit 
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and loss statements of this character avail~hie, the appraiser 
should be able to separate recurrent froni nonrecurrent iteins of 
income and expense, to disti»guish between operating income:ind 
investment income, and to ascertain whether or not any line of 
business in which tlie company is engaged is oper;ited consistently 
at a loss and might be abandoned ivith benefit to the company. 
The percentage o~f earnings retained for business expansion should 
be noted alien dividend-paying ciipacity is considered. Potential 
future income is a major factoi in ma»y valuations of closely held 
stocl-s, and all information concerning past income which will be 
helpful in predicting the future should be secured. I'rior earn- 
ings records usually are the niost reliable guide as to the future 
ex~pectancy, but resort to arbitrary fiive-or-ten-year averages with- 
out, regard to current trends or future pospects v ill not produce a 
realistic valuatioii. If, for instance, a record of progressively 
increasing or decreasi»g~ net income is found, then greater weight 
may be accorded the most recent years' profits in estimating earn- 
ing power. It ivill be lielpful, in judging risk and the extent to 
which a business is a marginal operator, to consider deductions 
from inconie and net income in terms of percentage of sales. 
Major categories of cost and expense to be so analyzed include the 
consumption of raw materials and supplies in the case of manu- 
facturers, processors and fabricators; the cost of purcliased 
merchandise in the case of merchants; utility services; insurance; 
taxes; depletion or depreciation; and interest. 

(e) Primary consideration should be given to the dividend- 
paying capacity of the company rather than to dividends actually 
paid in the past. Dividend-paying capacity is a factor that must 
be considered in an appraisal, but dividends actually paid in the 
past i»ay not have any relation to dividend-paying capacity. 
Specifically, the dividends paid by a closely held family company 
may be meaisured by the income needs of the stockholders or by 
their desire to avoid taxes on dividend receipts, instead of by 
ability of the company to pay dividends. Wliere an actual or 
effective controlling interest in a corporation is to be valued, the 
dividend factor is not a material element, since the payment of 
such dividends is discretionary with the controlling stockholders. 
The individual or group in control can substitut~e salaries and 
bonuses for dividends, thus reducing net income a, nd understating 
the divideiid-paying capacity of the company. It follows, there- 
fore, that dividends are less reliable criteria of fair market value 
than other applicable factors. 

(f) In the final analysis, goodwill is based upon earning ca- 
pacity. The presence of goodwill and its value, therefore, rests 
upon the excess of net earnings over and above a fair return on the 
net tangible assets. Such excess earnings capitalized at an ap- 
propriate rate will furnish one basis on which to value the good- 
will applicable to the stock, but not necessarily the controlling 
basis. While the element of goodwill may be based primarily on 
earnings, such factors as the prestige and renoivn of the business, 
the ownership of a trade or brand name, and a record of success- 
ful operation over a prolonged period in a particular locality, also 
may furnish support for the inclusion of i»tangible value. 
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(g) Sales of stock of a closely held corporation should be care- 
fully i»vestigated to determi»e v;hether they represent transac- 
tions at arzn's length. Forced or distress sales do not ordinarily 
refiect fair market value, nor do isolated sales in small amounts 
necessarily control as the zneasure of value. This is especially 
true in the valuation of a controlling interest in a corporation. 
Since, in the case of closely held stocks, no prevailing market, 
prices are available, there is no basis for making an adjustment 
for blockage. It follows, therefore, that such stocks should be 
valued upon a consideration of all the evidence afFecting the fair 
market value. The size of the block of stock itself is a relevant 
factor to be considered. Although it is true that a minority in- 
terest in an unlisted corporation's stock is more dificult to sell 
than a similar block of listed stock, it is equally true that control 
of a corporation, either actual or efFective, representing as it does 
an added element of value, may justify a higher value for a specific 
block of stock. 

(h) The Revenue Act of 1NS amended the Internal Revenue 
Code by adding subsection (k) of section 811, which states, in 
efFect, that in va~luing unlisted securities the value of listed stocks 
or securities of corporations engaged in the same or similar line 
of business should be taken into consideration. In selecting cor- 
poratiozzs for comparative pzirposes, care should be taken to use 
only truly comparable companies. For illustration, a corpora- 
tion having one or more issues of preferred stock, bonds or deben- 
tures in addition to its common stock should not be considered 
comparable to one having only common stock outstanding. In 
like manner, a company with declining business and contracting 
markets is not comparable to one with a record of current progress 
and market, expansion. The test should be for similarity not, only 
of the type of business but of the trend of earnings, capital 
structure, volume of sales, and size in terms of total assets, as well, 
in order that the most valid comparison possible will be obtained. 

SEC. 5. WEIGHT To BE A. CCORDED VARIOUS FACTORS. 

The valuation of closely held corporate stock entails the considera- 
tion of all relevant factors as stated in section 4. Depending upon the 
circumstances in each case, certain factors may carry more weight than 
others because of the nature of the company's business. To illustrate: 

(a) Earnings may be the most important criterion of value in some 
cases whereas asset value will receive primary consideration in others. 
In general the appraiser will accord primary consideration to earnings 
when valuing stocks of. coznpanies which sell products or services to 
the public; conversely, in the investznent or holding type of companv, 
the appraiser may accord the greatest weight to the assets underlying 
the security to be valued. 

(b) The value of the stock of a personal or family holding company 
is closely related to the value of the assets underlying the stock. For 
companies of tlzis type the appraiser should determine the fair market 
values of the assets of the company. Operating expenses of the hold- 
ing company and cost of liquidating it, if any, merit consideration 
when appraising the relative values of the stock and of the underlying 
assets. The Inarket values of the underlying assets give due weight 
to potential earnings and dividends of the particular items of property, 
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underlying the stocl. -, capitalized at rates deemed proper by the invest- 
ing public at the date of appraisal. A current appra. isal by the 
investing public should be superior to the retrospective opinion 
of an individual. For these reasons adjusted net worth should be 
accorded greater weight in valuing the stock of a closely held famiiy or 
personal holding conipany than any of the other customary yar dsti& ks 
of appraisal, such as earnings and dividend paying capacity. 
SEC. 6. CAPITALIZATION RATES. 

In the application of certain fundamental valuation factors, such 
as earnings and dividends, it is necessary to capitalize the average or 
current results at some appropriate rate. Determination of the proper 
capitalization rate presents one of the most difficult problems in valua- 
tion. That there is no ready or simple solution will be made apparent 
by a, cursory chec(I of the rates of return and dividend yields in terms 
of the selling prices of corporate shares listed on the major exchanges 
of the count~ry. Wide variations will be found even for companies in 
the same industry. Moreover the ratio will fluctuate from year to year 
depencling upon economic conditions. Thus, no standard tables of 
capitalization rates applicable to closely held corporations can be 
formulated. Among the more important factors to take into con- 
sideration in deciding upon a capitalization rate in a particular case 
are: (1) the nature of the business; (2) the risk involved; and (6) the 
stability or irregularity of earning~s. 

SEC. 7. AVERAGE OF FACTORS. 

Because valuations cannot be made on the basis of a prescribed 
formula, there is no Ineans whereby the various applicable factors in a 
particular case can be assigned mathematical weights in deriving the 
fair Inarket value. For this reason no useful purpose is served by 
taking an average of several factors (for example: book value, capital- 
ized earnings aiid capitalized dividends) and basing the valuation on 
the result. Such a process excludes active consideration of other perti- 
nent factors, and the end result is incapable of being supported by a 
realistic application of the significant facts in the case except by mere 
chance. 

SEC. 8. RESTRICTIVE 

AGREE'CLIENTS. 

Frequently, in the valuation of closely held stock for estate and gift 
tax purposes, it will be found that the stock is subject to an agreement 
restricting its sale or transfer. Where shares of stock were acquired 
by a decedent subject to an option reserved by the issuing corporation 
to repurchase at a certain price, the option price is usually accepted 
as the fair market value for estate tax purposes. See Rev. Rul. 54 — I6 
below. However, in such case the option price is not determinative of 
fair mari-et value for gift tax purposes. Where the option, or buy and 
sell agreement, is the result of voluntary action by the stockholders 
and is binding during the life as Avell as at the death of the stock- 
holders, such agreement may or may not, depending u(&on the circum- 
stances of each case, ffx the value for estate tax purposes. However, 
such agreement is a factor to be considered, with otlier relevant, factors, 
in determining faIr market value. Where the stockholder is free to 
dispose of his shares during life and the option is to become eff'ective 
only upon his death, the fair market value is not liniited to the option 
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price. It is always necessary to consider the relationship of the 
liarties, the relative number of shares held by the decedent, and other 
inaterial facts, to determine whether the agreement represents a bona 
fide business arrangement or is a device to pass the decedent's shares 
to tlie natural objects of his bounty for less than an adequate and full 
consideration in money or money's worth. In this connection see Rev. 
Rul. 157, C. 13. 19M-2, 155 and Rev. Rul. 189, C. B. 1958-2, 294. 

REGvrATIGNs 105, SEOTIGN 81. 10(c): Valuations Rev. Rul. 54-76 
of propert y: Stocks and bon ds. 

(Also Section 811(a), Section 81. 13. ) 
A decedent bequeathed shares of stock of a corporation, which re- 

served under its articles ot organization an option to repurchase its 
stock at a specific price before any transfer could be made to others. 
The executors filed a petition in the local probate court asking whether 
the restriction on the transfer applied to a transfer by an executor to 
a specific legatee. The supreme court of the State, in a%rming the 
decision of the lower court, concluded that the restrictions were bind- 
ing on the decedent and the executors not only because they were in- 
cluded in the articles of incorporation and were, therefore, in eQect a 
part of the charter of the corporation, but also by reason of the con- 
tract made with the corporation when the decedent accepted the cer- 
tificates of stock containing the printed restrictions. HeLd although 
valid and enforceable restrictions affecting the transfer of stock do 
not necessarily control value for Federal esvate tax purposes (see Rev. 
Rul. 157, C. B. 1953 — 2, 155), where a stcckholder acquires stock from 
the corporation subject to. an option reserved to the corporation in 
the articles of organization to repurchase the stock at a specific price 
before any sale or transfer, including any transfer at the death of the 
stockholder, can be validly made to others, the option price, in the 
absence of other material circumstances, will be accepted as the fair 
Inarket value at the date of death, especially where the option is exer- 
cised by the corporation. See Estate of Albert L. Salt, et a/. v. Com. 
mis8ioner, 17 T. C. 92, acquiescence, C. B. 195-1, 4. 

SECTION 812 (d) . — NET ESTATE: TRANSFERS FOR PUBLIC, 
CHARITABLE, AND RELIGIOUS USES 

REGULATIGNs 105 SEOTIGN 81. 44: Transfers for Rev, Rul. 54-90 
public, charitable, religious, etc. , uses. 

A decedent possessed at her death a power of appointment over 
property which was not includible in her gross estate under section 
811(f) of the Internal Revenue Code as amended by the Powers of 
Appointment Act of 1951 but which was expressly made available 
under her will for the payment of all legacies, as were her probate 
assets. Held, for the purpose of computing the amount allowable as 
a charitable deduction under section 812(d) of the Internal Revenue 
Code, all bequests, charitable and noncharitable (except for bequests 
of specific assets) are considered payable pro rata ouf, of the probate 
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assets and the appointed property. Tl, erefore, only the amount which 
is determined to be paid to charities pro rata out of the probate assets 
is deductible under section 812(d) of the Code. 

REGULATICNs 105i SEGTIQN 81. 44: Transfers for 
public& charitable, religious, etc. , uses. , 

Bequests, legacies, devises, or transfers to the Pacific War Memorial 
Commission an agency of the Territory of Hawaii. (See Rev. Rul. 
54 — 220i p. 65. ) 

SECTION 812(e). — NET ESTATE: BEQUESTS, ETC. , 
TO SURVIVING SI'OUSE 

Rev, Ru]. 54-20 REGULATloNs 105, SEOTICN 81. 47a: Bequests, 
etc. , to surviving spouse. 

The power given by decedent to his widow to appoint a portion 
of the property passing from the decedent in trust for the benefit 
of the widow does not in itself create a separate trust in respect 
of the portion of the trust corpus over which the wiilow has a 
power of appointment so as to qualify the value of the entire 
trust passing from the decedent, or any portion thereof, for the 
marital deduction under section 812(e) (1) (E) of the Internal 
Revenue Code. 

Advice is requested whether the power given by dec edent to his 
widow to appoint a portion of the property passing from the decedent 
in trust for the benefit of the widow in itself creates a separate trust 
in respect of that portion of the trust corpus over which the widow 
has a power of appointment so as to qualify the value of the entire 
trust passing from the decedent, or any portion thereof, for the 
marital deduction under section 812(e) (1) (F) of the Internal Revenue 
Code. 

In the instant case the decedent bequeathed the entire residue of his 
estate to an inter vivos trust created by him during life, the terms 
of which called for the payment of the net income from the trust 
estate to his surviving spouse so long as she should live, with the 

ower in the spouse, exercisable during life or by will, to appoint in 
er favor, in favor of her estate, or otherwise as she may please, a 

portion of the trust corpus equal in value to 50 percent of the value 
of the decedent's adjusted gross estate, reduced by the value of 
property included theiein which passed to the spouse other than under 
the ternis of the trust. 

In the case of an interest in property which passes froin a decedent 
to a trust which comes within the purview of subparagraph (F) of 
section 812(e) (1), the marital deduction is to be allowed only if the 
terms of the trust satisfy all the requirements of this subparagraph. 
One of such requirements is that under the terms of the trust the 
surviving spouse must have the power, exercisable in favor of such 
spouse, or in favor of his or her estate, to appowt the entire corpu8 
free of trust. That portion of section 81. 47a of Pegulations 105, which 
deals with this point, provides as follows: 

If the surviving spouse is entitled to only a portion of the trust income, or has 
power to appoint only a portion of the corpus, the trust fails to satisfy conditions 
(1) and (3), respectively. 
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Condition (8) is to the effect that the power exercisable in favor of the 
spouse, or of her estate must extend to the entire corpus of the trust. 
However, it is further provided in the regulations that this condition 
may be sa~tisfied by one or more of several separate trusts created by 
the decedent, ; that an undivided interest in property may constitute 
the corpus of a trust, and that the will or a single trust instrument may 
create inore than one trust. 

Under the terms of the trust in the instant case the decedent's widow 
is entitled to the entire net income from the trust estate during her life- 
time. However, there was no segregation of the interest in the residue 
of the decedent's estate which passed in trust subject to the power of 
appointment in his widow such as would constitute a separate trust 
of an undivided interest in the property so passing. A trust instru- 
ment merely giving the widow the power to appoint a portion of the 
corpus of. the trust estate transferred to the trust does not thereby create 
a separate trust in respect of any portion of, or interest in, the property 
forming the entire trust corpus. The interest in the trust property 
which passed to the widow was in eQect a life estate in the entire 
property, together with a power of appointment over only a portion of 
the property, which is less than the virtual ovvnership contemplated 
by section 819 (e) (1) (I&') of the Code and section 81. 47a of Regulations 
105. 

In view of the foregoing it is held that the power given by decedent 
to his widow to appoint a portion of the property passing from the 
decedent in trust for the benefit of the widow does not in itself create a 
separate trust in respect of the portion of the trust corpus over which 
the widow has a power of appointment so as to qualify the value of the 
entire trust passing from the decedent, or any portion thereof, for the 
marital deduction under section 819 (e) (1) (F) of the Internal Revenue 
Code. 

REGULATIQNs 105i SEGTIoN 81. 47(b): Nonde- 
ductible interests. 

Rev. Rul. 54-1ol 

Where payment of insurance proceeds is to be made to decedent's 
surviving spouse only if living upon receipt by insurer of due proof 
of insured's death otherwise to named secondary or contingent bene- 
ficiaries, the provisions of section 812(e) (1) (D) of the Internal 
Revenue Code are not applicable and the marital deduction is dis- 
allowed by reason of the terminable interest rule of section 812(e)- 
(1) (B) of the Code. 

Advice is requested concerning the estate tax marital deduction 
provisions of section 812(e) of the Internal Revenue Code as applied 
to the proceeds of life insurance under the circumstances set forth 
below. 

In the instant case a policy of insurance provides in e8ect that the 
interests of the primary beneficiary (spouse of the insured) in the 
proceeds of life insurance will fail in case such beneficiary is not liv- 
ing on the date the insurance company receives due proof of the 
death of the insured. Secondary or contingent beneficiaries are named 
to take the insurance under such circumstances. The specific question 
is whether the provisions of section 812(e) (1) (D) of the Code apply 
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in such a case since the condition which will cause a termination of 
the interest of the surviving spouse is one which may occur either 
within or after the 6-month period provided in this section. 

Section 812(e) (1) (8) of the Code, relating to life estates or other 
terminable interests, provides that no marital deduction shall be al- 
lowed with respect to property interests which pass from a decedent 
to his surviving spouse if (1) an interest in the same property passed 
at any time for less than an adequate and full consideration in money 
or money's worth from the decedent to any person other than such 
spouse, or the estate of such spouse, and (2) by reason thereof, such 
person, or his heirs or assigns, may possess or enjoy any part of such 
property after the ternaination or failure of the interest therein which 
passed to the surviving spouse. 

Section 812(e) (1) (D) of the Internal Revenue Code provides: 
(D) Interest of Spouse Conditional on Survival for Limited Period. — 

I'or the purposes of subparagraph (D) an interest passing to the sur- 
viving spouse shall not be considered as an interest which will terminate 
or fail upon the death of such spouse if- 

(i) such death will cause a termination or failure of such in- 
terest only if it occurs within a period not ezceedin six months 
after the decedent's death, or only if it occurs as a result of a 
common disaster resulting in the death of the decedent and the 
surviving spouse, or only if it occurs in the case of either such 
event; and 

(ii) such termination or failure does not in fact occur. 

Section 81. 47b(d) of Regulations 105 provides that where the con- 
dition (unless it relates to the death of the spouse as a result of a 
common disaster) is one which may occur either within the 6-month 
period or thereafter, the exception provided under section 812(e)- 
(1) (D) of the Code w~ill not apply. 

Under the terms of the instant policy, the payment of the insurance 
proceeds to the surviving spouse is conditioned upon her being alive 
upon receipt by the insurer of due proof of the insured's death. Since 
submission of due proof of the insured's death may occur either within 
the 6-month period following the decedent's death or thereafter, it 
follows that a termination or failure of the surviving spouse's interest 
in the proceeds may also occur by reason of. her death either within 
such period or thereafter. It is accordingly held that the terms of 
this contract do not come within the provisions of section 812(e)- 
(1) (D) of the Internal Revenue Code and that the marital deduction 
is therefore disallowed by reason of the so-called terminable interest 
rule of section 812(e) (1) (8) of the Code. whether the interest 
passing to the surviving spouse is in the form of life insurance pro- 
ceeds or otherwise, or, w. hether the spouse does in fact survive the con- 
dition stated and take the property, is immaterial. 

However, see Estate of Floy B. KeQar, et a/. , v. Kasper, decided by 
the District Court of the United States for the District of South 
Dakota, western Division, on July 29, 1958, which involved a bequest 
of the residue of the decedent's estate to his surviving spouse provided 
she should be living at the time of. distribution of the estate. This 
case was decided in favor of the taxpayer but an appeal from the de- 
cision was filed by the Government with the United States Court of 
Appeals for the Eighth Circuit on September 2, 1958. 
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SECTION 813(c). — CREDITS AGAINST TAX: PAID TO 
FOREIG N CO UNT RIES 

REGUI. ATIGNs 105s SEOTIoN 81. 9: Credit for 
death taxes. 

(Also Section 986(c), Section 81. 9, Regu- 
lations 105. ) 

Rev. Rul. 54-169* 

Form 700CFes Certification of Payment of Foreign Death Duty, has 
been issued for use in evidencing the payment of foreign death taxes 
in all cases where credit therefor, whether pursuant to the Internal 
Revenue Code or any death duty convention, is claimed against the 
Federal estate tax. 

Mims. 5872, C. Il. 1945, 996 and 6117, C. B. 1947 — 1, 150, modified. 

SEGTIoN 1. PURFosE. 
Credits against the Federal estate tax for estate, inheritance, legacy 

or succession taxes actually paid to a foreign country are, under 
certain circumstances, authorized by the Internal Revenue Code and 
the death duty conventions in eÃect between the United States and 
several foreign countries. The purpose of this Revenue Ruling is to 
authorize the use of a single fortn which, when properly certified by 
the appropriate foreign tax OKcial, may be accepted as evidence of 
the payment of these taxes. 
Szc. 9. Form 706CE. 

. 01 Form 706CE, Certification of Payment of Foreion Death Duty, 
has been issued for use in evidencing the payment of foreign death 
taxes. It supersedes Form 706d, Certification of Dominion Succession 
Duties, Form 706f, Certification of United Kingdom Estate Duty, 
and Form 706i, Certification of French Inher'itance Tax. Except as 
otherwise provided in subsection . Oo below, Form 706CE is to be used 
to evidence payment of estate, inheritance, legacy, or succession taxes 
to a foreign country in every case ~here credit therefor, whether pur- 
suant to the Internal Revenue Code or any death duty convention, is 
claimed against the k ederal estate tax. 

. 09 Until the present supplies thereof are exhausted, Forms 706d, 
706f, and '706i may be used to evidence payment of the foreign death 
taxes for which credits are authorized by the conventions with Canada, 
the United Kingdonl, and France. Form 706CE will be available in 
all District Directors' olfices. 

SEc. 3. EEEEOT oN OTHER DCOUMENTs. 

This Revenue Ruling amends Mim. 5872, C. B. 1945, 896, and Mim. 
6117, C. B. 1947-1) 150. 

SUBPART II. — RETURNS AND PAYMENT OF TAX 

SECTION 8ol. — RETURNS 

REGULATIQNs 105, SzcTIoN 81. 65: Preparation 
of return. 

Rev. Rul. 54-35 

Section 81. 65 of Estate Tax Regulations 105, relating to the prepa- 
ration of the Federal estate tax return, Form 706, provides that "Dupli- 

soriginaiiy issued as III-EIhneograph No. 54 — 54, dated April 5, 1954. 



199 [Regs. 105, / 81. 65. 

cate copies of the will, if the decedent died testate, one of which should 
be certified, must be submitted vtith the return, together with copies 
of such other documents as are required in Form 706 and in the appli- 
cable section of these regulations. " The term "certified copy" refers 
to a certification made by a public officer having official custody of 
the original document. Accordingly, since a will is a doc!!ment in 
the custody of the registci of wills, an off!cial serving in such capacity 
or his duly authorized representative is the person who mus'. certify 
one of the copies of the will submitted with the Federal estate tax 
return. 

REGULATIGNs 105, SEGTIGN 81. 65: Preparation Rev. Rul. 54 — 86 
of return. 

An attorney or agent who has prepared a Federal estate tax return, 
Form 706, and sig)ied the "Declaration of Attorney or Agent Pre- 
paring Return" is not prevented from later assisting the ta~xpayer in 
establishing as a, matter of fact a different value for an item of prop- 
erty shown on the return, either through a claim for refund or as an 
offset against a deficiency resulting from other adjustments proposed 
by an investigating officer. The attorney or agent who signed such 
declaration stated only that "this return, including the additional 
sheets inserted, if any, is a true, correct, and complete statement of 
all the information respecting the estate tax liability of this estate 
of tvhich I have any knotv/edge. " [Italics supplied. ] 

REGULATIQNs 105, SEGT!ON 81. 65: Preparation Rev. Rul. 54-209* 
of returns. 

The Estate Tax Return, Form 706 (Revised December 1958), 
reilerts late statutory changes. Home of the subject matter has 
been rearranged in a more logical set!uence, the instructions have 
been amplified, obsolete material has been deleted, and there has 
been added a new Schedule S, "Credit fur Foreign Death Duties, " 
which must accompany each claim for refund of tax based ip whole 
or in part on the allowance of credit for foreign death taxes. 

Mim. No. 5872, C. B. 1945, 896, and Mim. No. 6117, C. B. 1947-1, 150, 
superseded, Rev. Rul. o4 — 169, pa'"e 198, this Bulletin, remains in full 
force and effect. 

SEcTIGN 1. PURposE. 

In the December 1053 revision of the estate tax return, Form 706, 
several changes were made. The purpose of this Revenue Ruling is 
to explain the more significant of those changes. In adtlition to the 
changes noted in sections 2 to 10, inclusive, of this Revenue Ruling, 
minor changes in the instructions have been made, either for the pur- 
pose of clarifying statements which have been Inisunderstood by tax- 
payers or for the purpose of reffecting changes in the law. 

SEC. 2. REARRANGEMENT OF SUBJECT MATTER. 

. 01 Some rearrangement has been made in the subject matter. For 
the most part the rearrangement has been confined to the placing on 

Originany issued as IIC-Mimeograph No. S4-78, dated April SO, IOO4. 
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the front and back of sheet I of several items which formerly were 
scattered throughout the form. Except for the introduction of 
Schedule S, and the instructions therefor, all of the other items and 
schedules, beginning with "General Instructions" and ending with 
"Additional Instructions for Estates of Nonrcsidents not Citizens 
oi the United States, " appear in the same sequence as formerly. 

. 09 For the convenience of the District Directors' offices, several 
items relating to the assessment of the tax have been placed on the 
front oi sheet I. They include the name of the decedent, the compu- 
tation of the tax, and the space used for the recording of assessments. 
On the lower pcrtion of sheet I, under tiie heading "Determination by 
Internal Revenue Service, " a blank space has been provided for the 
recording of data through the use of as'essment and overassessment 
stamps. The "Table for Computation of Estate Tax" now appears 
on the back of sheet I. 
SEc. 3. SITUS RULEs APPLIABLE IN THE CASE oF NoxEKKIDEKT ALIENs. 

As a consequence of statutory changes and the entering into efFect 
of many new death duty conventions with foreign countries, the situs 
rules found in the instructions for several of the schedules and in 
"Additional Instructions for Estates of Nonresidents not Citizens of 
the United States" have been revised and enlarged. Subsequent to the 
time the December 1953 revision of I&'orm 706 was made, new death 
duty conventions with Greece and Au tralia became etFective. The 
situs rules under these two conventions are not set forth on the form. 
The Greek convention is effective with respect to the estates of de- 
cedents dying on or after December 80, 1953, and the convention with 
Australia is etFective with respect tc the estates of decedents dying on 
or after January 7, 1954. 
SEC. 4. SCHEDULE G. 

The third and fifth questions on Schedule G have been reworded in 
order that their meaning may be clear and that the information re- 
quired by the regulations will be furnished. Instructions for the 
schedule have been revised to retlect these changes and changes made 
by the Technical Changes Act of 1953. 
SKC. 5. SCHEDULE H. 

The instructions for Schedule H have been completely revised to 
reflect the changes made by the Powers of Appointment Act of 1951. 
SEC. 6. SCHEDULE L. 

Schedule I has been revised to eliminate therefrom any reference to 
the deduction which at one time was allowed for the support of de- 
pendents. The instructions for the schedule now carry a brief state- 
ment to the efFect that no deduction for the support of dependents is 
allowed in the case of a decedent wlio died atter September N, 1950. 

SEC. 7. SCHEDULE O. 
There has been eliminated from Schedule 0 the line formerly used 

for entering the total of She amounts allowed as deductions for the 
support of dependents. 

SKC. 8. SCEIEDULE R. 
Schedule R has been revised to provide for the computation thereon 

of the prorated specific exemption provided for in several death duty 
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conventions. It is designed for use by the estate of every. nonresident 
alien except one who at the tiIne of his death was a resident of Irrance 
or a, citizen or resident of Greece. An nmenduIent of the regulations 
under the Canadian convention relatir e to the use of certniu forms 
vill be issued in the near future. After that anIendment is issued, 
supplenIental Irorm 706b will no longer be used for conlput111g the net 
estates of nonresident aliens who Ivere residents of Cnnndn. The 
computation of the net estate of a nonresident alien who nt the time 
of his death was a resident of Icrnnce or a citizen or resident of Greece 
should be set forth on suppleInental Irorm 706g (Scheelule R(o) ) nnd 
not on Schedule R. In using Irorm 706g in the case of a Greek estate, 
care should be exercised to follow the situs rules contained in the 
Greek convention (and not those contained in the French convention), 
and no deduction should be taken for bequests to the surviving spouse 
since the Greel- convention provides that no marital deduction is 
allosva bl e. 
Src. 9. SOHEmII, E S. 

Schedule S is a new schedule. It is to be used by the estates of 
citizens or residents of the United States in computing the amounts 
which the Internal Revenue Code and the denth duty conventions 
with foreign countries authorize as credits against the I'ederal estate 
tax for estate, inheritance, le«ncy, or succession tnxes paid to a 
foreign country. Supplemental Form 706h formerly used for com- 
puting the amount of the credit authorized by the French convention 
will no longer be used for that purpose. Amendments of the regula- 
tions under the conventions with Canada and the United KingdonI 
relative to the use of certain forms will be issued in the near future. 
After those amendments are issued, supplemental Forms 706c ancl 
706e formerly used for coniputing the amount of the credits authorized 
by the conventions with Canada and the United Kingdom will no 
longer be used for those purposes. In every case where a claim for 
refund of tax is filed and the claim is based in ~hole or in part on the 
allowance of credit for foreign death taxes, a computation of the 
credit on a copy of Schedule S must accompany the claim. 

Src. 10. CoMPUTATIox oF T~x. 
The "Computation of Tax" has been simplified. ForuIerly exec- 

utors were confronted with the possible necessity of making entries 
in the computation at 11 places. Most executors will now find it 
necessary to make entries at only 4 places. The instructions for the 
computation have been rearranged to reduce considerably the amount 
of instruction material which the executor in the average case must 
read. 

SEc. 11. DIsrosITIoN oF CoPIEs oF PBIon REvIsIoNs oF FOBM 706. 
In order to prevent the distribution to taxpayers of obsolete copies 

of Form 706, efi'ective upon the receipt in a District Director's oflice 
of a supply of the December 1953 revision of Form 706, the supply 
of prior revisions of that form held for distribution to the public shall 
be disposed, of in the manner prescribed for the disposition of waste 
paper. 
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SEC. 12. KI'I ECT ON OTHER DOCUMENTs. 

Mim. No. 6872, C. B. 1945, 896, and Mim. No. 6117, C. B. 1947 — 1, 
150, as well as any other instructions inconsistent with this Revenue 
Ruling, are hereby superseded. Rev. Rul. 54 169& page 198, this 
Bulletin, remains in full force and effect, 

Szc. 18. EFFEGTrvz DATE. 

This Revenue Ruling is 

effective 

April 80, 1954. 

RzGUI, &TICNs 105, SzcTIoN 81. 65: Preparation 
of return. 

Reproduction, for filing purposes, of Federal tax return forms and 
schedules. (See Rev. Rul. 54 — 64, p. 82. ) 

SLCTIOiV 822. — PAYMEiVT OF TAX 

REGULATIoNs 105, SEcTIQN 81. 78: Payment with Rev. Rul. 54-113 
bonds or notes of the United States. 

Rev. Rul. 156, C. B. 1958 — 2, 258, sets forth the procedure for e6ect- 
ing the application of certain Treasury bonds in payment of Federal 
estate taxes. 

The elate which the representative of the estate designates on Form 
PD1782, Application of Redemption, as the date the Treasury bonds 
are to be redeemed in payment of the tax shown to be due on the estate 
tax return or in payment of an estate tax deficiency, shall be considered 
the date of payment of the tax due (to the extent of the proceeds of the 
bonds so applied), provided the bonds are received by the Federal 
Reserve bank, or by the Treasury Department in cases where bonds are 
submitted direct on or before the date on which the returned tax or 
deficiency tax is due. If the bonds are received after the due date of 
the returned tax or the date prescribed for payment of a deficiency tax, 
then the date the bonds are received by the Federal Reserve bank, or 
by the Treasury Department ~here the bonds are submitted direct, 
shall be considered the date of payment. 

Federal Reserve banks have recently been instructed to indicate on 
the Forms PD1782 the actual dates such bonds are received by them. 
Accordingly, where Treasury bonds are deposited with a Federal Re- 
serve bank to be redeemed in payment of estate taxes, the actual date 
of such deposit will be refiected on Form 15, Certificate of Deposit. 
Where the bonds are deposited directly with the Treasury Department, 
the actual date of such deposit will be shown on the certificate of 
deposit. 
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PART III. — ESTATES OF NONRESIDENTS NOT CITIZENS OF THE UNITED STATES 

SECTION 861. — NET ESTATE 

REGULATIGNs 105, SrcrroN 81. 13: Property of Rev. Rul. 54-21 
decedent at time of death. 

(Also Section 862, Section 81. 50. ) 
Bonds of a domestic corporation which are among the assets in 

the estate of a decedent who was a citizen and resident of Canada 
n ill not be im luded in the net estate for F'ederal estate tax purposes 
unless physicallr situated in the United States at the time of his 
death. 

Advice is requested whether bonds of a domestic corporation, which 
are among the assets of the estate of a decedent who was a resident and 
citizen of Canada, are includible in the net estate for Federal estate tax 
purposes. 

Section 861(a) of the Internal Revenue Code and section 81. 13 of 
Regulations 105, promulgated pursuant to section 811(a) of the Code, 
provide, in part, that in the case of a decedent who was a nonresident 
not a citizen of the United States at the time of death, only the property 
situated in the United States is includible in the net estate, 

The question is presented because of an apparent conflict between the 
provisions of the supplemental death duty convention between the 
United States and Canada and the provisions of Estate Tax Regula- 
tions 105, relating to the situs of property. Under section 81. 50 of the 
regulations, bonds in the estate of a nonresident not a citizen are deemed 
not within the United States unless physically situated therein. See 
Herman zf. Holsten, executor, for the estate of Luisa Terry Ponvert v. 
Commissioner, 35 B. T. A. 568, atlirmed per curiam, 98 Fed. (2d) 1002. 
Under subparagraph (f) of Article II of the convention bonds of a 
company are deemed to be situated at the place where the company is 
incorporated. However, the proviso at the end of Article II prescribes 
that such Article shall not be construed as increasing the liability of the 
estate of any person under the estate tax laws of the United States. 

By virtue of the above-mentioned proviso, the situs rules of Article 
II do not subject any property to the estate tax that would not other- 
wise be so subjected. Accordingly, unless the bonds were physically 
situated within the United States at the titne of the decedent's death, 
they are not includible in the net estate. 

SECTION 862. — PROPERTY Vi ITHIX THE UNITED STATES 

REGULATIGNs 105I SEGTION 81. 50: Situs of prop- 
erty. 

Bonds of a domestic corporation held by a nonresident not a citizen 
deemed property within the United States if physically situated 
therein. (See Rev. Rul. 54 — 21, p. 203. ) 
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SECTION 863, — I'ROPERTY WITHOUT THE UNITED 
STATES 

Rev. Rul. 54-114 RRGUI. ATIONs 105, SEGTIoN 81. 50: Situs of 
property. 

Moneys held for a nonresident alien decedent, who was not engaged 
in business in the United States at the time of his death, by an express 
company whose certificate of incorporation authorizes it to do banking 
business and which does in fact do banking business, are not deemed 
property within the United States for federal estate tax purposes 
under the provisions of section 863(b) of the Internal Revenue Code. 
Moneys held for such nonresident alien decedent by an express com- 

pany not engaged in the banking business, as, for example, amounts 
represented by travelers checks of such express company issued to and 
held by such decedent at the time of his death, are not excludable from 
the gross estate under section 863 (b) of the Code since the relationship 
of banker and depositor does not exist in such a case. 

PART Iv. — SUPPLEMENTAL PROVISIONS 

SUPPLEMENT F. — EXTENSION OF PAYMENT IN CASE OF FUTURE INTERESTS 

SECTION 925. — PEIGOD OF EXTENSION 

REGUI, ATIoNs 105, SECTION 81. 79(b): Extension 
of time for payment of tax attributable to a 
reversionary or remainder interest. 

Credit for foreign death duties and refund of tax attributable to a 
reversionary or remainder interest. (See Rev. Rul. 54 — 78, p. 390. ) 

SUBCHAPTER B. — ADDITIONAL ESTATE TAX 

SECTION 936(c). — CREDITS AGAINST TAX: ESTATE, ETC. , 
TAXES PAID TO FOREIGN COUNTRIES 

REGUI ATIONs 105, SEGTIoN 81. 9: Credit for 
death taxes. 

Form 706CE, Certification of Payment of I'oreign Death Duty, 
for use in evidencing the payment of foreign death taxes. (See Rev. 
Rul. 54 — 169I p. 198. ) 
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CHAPTER 4. — GIFT TAX 

SECTION 1000. — IiIPOSITION OF TAX 

REGULATIONs 108) SEGTION 86. 2: Transfers 
reached. 

Rental payment by grantor to a trustee for property which he con- 
veyed to the trust. (See Rev. Rul. 54 — 9, p. 20. ) 

REGUI. ATIONs 108, SEUTIoN 86. 6: Cessation Rev. Rul. 51 — 165 
of donor's dominion and control. 

(Also Section 1005, Section 86. 19. ) 
'lVhere a doi or endorses a certificate of stock and delivers it to 

his bank or broker with direction to have it transferred to a donee, 
the gift is completed for gift tax purposes on the date the stock is 
transferred to the donee on the books of the corporation. Accord- 
ingly, the value of such stock for gift tax purposes is the fair market 
value thereof as of such date, determined under the provisions of 
section 86. 19 (c) of Regulations 108, rather than the fair market value 
thereof on the date on which the donor requested his bank or broker 
to have the transfer made and endorsed the certificate for that purpose. 

REGULATIoNs 108, SEGTIov 86. 3a: Gift of 
husband or wife to third party after 
April '&, 1948. 

(Also Section 1006, Section 86. 20. ) 

Rev. Rul. 54 — 6 

A husband and wife are entitled to the gift-splitting benefits under 
the provisions of section 1000(f) of the Internal Revenue Code 
where one spouse files a Federal gift tax return for himself and, 
in addition to signifying his own consent, executes thereon as agent 
for his absent spouse a consent to treat the gift as having been made 
one-half by each spouse, and files a gift tax return for the absent 
spouse as her agent, provided the return filed and the consent exe- 
cuted by the one spouse as agent for the other are ratified within a 
reasonable time after the absent spouse is able to do so. 

Advice is requested whether a husband and wife are entitled to the 
gift-splitting benefits under the provisions of section 1000(f) of the 
Internal Revenue Code in a situation where one spouse files a k ederal 
gift tax return for himself and as agent for his absent spouse executes 
thereon a consent to treat the gift as having been made one-half 
by each spouse, and in addition files a. gift tax return for the absent 
spouse as her agent, and the return filed and the consent executed 
by the one spouse as agent for the other are ratified within a reasonable 
time after the absent spouse is able to do so. 

In the instant case the wife ~~as the actual donor of the gift. In 
the absence of her husband, who was on active Iuilitary duty outside 

815859' — 54 — 14 
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the United States, she filed a timely gift tax return for herself and 
executed thereon, as agent for her husband, a consent to treat the 
gift as having been made one-half by each spouse. At the same time 
a gift tax return was filed for the husband, as donor, and signed 
by tlie wife as agent. The return and consent executed by the wife 
as agent were ratified by the husband subsequent to March 15 follow- 
ing the close of the year in which the gift was made but within a 
rea~sonable time after he was able to do so. 

Section 1000(f) of the Internal Revenue Code, relating to gifts by a 
husband or wife to a third party, provides in pertinent part that a gift 
made after the date of the enactment of the Revenue Act of 1948 by 
one spouse to a person other than his spouse shall, for the purpose of 
the Federal gift tax, be treated as having been made one-half by each 
spouse. This provision of the gift tax law is applicable only if both 
parties consent (in accordance with the regulations) to treat all such 
gifts made during the year by either while married to the other as 
having been made one-half by each spouse. It is further provided 
that such a consent inay not be signified after the 15th day of March 
following the close of the calendar year in which the gifts were made, 
unless before such 15th day no return has been filed for such year by 
eitlier spouse. Section 1006(b) of the Code provides that Federal 
gift tax returrs must be filed on or before March 15 following the 
close of the calendar year in which the gifts were made. 

Section 86. 3a of Regulations 108, relative to the signifying of a 
consent as required by section 1000(f) of tlie Code, makes no provision 
for the execution of a consent by an agent. However, section 86. 20(a) 
of the regulations, promulgated pursuant to section 1006 of the Code, 
relative to the fiilin«of giFt tax returns, contemplates execution of a 
return by an agent and provides, so far as here material: 

The return shall not be made by an agent unless by reason of illness, absence, 
or nonresidence, the person liable for the return is unable to make it within the 
time prescribed. * ~ * If by reason of illness, absence, or nonresidence, a return 
is n&ade by an agent, such return must be ratified by the donor or other person 
liable for its filing within a reasonable time after such person becomes able to 
do so; otherwise the return filed by the agent will not be considered the return 
required by the statute. * * * 

Section 86. 20(b) of the regulations further provides that the pro- 
visions of section 86. 20(a), supra, are applicable with respect to the 
filing of Federal gift tax returns in the case of a husband or wife who 
consent to the ". pplication of section 1000 (f) of the Code. 

It is accordingly held that a husband and wife are entitled to gift- 
splitting benefits under the provisions of section 1000 (f) of the Inter- 
nal Revenue Code in a situation where one spouse files a I& ederal gift 
tax return for himself and, in addition to signifying his own consent, 
executes thereon as agent for his absent spouse a consent to treat the 
gift as having been made one-half by each spouse, and as such agent 
also files a gift tax return for the absent spouse, provided the return 
and consent executed by the one spouse as agent for the other are 
ratified within a reasonable. time after the absent spouse is able to do 
so. 
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REGvI, ATIoNs 108, SEOIION 86. 3a: Gift of 
husband or wife to third party after 
April 2, 1948. 

Allocation of lifetime specific exemption in gifts of husband or wife 
to third party. (See Rev. Rul. 54 — 80, below. ) 

Sk'. (", TION 1008(b). — NL'T GIF'IS: EXCLUSIONS 
FROAI GIFTS 

RKGvLATJONs 108) SEc'I'IQN 86. 10: Total 
amount of gifts. 

Gifts were made in trust, the terms of which provide that the trustee 
in his uncontrolled discretion is to use the net income and principal 
for the support, education, or benefit of the donor's minor children in 
such amounts and at such times as shall be in accordance with the 
needs and best interests of the beneficiaries as though he mere holding 
the property as guardian of the beneficiaries. No person mas ever 
appointed as leg~al guardian. Held, since there was no legally ap- 
pointed guardian to demand immediate distribution, and the manner, 
Inethod, and time in which the trustee shall use the income and prin- 
cipal of the trust for the support, education, or benefit of the be»e- 
fiIciaries is discretionary with the trustee, the transfers in trust 
constituted gifts of future interests in property against which no 
exclusions are allowable under section 1003 of the Internal Revenue 
Code. See Arthur C. Stife/ v. Commissioner, 197 Fed. (2d) 107. 

Rev. Rul. 51-92 REGvLP TIoxs 108, SrcTIoN 86. 10: Total 
amount of gitts. 

Where a gift is made in trust the terms of which provide that the 
trustee is to pay the income to a designated beneficiary and that the 
trustee may distribute such parts of the trust principal to the bene- 
flciary as in his uncontrolled discretion he Inay deem necessary and 
proper, it is held that the income which will be distributed to the 
beneficiary, which is the beneficiary's present interest, is not sus- 
ceptible of determination and that under such circumstances no ex- 
clusion is allowable under section 1008 (b) (8) of the Internal Revenue 
Gode with respect to the gift made of the right to receive income from 
the property transferred. See Sylvia Xl. Ir~&ans v. Commis~ionei', 
198 I~'ed. (2d) 485. 

SECTION 1004. — DEDUCTIONS 

REGvLATIGNS 108) SEOTIGN 86. 12: Specific Rcv, Rul. 51-80 
exemption. 

(Also Section 1000, Section 86. 8a. ) 
No part of the lifetime specific exemption allowable under the pro- 

visions of section 1004(a) (1) of the Internal Revenue Code to one. 
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spouse may be deducted from the value of a gift attributable to the 
other spouse. The "gift-splitting" provisions of section 1000(f) of the 
Code do not authorize the filing of a joint gift tax return nor permit 
the allocation of any portion of the lifetime specific exemption of 
either spouse to the use of the other. For example, if a husband has 
no specific exemption reniaining available, but his wife does, and the 
husband makes a gift to ivhich his wife consents pursuant to section 
1000(f) of the Code, the specific exemption remaining available may 
be claimed only on the return of the wife with respect to one-half of 
the gift. Tlie husband may not claim a specific exemption since he 
has none avail;ible. 

REGIILATIGNs 108, SEGTION 86. 13: Charitable, 
etc. , gifts. 

Gifts of property to the Pacific War Memorial Commission an 
agency of the Territory of Hawaii. (See Rev. Rul. 54 — 220, p. 65. ) 

SECTION 1005. — GIFTS MADE IN PROPERTY 

REGIII. ATIGNs 108, SEOTroN 86. 19: Valuation of 
property. 

Valuation of stock of closely held corporations in Federal gift tax 
returns. (See Rev. Rul. 54-77, p. 187. ) 

REGIILATIONs 108, SEcrroN 86. 19: Valuation of 
property. 

Value of stock transferred from donor to donee. (See Rev. Rul. 
54 — 1~&5, p. 205. ) 

SECTION 1006. — RETURNS 

REGI|LATIGNs 108, SEOTroN 86. 20: Persons 
required to file return. 

Gift tax return filed by one spouse as agent for absent spouse. (See 
Rev. Rul. 54 — 6, p. 205. ) 

REGGLATIGNs 108, SEGTIGN 86. 28: Form oi return. 

Reproduction, for filing purposes, of Federal tax return forms and 
schedules. (See Rev. Rul. 54 — 64, p. 82. ) 
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CHAPTER 9. — EMPLOYMENT TAXES 

SUBCHAPTER A. — EMPLOYMENT BY OTHERS THAN CARRIERS 

PART I. — TAX ON EMI'LOYEKS 

SECTION 1401(d) (8). — DEDUCTION OF TAX FROM 
WAGES: SPECIAL REFUNDS 

RRGul, ATIONS 128, SRGTIoN 408. 802: Special 
refunds of employee tax on wages over 
$8, 600. 

Employee tax withheld with respect, to more than $3, 600 of an em- 
ployee's wages by reason of the employee having received wages from 
two or more enlployers during a calendar year. (See Rev. Rul. 
54 — 221, p. 73. ) 

PART III. — GENERAL PROVISIONS 

SECTION 1420. — COLLECTION AND PAYMENT OF TAXES 
Cost-of-living allowances paid to civilian employees of the United 

States Government stationed outside of the United States. (See 
Rev. Rul. 54-40, p. 222. ) 

RFGULATIONs 128, SL'cTION 408. 007: Payment 
ot tax. 

Rev. Rul. 54. -210 

A limited partner who, upon dissolution of a limited partnership 
created under the Uniform Limited Partnership Act of California, 
received the return of "property" contribnted to the capital of the 
partnership is liable for Federal employment taxes incurred by the 
partnership prior to its dissolution. 

Advice is requested whether, upon the dissolution of a limited part- 
nership organized under the Uniform Limited Partnership Act of the 
State of California, a limited partner, who performed no services in 
connection with the operation of the business and did not participate 
in its management, is liable for Federal employment taxes incurred by 
the partnership prior to its dissolution. 

A limited partnership was formed under the Uniform Limited 
Partnership Act of the State of California for the purpose of operating 
a restaurant and bar business and a Certificate and Articles of Limited 
Partnership were duly executed and recorded as required by the State 
law. Two partners were designated as general partners and one as a 
limited partner. Simultaneously, the three partners entered into a 
Conditional Sale Agreement whereby the general partners agreed to 
purchase the restaurant and bar owned by the limited partner. Under 
the partnership agreement, the limited partner transferred a liquor 
license at an agreed value of a dollars to the partnership as his contri- 
bution and the general partners transferred to the partnership all 
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property, as well as the beneficial interest and rights, acquired by them 
under the Conditional Sale Agreement. It was agreed that all part- 
nership protits were to be paid to the general partners and credited to 
them. The limited partner was given a specific lien on all the partner- 
ship protits, merchandise, etc. , as security for the payments to be made 
by the gen&eral partneis under the Sale Agreement. The general 
l&artners were responsible for the conduct of the business. The limited 
l&artner performed no services in connection with the operation of the 
business and did not participate in its management. The agreement 
provided for the dissolution of the partnership upon payment of the 
full purchase price of the business or upon cancelation of the Condi- 
tional Sale Agreement by reason of the buyers' failure to perform the 
terms and conditions of such agreement. If the partnership was 
dissolved because of the buyers' default, the liquor license was to be 
transferred to the limited partner. The partnership was dissolved, 
due to the buyers' default in payments, and the liquor license was 
transferred to the limited partner. The general partners filed the 
required employment tax returns but failed to pay the taxes due. The 
question has arisen whether the limited partner is liable for tlie taxes 
incurred by the partnership prior to its dissolution. 

The applicable portions of the. following sections of the Uniform 
Limited Partnership Act of California as set forth in title o& chapter 9, 
of the California Corporations Code Annotated, adopted July 1, 1947, 
and in etl'ect during the period involved, provide: 

Section 15501. The limited partners as such shall not be bound 
by obligations of the partnership. 

Section 15504. The contribution of a limited partner may be 
cash or other property, but not services. 

Section 15507. A limited partner shall not become liable as a 
general partner unless, in addition to the exercise of his rights and 
powers as a limited partner, he takes part in the control of the 
business. 

Section 15517. Liability of a limited partner to the partnership. 
When a contributor has rightfully received the return in whole or 
in part of the capital of his contribution, he is nevertheless liable 
to the partnership for any sum, not in excess of such return with 
interest, necessary to discharg- its liabilities to all creditors who 
extended credit or whose claims arose before such return. 

In the instant case, the Certificate and Articles of Limited Partner- 
ship, executed under the provisions of the Uniform Limited Partner- 
ship Act of California and recorded in accordance with the State law, 
evidence the existence of a bona fide partnership composed of two 
general partners and one liinited partner. For Federal employment 
tax purposes, the members of a partnership are both jointly and sever- 
ally the "employer" of the individuals employed by the firm. See 
S. S. T. 317, C. B. 1M8 — 9& o77. The fact that the limited partner did 
not participate in the management of the business is not material since 
that right is vested in the general partners. 

The liquor license of the agreed value of a dollars, held in the names 
of the three partners, is regarded as a contribution by the limited 
partner of "other property" within the contemplation of section 15504 
of the Uniform Limited Partnership Act of California. 
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Under section 15517, supra, a contributor who has received the return 
in whole or in part of his contribution is liable to the partnership for 
any sum, not in excess of such return with interest, necessary to dis- 
charge its liabilities to all creditors who extended credit or whose 
clainls arose before such return. It is accordingly concluded that since 
his capital contribution was returned to him, the limited partner is 
liable to the extent of his returned contribution with interest for the 
payment of the Federal employment taxes incurred by the partnership 
prior to its dissolution. 

SECTION 1421. — OVERPAYMENTS A. ND UNDERPAYMENTS 

REGULATIGNs 182, SEOTION 408. 801: Retund 
or credit of overpayments which are not 
adjustable. 

Employee tax erroneously withheld with respect to Inore than $3, 600 
of wages paid by a single employer during a calendar year. (See 
Rev. Rul. 54 — 221, p. 78. ) 

SECTION 1426. — DEFINITIONS 
Cost-of-living allowances paid to civilian employees of the United 

States Government stationed outside of the United States. (See 
Rev. Rul. 54-40, p. 222. ) 

REGULATIoNs 128' SEOTIGN 408. 204: Who aI'e 
employees. 

Rev. Rul. 54-09 

A manicurist and a barbershop operator entered into an agreement 
whereby the manicurist committed herself to furnish a manicuring 
service to the patrons of the barbershop during the hours that the 
shop is open for business; however, it was stipulated that no such 
service would be furnished on IVednesdays. The service agreed 
upon consisted of the availability of a skilled and competent mani- 
curist, either the party to the agreement or some other qualified 
person acceptable to the barbershop operator. The manicurist is 
free to refuse manicuring service to any patron of the barbershop, 
regulates her own working bours, furnishes her own equipment, 
tools, instruments and supplies required in the conduct of her busi- 
ness, collects and retains the proceeds for herself without using the 
operator's cash register, and rosy terminate the arrangement when- 
ever it is no longer satisfactory. Held, the manicurist is not an em- 
ployee of the operator of the barbershop for Yederal employment tax 
purposes. 

Advice is requested whether an individual who, under an agree- 
ment with an operator of a barbershop, furnishes a manicuring ~serv- 

ice to the patrons of the shop is an employee of the operator of the 
shop for Federal employment tax purposes. 

In the instant case, a manicurist and the operator of a barbershop 
entered into an agreement ~hereby she committed herself to furnish 
a manicuring service to' the patrons of the barbershop during the 
hours that the shop is open for business; however, it was stipulated 
that no such service would be furnished on Wednesdays. The serv- 
ice agreed upon consisted of the availability of a skilled and compe- 
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tent manicuris'. , either the party to the agreement or some other quali- 
fied person acceptable to the barbershop operator. The manicurist is 
free to refuse manicuring service to any patron of the barbershop 
if she so chooses. She regulates her own working hours, furnishes her 
own equipment, tools, instruments, and supplies required in the con- 
duct of her business, and collects and retains the proceeds from her 
work without using the operator's cash register or otherwise furnish- 
ing the operator of the barbershop information concerning her in- 
come. She is not required to and does not secure the operator's ap- 
&rova] when she takes a vacation; however, in the interest of good 
usiness relationship, she does, as a matter of practice, tell him when 

she plans to be away for an extended period of time. Whenever the 
arrangement is no longer satisfactory, either party may terminate it. . 

Section 408. 204(c) of Regulations 128 provides that generally the 
legal relationship of employer and employee exists when the person for 
whom services are performed has the right to control and direct the 
individual who performs the services, not only as to the result to be 
accomplished by the work but also as to the details and means by which 
that result is accomplished. It is not necessary that the employer ac- 
tually direct or control the manner in which the services are performed, 
it is sufficient if he has the right to do so. An individual who is sub- 
ject to the control or direction of another merely as to the result to be 
accomplished by the work and not as to the means and method for ac- 
complishing the result, is an independent contractor. An individual 
performing services as an independent contractor is not as to such 
services an employee under the usual common ]aw rules. 

Whether a person is an independent contractor or an employee is 
]argely a question of fact to be determined upon the particular facts 
of each case. In the instant case the manicurist obligated herself to 
furnish a service to the operator of the barbershop. She did not agree 
that she personally would perform the services required but retained 
the right to employ someone else for this purpose. The agreement 
between them does not give the operator the right to direct the manner 
in which these services are to be performed; in fact, the on]y right 
the operator has in the event of unsatisfactory service is to bring about 
the termination of the arrangement. That, in itself, is not sufficient 
to establish the relationship of employer and employee between him 
and the manicurist. Accordingly, it is held that the manicurist in 
the instant case is not an employee of the operator of the barbershop 
for Federal employment tax purposes. 

Rl'. ('ULATtoNs 128, SEcvtoN 408. 205: 9 ho are 
employers. 

(Also Section 1007, Section 403. 205, Regu]a, - 
tions 107. ) 

Rev. Rul. 54-81 

A change in the membership of a partnership resulting from the 
death, withdrawal, substitution, or addition of a partner, or a shift 
of interests among existing partners does not, in itself, effect a termi- 
nation of a partnership for the purposes of the Federal Insurance 
Contributions Act and the Federal Unemployment Tax Act. 

S. S. T, 199, C. B. 1987 — 2, 405, and S. S. T. 954, G. B. 1989-1 (Part 
1), 294, modified. 
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Further consideration has been given to the consequence of a change 
in the membership of a partnership resulting from the death, with- 
drawal, substitution, or addition of a partner, for the purposes of the 
Federal Insurance Contributions Act, and the Federal Unemployment 
Tax Act. 

S. S. T. 199, C. B. 1937 — 2, 405, held in part that a new employtnent 
begins, for the purposes of Titles VIII and IX of the Social Security 
Act where a partnership business is continued after the death or retire- 
ment of a partner. (Titles VIII and IX of the Social Security Act 
have been incorporated in ch. 9 of the Internal Revenue Code, and ai e 
cited as the Federal Insurance Contributions Act and the Federal Un- 
employment Tax Act. ) S. S. T. M4, C. B. 1M9 — 1 (Part 1), 294 held 
that S. S. T. 199 applied only where the business of the partnership is 
continued, that services performed in winding up a partnership's 
afFairs were not to be regarded as being performed in a new employ- 
ment. Services performed in carrying on the business of a new part- 
nership, or in carrying on the business on behalf of a remaining part- 
ner, however, were to be regarded, as services performed in a new 
employment. 

In Rev. Rul. 144, C. B. 1%3-2, 212, it is stated that, as defined in 
section 3797(a) (2) of the Internal Revenue Code, the term "partner- 
ship" for tax purposes is broader than the term under common law, 
the Uniform Partnership Act, or individual State laws. Accordingly, 
the Federal tax consequences of transactions involving partnerships 
and interest in partnerships will be determined upon the basis of their 
substance and in accordance with the Federal tax laws without regard 
to the technical refinements of State laws. Rev. Rul. 144 held that a 
change in the membership of a partnership resulting from the death, 
withdrawal, substitution or addition of a partner, or a shift of in- 
terests among existing partners does not, in itself, eIFect a termination 
of a partnership for Federal income tax purposes. 

In view of the foregoing, it is held that a change in the membership 
of a partnership resulting from the death, withdrawal, substitution, or 
addition of a partner, or a shift of interests among existing partners 
does not, in itself, efFect a termination of a partnership for the pur- 
poses of the Federal Insurance Contributions Act and the Federal 
Unemployment Tax Act. Ordinarily the partnership will be treated 
as continuing where the business of the partnership, or a substantial 
portion thereof, is continued. 

S. S. T. 199 and S. S. T. 354, supra, are modified to the extent that 
they are inconsistent with the foregoing. 

Under the authority contained in section 3791(b) of the Internal 
Revenue Code, the Internal Revenue Service will not require the pro- 
visions of this Revenue Ruling to be applied with respect to those 
changes in partnership interests which occurred prior to January 1, 
1954. 

Rev. Eul. 54 — 170 RFum, ~TxoNs 128, SEcTzoN 408. 208: Agricul- 
tural labor. 

'(Also Section 481, Section 39. 481-1, Regula- 
tions 118. ) 

~n income-producing farm descended to the heirs of a decedent 
as coowners, and one of the heirs operated the farm for the joint 
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profit of all, receiving a stated sulu each year and his pro rata share 
of the profits. This arrangcinent constituted a partnership within 
the meaning of section 8707(a) (2) of the Internal Revenue Code, 
and none of the income derived by the operator from this arrange- 
nu nt constituted wages for Federal employment tax purposes or net 
earnirgs from self-employment for self-employment tax purposes. 

Advice is requested regarding the nature for Federal employment 
and self-employment tax purposes of income derived by an individual 
from the operation of a farm under the circumstances described below. 

The farm in question descended by will to an individual and six 
other heirs as cotenants. By agreement among the cotenants such 
individual (hereafter called the operator) operates the farm for the 
joint profit of all the cotenants and devotes his full time and attention 
thereto. For his services in this connection the operator receives a 
stated sum per year in addition to his pro rata share of the profits 
from the farming operation. At the end of each year he accounts to 
each of the coteriants with respect to income, expenses, and profits 
for such year. 'I'he operation of the farm consists principally of the 
cultivation of the soil, the raising and harvesting of fruit and field 
crops, the care and maintenance oi a dairy herd, and the care and 
maintenance of farm buildings and equipment. All the crops pro- 
duced on the farm are sold. No milk produced by others is received 
or processed on the farm. 

Under the facts of the instant case the cotenants are partners within 
the meaning of section 8797(a) (2) of the Internal Revenue Code. 
It follows that the amounts received by the operator for his work re- 
lating to the operation of the farm cannot be regarded as wages for 
Federal employment tax purposes. Being a partner, he is not an em- 
ployee of the partnership for Federal employment tarx purposes. See 
S. S. T. 28) C. B. XV-2, 405 (1086). 

Amounts received by the operator do not constitute "net earnings 
from self-employment" for self-employment tax purposes. As de- 
fined in section 481(a) of the Code, the term "net earnings from self- 
employment" means ' the gross income derived by an individual from 
any trade or business carried on by such individual, less the deduc- 
tions * * * attributable to such trade or business, plus his distributive 
share (vvhether or not distributed) of the ordinary net income or 
loss, * * * trom any trade or business carried on by a partnership 
of which he is a member. " But that section further provides that in 
computing such gross income and deductions and such distributive 
share of the partnership's ordinary net income or loss there shall be 
excluded, amono other things, "income derived from any trade or 
business in whicker, if the trade or business were carried on exclusively 
hy employees, the major portion of the services would constitute agri- 
cultural labor as defined in section 1426(h). " 

It appears that the major portion of the services rendered in con- 
nection with the operation of the instant farm would, if performed 
exclusively by employees, constitute "agricultural labor" as defined 
in section 1426(h) of the Code. See Regulations 128, section 408. 208. 
Accordingly, the income derived by the operator from tire operation 
of the farm does not constitute net earnmgs from self-employment 
for purposes of the tax on self-employment income. 
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REGIILATIONS 128 SKcrIoN 408. 214: States 
and their political subdivisions and in- 
strumentalities. 

[Regs. 128, f 408. 214 

Rev. Rul. 54 — 224 

The N County Agricultural Extension Association of Pennsyl- 
vania, organized pursuant to the 1'ennsylvania statutes for the 
purpose of cooperating' with the United States Department of Agri- 
culture and the Pennsylvania State College in carrying out functions 
required by the Sniith-Lever Act, providing for cooperative agricul- 
tural extension work, financed by county fumls, no membership dues 
being paid by anyone iu the Association, and expressly declared by 
statute to be a political subdivision of the State, is a wholly owneil 
instrumentality within the meaning of section 1420(b) (8) of the 
federal Insurance Contributions Act, as amended. 

Advice is requested relative to the status, for Federal employment 
tax purposes, of the N County Agricultural Extension Association of 
Pennsylvania. 

The N County Agricultural Extension Association was organized 
pursuant to the Pennsylvania statutes for the purpose of cooperating 
with the United Sta&es Department of Agriculture and the Pennsyl- 
vania State College in carrying out functions required by the Smith- 
Lever Act, 88 Stat. 372, providing tor cooperative extension work. 
The Pennsylvania statutes authorize the county commissioners of 
each county to appropriate funds for the operation of the oflice of 
the agricultural extension association organized within the county. 
Such funds are direct appropriations to the associations for local ex- 
penses, such as, secretarial help, once, oflice supplies, transportation 
within the county, etc. The secretary of the association is employed 
by the executive committe' of the association and not by the county 
in which the association is organized. The membership of the Asso- 
ciation is composed of persons living in the county and interested in 
agriculture and home economics work and no membership dues are 
paid by anyone in the Association. The executive committee of the 
Association is elected by the members at its annual meeting and the 
committee members serve without compensation or expenses. 

Section 142()(b) of the Federal Insurance Contributions Act, as 
amended, ccntains the following exception from the term "ernploy- 

ent, ", as that term is defined in the Act: 
(8) Service * * ~ performed in the employ of a State, or any political sub- 

division thereof, or any instrumentality of any oue or more of the foregoing 
which is wholly owned by one or more States or political subdivisions; "' 

The determination of whether a county farm bureau is a State 
instrumentality is based largely upon the structure of the organiza- 
tion. 

In the instant case, the N County Agricultural Extension Associa- 
tion is an organization used by the State in carrying into e6ect a part, 
of its governmental luncticns. All its funds are received as appropri- 
ations from the County Board of Commissioners and no membership 
dues are paid by anyone in the Association. The County Board of 
Commissioners supplies the once, furniture, equipment and other ex- 
penses, and any such property would revert to the County upon dis- 
solution of the Association, The Association is not incorporated and 
has been held by the State counsel to be a political subdivision of the 
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State within the meaning of section 2(c) of Act No. 491 of the Penn- 
sylvania statutes. Accordingly, it is concluded that the N County 
Agricultural Extension Association is a wholly owned instrumentality 
within the meaning of section 1426(b) (8) of the Federal Insurance 
Contributions Act, as amended. 

In Em. T. 434, C. B. 1N2 — 2, 216, it is held that the M County Farm 
Bureau which was organized in the State of Missouri and is operated 
to cooperate with the College of Agriculture of the University of 
Missouri in carrying out the functions of the Smith-Lever Act, supra, 
is not an instrumentality of the State. However, the following facts 
readily distinguish that ruling from the present case. The M County 
Farm Bureau is a corporate body engaged in cooperative purchasing 
for the profit of its members. It also is engaged in legislative promo- 
tion work when measures of interest to the farmers are proposed and in 
addition cooper ates with the University of Missouri College of Agri- 
culture and the United States Department of Agriculture in bringing 
the extension program in agriculture and home economics to the 
farmers of the county. The sources of income are membership fees 
and an annual appropriation from the county court, the latter made 
solely for the support of the extension program. It was concluded 
that the structure of the M County Farm Bureau is inconsistent with 
owntrship by the State or county and that the mere cooperation with 
the agricultural extension work carried on by the University of Mis- 
. ouri College of Agriculture does not transform it into a State 
instrumentality. 

RrouLATIQNs 128, SgcrtoN 408. 226: 3Vages. 
(Also Section 1621, Section 406. 207, R, gu- 

lations 120. ) 

Rev. Rul. 54-225 

Payments made by a producer of musical jingles, spot announce- 
ments, radio transcriptions, and Qhn sound tracks to a radio or tele- 
vision artist, who is an employee of the producer with respect to 
services performed in making recordin "s, for the reuse of such re- 
cordings constitute "wages" for purposes of the Federal employment 
taxes including the withholding of income tax ou wa "es. 

Advice is requested whether payments made to a commercial re- 
cording artist for the reuse of recordings and transcriptions made in 
connection with radio and television broadcasting programs consti- 
tute "wages" for purposes of the Federal employment taxes includ- 
ing the withholding of income tax on wages. 

In the radio and television broadcasting industry, it is customary 
for producers of recordings of musical jin«les, spot announcements, 
radio transcriptions, and film sound tracks to engage artists to make 
recordings and transcriptions f' or specific sponsors. On occasions they 
may make recordings to be sold through an advertising agency to 
individual sponsors. The artist is paid a st:lted amount for each re- 
cording and transcription so made and an hourly rate for the time 
pent in rehearsals in connection therewith. In the performance of 

such services, the artist is an employee of the producer. In addition 
to the payments received for such engagements, the artist receives 
additional payments as the recordings are subsequently reused. Since 
the additional amounts are paid without the performance of addi- 
tional services by the artist, the question arises whether such pay- 
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ments constitute "wages" for purposes of the Federal employment 
taxes including the withholding of income tax on wages. 

The applicable provisions of' the Internal Revenue Code (secs. 
1426(a), 1607(b), and 1621(a)) provide that the term "wages" 
Ineans all remuneration for services performed by an employee for his 
employer, including the cash value of all remuneration paid in any 
medium other than cash, with certain exceptions and limitations not 
here pertinent. The regulations promulgated pursuant to the above- 
mentioned sections of the Code provide that remuneration for em- 
ployment, unless specifically excepted by the statute, constitutes wages 
even though at the time paid the relationship of employer and em- 
ployee no longer exists between the person in whose employ the serv- 
ices were perf'ormed and the individual who performed them. (Secs. 
408. 226, 403. 227, and 406. 207 of Regulations 128, 107, and 120, 
respectively. ) 

The producer and the theatrical union in which the artist is a mem- 
ber agree to accept and conform to a Code of Fair Practice govern- 
ing the minimum terms and conditions established by the union for 
radio recording artists. The Code of Fair Practice provides that the 
artists will be given notice thereof and will contract subject thereto. 
The Code of Fair Practice contemplates a normal period for the use 
of recordings and transcriptions for which a stated fee is paid the 
artists as remuneration. The Code of' Fair Practice also contemplates 
that the recordings and transcriptions may be reused subsequent to 
the expiration of the normal period, for which use the artist is entitled 
to receive an additional fee. It appears that the additional fee re- 
ceived by the artist for reuse of a recording is paid pursuant to the 
terms of the Code of Fair Practice in connection with and as a result 
of the employment relationship which existed between the producer 
and the artists at the time the recordings or transcriptions were macle. 

Accordingly, it is held that the additional amounts paid to a radio 
or television artist for the reuse of recordings and transcriptions made 
as a result of services performed by the artist constitute "wages" for 
Federal employment tax purposes and the withholding of income tax 
on wages under section 1622 of the Internal Revenue Code, regard- 
less of whether or not the artist is still in the employ of the producer 
at the time the wages are paid. 

SUBCHAPTER B. — EMPLOYMENT BY CARRIERS 

PART IV. — GENERAL PROVISIONS 

SECTION 15M. — DEFINITIONS 

REGULATIGNs 114, SEGTIQN 411. 203: Who are 
employees. 

Ct. D. 1767 

EMPLOYMENT TAXES — INTERNAL REVENUE CODE — DECISION OP COURT 

1. EMPLoYMENT TAXES — LIABILITY F0R — WHo ARE EMPLOYERS- 
WHO ARE EMPLOYEES. 

Where individuals, who render personal service on property used 
jn the taxpayer — railroad's operations, are hired, fired, supervised, 
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and c&&n&piu&saled k&y an in&lependent contractor who has contracted 
to perform the work for the railroad, such individuals are not "in 
the service of the railroad" within the meaning of section 1582(d) 
of the Code, and, hence, are not employees of the taxpayer for 
purposes of the Hailroad Retirement Tax Act. 
2. Juno&&IFNT AFFIRFIFD. 

Judgment of the United States District Court for the District of 
Minnesota (104 F. Supp. 745 (1052) ) akk)rmed. 

Unlrsn STATEs CoUPT oF APPKA&. s FoR THE I&'10HTH CIROUIT 

I;imer F. Efeln&, Collector of E»tI mal Rerc»ue, appellant, v. Chicago, St. Paul, 
Etfinneopokis cf Omaha Roil»u&y Company, appellee 

Appeal from the United States District Court for the District of Minnesota 

Before GAR»lvFR, Chief Judge, and SANsoRN and JOHNSEN, Circuit Judges 

[August 10, 1058j 

OPINION 

SANRoRN, Circuit Judge: This action was brought by the Chicago, St. Paul, 
Minneapolis & O&naha Railvray Company (hereinafter referred to as the Omaha) 
against the Collector of Internal Revenue (whom we shall refer to as the Govern- 
ment) to recover Federal employment taxes assessed and paid for the year 1047 
under the Railroad Retirement Tax Act, subchapter B of chapter 9 of the Internal 
Revenue Code, 26 U. S. C. A. Int. Rev. Code, section 1500 et seq. ' 

The taxes assessed against the Omaha and paid by it were upon the earnings 
of persons who worked on the Omaha's property but who were hired, directed, 
supervised, paid, and fired by the Shipley Company, a partnership which, umler 
a contract with the Omaha, performed services for it in connection with the 
operation of tbe railroad. 

The Omaha asserted that it was not liable for the taxes in suit. This was 
denied by the Government. Tbe case was tried to tbe court, which determined 
that the Olnaha was not liable under the Railroad Retirement Tax Act for taxes 
with respect to the earnings of the employees of the Shipley Companv. (104 F. 
Supp. 745&. ) From the ensuing judgment, the Government has appealed. 

There is no dispute about the facts. For more than forty-five years the Omaha 
h;& contracted for services such as the Shipley Company performed for it under 
contract in 1047 and had continuously since 1029 performed for it under contracts. 
Generally stated, these services bad to do with the placing of coal in bins or 
chutes along the railroad tracks for use in locomotives, coaling of locomotives, 
storing ice, icing refrigerator cars, servicing heaters in such cars, cleaning freight 
cars, transferring shipments frotu bad order cars, and unloading livestock for 
feed, water and rest, and reloading it. Siinilar contract services rendered by the 
Sbipley Company were involved in the case of Reynol&is v, Chicago, St. Paul, 
llfinncapolis r5 Omaha Ry. Co. , 8 Cir. , 108 F. 2d 943, which case, , ogether with 
Reynolds v. Northern Pacific Ry. Co. , 8 Cir. , 108 F. 2d 984, certiorari denied 835 
U. S. 828, and Reynolds v. Great Northern Ry. Co. , 8 Cir. , 108 F. 2d 944, was 
decided by this court in 1948. 

In the Northern Pacific, Great Northe&n and O»&aha cases just referred to, 
this court ruled that the railroads were not liable under the Carriers Taxing Act 
of 1087 for etnployment taxes for years prior to 1047 with respect to einployees 
of independent contractors performing services comparable to those perform d 
by the Shipley Cotnpany for the Omaha in the year I!447. 

Tbe contention of the Government is that after January 1, 1947, the Railroad 
Retirement Tax Act, which amended the Carriers Taxing Act of 1987, brought 
within the coverage of the act the employees of the Shipley Company and of 
other railroad contractors performing similar services on railroad property, and 
n&ade the railroads liable for taxes upou the earnings of such employees. The 
amcndtnent upon which tbe Government relies is found in section 1592(d) of 

' Prior to its am&ndment on . Iulv 31, 1046. 00 Stat 722, the act was known as the 
Carriers Taxing Act of 1037, 50 Stat. 435, 45 U. S. C. A. , sec. 261 et sea. f title 26 (1st. 
Rev. Code) U. S. C. 1040 Ed. , sec 1500 et sea. 
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title 26 U. S. C. A. Int. Rev. Code. Prior to July 81, 1046, that section, which 
defined "service, " read as follows (title 26 U. S. C. , 1040 Kd. , section 1532 (d) ): 

"An inclividual is in the service of an employer whether his service is 
rendered within or without the United States if he is subject to the con- 
tinuing authority of the employer to supervise and direct the manner of 
rendition of his service, &vhich service he renders for compensation. " 

After the amendment of July 81, 1046, section 1532(d) read: 
"An individual is in the service of an employer whether his service is 

rendered within or without the United States if (i) he is subject to the 
continuing authority of the employer to supervise and direct the manner 
of rendition of his service, or he is rendering professional or technical 
services and is integ&ate&i i»to the staff of the e»&yloyer or he ls rendering, 
on the grope&. ty used in the e&n»lope&'s operations, other personal services 
the rendition of &chich ts integrated into the cmt&layer's oye&'atio»s, and (ii) 
be renders such service for compensation 4' 

It was the insertion of the Iangua e "or he is rendering, on the property used in 
the employer's operations, other personal services tbe rendition of which is 
integrated into the employer's operations" upon which the Government bases its 
contention that after January 1, 1947, the Omaha became liable for employment 
taxes on employees of the Shipley Company performing railroad services on the 
Omaha's property. 

Under the definition of "employer" in section 1582(a), title 26 U. S. C. A. 
Int. Rev. Code, the Omaha is unquestionably a. n "employer. " An "employee, " 
under section 1o82(b), means any individual in the service of one or more 
employers for corupensation, " and, under section 1532(d), an individual is pur- 
portedly in the service of an "employer" if he is rendering personal services, on 
the employer's property, "the rendition of which is integrated into the em- 
ployer's operations. " Therefore, it is argued that any individual who, on the 
property of the Omaha, renders a personal service in the furtherance of its 
operations, such as icin" refrigerator ears, coaling loco&notives, or unloading bad 
order cars, is one of its employees for the purposes of the taxing act in suit, 
regardless of who hired him, who pays him, or who supervises or directs the 
manner in which he performs bis services. The Government asserts that all 
of the employees of the Shipley Co&npany doing railroad work for the Omaha 
upon its property are clearly covered by the act, and that the Omaha is liable 
fo- employment taxes with respect to them. 

n the case of Reynolds v. Northern Pacific Ry. Co. , supra, 168 F. 2d 034, 
930, 942 — 043, we referred to the July 81, 1946, amendment to section 1532(d) re- 
specting the definition of "service" as indicating that Congress had not intended 
that the employees of independent contractors doing railroad work should be 
covered by the Carriers Taxing Act of 1937 for years prior to 1947. The amended 
act had only an incidental significance in the Northern Pac&fic ease and its com- 
panion cases. However, upon the assumption that tbe a&nendment of July 81, 
1046, meant all that its language was susceptible of meaning we expressed the 
view that the coverage of the act had apparently been extended to include, after 
January 1, 1047, the employees of independent contractors performing railroad 
services on railroad property. What we said was, of course, not intended as a 
ruling upon the question of the scope or effect of the an&endment. This we 
made clear in a subsequent per curiam opimon. 1(&8 F. 26 044. We i&ad had no 
occasion to consider the legislative history of the amendment. 

It is interestin to note that the Court of Claims in the case of Pennsylvania 
R Co. v. Vnited States (decided in 1047), 70 F. Supp. 5&05, 604, in which the 
question of the liability of the railroad for employment taxes under the Carriers 
Taxing Act of 1037 with respect to employees of an independent contractor svas 
involved, intimated that no significant change in the taxing act had been made 
by the amendment of July 31, 1046&, "when considered as a whole and in the light 
of legislative historv. " 

The district court in deciding the instant case followed the decision of the 
Court of Appeals for the Tenth Circuit in Nicholas v. Denver &t Peto Gran&le 
Western R. Co. , 105 F. 2d 428, which involved the same question. The Tenth Cir- 
cuit held that the emplovees of an independent contractor performing services 
for the Denver 6& Rio Grande Western R. Co. , on its property, were not within 
the coverage of the Railroad Retirement Tax Act. That court said of the 
amendment upon which the Government relied in that case and relies in this 
ease (pages 432 — 438 of 105 F. 2d): 
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"When the new language contained in the act is read in the light of its 
context, in the light of other related provisions of law, and in the light of 
the entire legislative history of the ameudatory act, there is no sustainable 
basis for the contention that the added language was intended or designed 
to bring within the scope of the act an independent contractor such as 
I a&nberg and his eruployees. While the bill as originally introduced was 
intended among other things to bring independent contractors of that kind 
aud their employees within the purview of the legislation, and whatever the 
purpose of Congress may have been in other respects, the legislative history 
indicates clearly that the final action of Congress represented a deliberate 
intent and purpose to leave such contractors and their emplovees outside the 
scope of the act insofar as employment taxes vrere concerned. And that 
ultimate Congressional intent and purpose being clear, courts are not free 
to construe the act otherwise. " 

The legislative history of the act in suit is adequately and accurately stated 
in Judge Bratton's opinion in the Denver d Rio Grande Western R. Co. case, 
and need not be repeated. See pages 431 — 432 of 195 F. 2d. It is suflicient to 
say that the proponents of the bill introduced in Congress to amend the Carriers 
Taxing Aci. of 1937 sought to enlarge its coverage and to make it applicable to 
independent contractors such as the Shipley Company and their employees doing 
railroad work, by expanding the definition of "employer" to expressly cover 
such contractors. No one reading the legislative proceedings resulting in the 
rejection of that proposed change can have any doubt that Congress intended to 
deny the extensions of coverage proposed. 

The Government, however, contends that recourse may not be had to the 
legislative history of the amended act because the language of the amendment 
relied upon is plain and unambiguous. That contention presents the doubtful 
question in this case. If the language of the amendment is taken at its fuII 
face value, it means what the Government says it means and what we thought 
it meant when in 1948 we decided the 1&iortbern, Pacific and companion cases. It 
is not our understanding that legislative historv mav be resorted to for the 
purpose of creating an ambiguity in the language of a statute which otherwise 
would not be ambiguous, Congress enacts laws; not the legislative proceedings 
underlying them. If one mav not rely upon plain statutor~ language as express- 
ing the meaning of an act and must search legislative history in order to deter- 
mine whether or not Congress meant what it said, then the history of legislation 
should, at least, be made as accessible as the law to which it relates, so that one 
mny be advised when and vvhy a statute and its history part company. 

We lrnow, from the proceedings which resulted in the passage of the Railroad 
Retirement Tax Act, that, after the bill for the act passed the House, the Senate 
undertook to strike from the bill all of the language which it was thought would 
bring contractors such as the Shipley Company and its employees within the 
coverage of the act. Whether the Senate succeeded in its attempt is, to say the 
least, doubtful. 

The lan "uage of the amendnsent which was not eliminated from the bill, and 
upon which the Government now relies, is, we think, no more ambiguous than 
wss that of the statute considered by this court in the ease of Warner v. 
Dm»rslsg, 194 F. 2d 277, 279 — 280, or that involved in Ifissouri Pac. R. Co. St&ss% 

Secured S. B. C. v. Thontpson, 8 Cir. , 194 I'. 2d 799, 803 — 804. One reasonably may 
believe that Congress should be held strictly accountable for the language which 
it uses in a statute, and if any corrections are needed they should be made 
by that body and not by the courts. See Crooks v. Harrelson, 282 U. S. 55, Ql. 

This court, however, has recognized that in determining the purpose and 
coverage of a taxing statute, legislative history may not safely be ignored and 
must be considered, and that the language of such an act cannot always be 
accorded its ordinary meaning. In Helcering v. Rebsamen Ifotors, Inc. , 8 Cir. , 
128 F. 2d 584, 587, this court, in referring to a decision (reversed by the Supreme 
Court) construing a taxing act, said: 

"We followed the rule that the use by a legislative body of words having 
definite meanings creates no ambiguity and that such words are to be taken 
and understood in their plain, ordinary, and popular sense. We have come 
to realize that that rule is not always a safe 'uide to follow in construing 
the language of a taxing statute. Unitrd States v. Arn&atnre Rc&vinding Co„ 
8 Cir. , 124 F. 2d 589, 591. It is our understanding, however, that the rule 
is still to be applied uuless it can clearly be seen that Congress used the 
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words in question in a broader or different sense than that which would 
ordinarily be attributed to them. See Foley Securities Corp. v. Commis- sionerr, 

8 Cir. , 106 Y. 2d 781, 784, 785. " 
We have also recognized the desirability of uniformity of decision among the 
Circuits, particularly with respect to the coverage of taxing statutes. Unite@ 
States v. drmat&&re RcM&tnding Co. , 8 Cir. , 124 F. 2d 589, 591, and cases cited. 
We have ivith soiue misgivings concluded that in the instant case resort properly 
m;iy be had to the legislative history of the Railroad Retirement Tax Act for 
deterniining the purpose and scope of the language of the amendment here in 
controversv. 

It is safe to say that neither the proponents nor the opponents of the hill 
which as an&ended becnuie the Railroad Retirement Tax Act regarded the amend- 
nient, upon which the Goveruinent noir relies, as having any substantial bearing 
upon the coverage of the act, and that if there had been any iutimation that the 
amendment «as intended to have an eftect such as is noiv claiuied for it, it would 
have been stricl-en from the bill. 

The Chairman of the Railroad Retirenient Board, in explaiiiin to tlie Hi&use 
Committee the proposed aniendmcnts, niade the following statement about tlie 
changes in the section ivifh which we are concerned: 

"Clarification of definition of 'E»&ploftce. ' — The several acts proposed to 
be amended by H. R. 1862 dehne an employee, in part, in ternis of persons 
'in the service of' an employer. And a person is 'in the service of' an ein- 
ployer if he is 'subject to the continuing authority of the employer to super- 
vise and direct the manner of rendition of his service, which service he 
renders for compensation. ' The Board has found that professional arid 
technical persons, niany of ivhom are comm&mly regarded as eiuployees, 
typically decide for theuiselves the nianner in which they will render service; 
a railroad vice president, for exauiple, having jurisdiction over the rail- 
road's medical department would not think of telling a doctor how to 
perform a surgical operation. And the doctor would probably resent direc- 
tion in such a matter as unwarranted lay interference with his professional 
conduct. But the doctor may obviouslv be an employee of the railroad; 
and the Board hiis so held in runny cases. But there are cases in which 
such a holding would seem to be appropriate, but in which the facts cannot 
be fit into the statutory definition; and others in which an appropriate 
ruling becomes unduly difficult. The provision of H. R. 1862 that a person 
rendering professional or technical services is in the service of an einployer 
if he 'is integrated into tlie staff of the einployer' will be beneficial to the 
adrainistration of the act. 

"The Board has held, in numerous cases, that individuals rendering 
services under a contract with a railroad are in fact einployees of the 
railroad by virtue of a finding that such individuals are 'subject to the 
continuing authority of "the railroad" to supervise and direct the iuanner 
of rendition' of their service. As part of the clarification process set out in 
H. R. 1862, such contractors are made employers. This may be reasonable 
where a large number of persons are vrorking'for the contractor, but it 
might result in the removal from coverage of some individual contractors 
who themselves perform all the services under the contract. This result, 
as is desirable, is avoided in H. R. 1862 by appropriate modification of the 
subsection dealing with 'in the service of an employer. ' " 

Apparently the proponents of the amendment, in order to avoid the 
anomalous situation of making an "ercployer" out of an individual con- 
tractor who had no employees and who himself did all the work contracted 
for, proposed to make him an "employee, " instead of an "employer, " under 
the act. Therefore it appears that the amendment in suit was not intended 
to relate to independent contractors such as the Shipley Corupany and its 
employees, but only to a self-employed individual who ivas rendering service 
to a railroad under contract. 

A ruling that the Railroad Retirement Tax Act required the Omaha, 
after January 1, 1947, to pay einployment taxes with respect to the earnings 
of the employees of the Shipley Company would be contrary to the clearly 
indicated intent of Congress not to extend the covera, e of the act to such 
contractors and their employees. 

The judgment appealed from is affirmed. 
815859' — 54 — 15 
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SUBCHAPTER C. — TAX ON EMPLOYERS OF EIGHT OR MORE 

SECTION 1607. — DEFINITIONS 

REGULATIONS 107, SEVTIox 403205: Who are 
employers. 

Effect of a cihange in the membership of a partnership where a sub- 
stantial portion of the business is continued. (See Rev. Rul. 54 — 81, 
p. 212. ) 

SUBCHAPTER D. — COLLECTION OF INCOME TAX AT SOURCE 
ON WAGES 

SECTION 1621 — DEFINITIONS 

Rev. Rul. 54-40 REGvLATIoNs 120, Sxcriov 406. 207: Wages. 
(Also Section 1426, Section 406. 226, Regula, - 

tions 128, Section 1420. ) 
Cost-of-living allowances, paid to certain civilian employees of the 

Government of the United States stationed outside the United 
States, are not wages" subject to the withholding of income tax 
at the source under section 1622 of the Internal Revenue Code. 
Whether such allowances are "wages" subject to Federal employ- 
ment taxes is to be determined, under section 1420(e) of the Code, 
by the head of the Government agency involved. 

Advice is requested whether cost-of-living allowances, paid to cer- 
tain civilian employees of the Government of the United States 
stationed outside of the continental United States, are subject to the 
Federal Insurance Contributions Act taxes or to the withholding of 
income tax under section 1622 of the Internal Revenue Code. 

Section 204 of the Independent OSces Appropriation Act of 1949, 
approved April 20, 1948, 62 Stat. 194, as extended, provides for the 
payment, in accord~ance w~ith regulations prescribed by the President, 
of cost-of-living allowances to civilian officers and employees of the 
Government of the United States stationed in foreign countries. 

Section 207 of the Independent Ofiices Appropriation Act, supra, as 
amended by section 104 of the Supplemental Independent OSces 
Appropriation Act of 1949, approved June 30, 1948, 62 Stat. 1205, 
authorizes payinent of similar allowances, in a. ccordance with regula- 
tions prescribed by the President, to certa~in civilian employees of the 
Government of the United States stationed in Territories and pos- 
sessions of the United States. 

In view of the purposes for which the aforementioned cost-of-living 
allowances are provided the employees in question, it is believed that 
such payments do not constitute "wages" within the meaning of the 
Federal Insurance Contributions Act or of section 1621(a) of the 
Internal Revenue Code, relating to the withholdino of income tax at 
the source. 

Accordingly, it is held that an amount, which is specifically identi- 
fied as a "cost-of-living allowance&" paid to a civilian employee of the 
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Government of the United States stationed outside the continental 
United States or in Alaska, pursuant to sections 204 or 207 of the 
Independent Offices Appropriation Act of 1949, supra, as amended and 
extended, and in accordance with applicable regul&tions thereunder 
prescribed by the President, is not subject to the withholding of in- 
come tax under section 1622 of the Internal Revenue Code. However, 
a payment which is compensatory in nature, such as a "post differen- 
tial" paid to an employee for service at a post where conditions of 
environment have been deemed to warrant the payment of additional 
compensation as a recruitment incentive, is subject to the withholding 
of income tax under section 1622 of the Code. 

It is the opinion of the Internal Elevenue Service that the status of 
the "cost-of-living allowance" and of the "post differential" for pur- 
poses of the Federal Insurance Contributions Act would be the same 
as for purposes of income tax withholding. However, attention is 
directed to section 1420(e) of the Internal Revenue Code, which pro- 
vides in substance that in the case of taxes imposed by the Federal 
Insurance Contributions Act with respect to service performed in the 
employ of the Unite&i States or of a vvholly owned instrumentality 
thereof, the determination whether an individual has performed serv- 
ice which constitutes ernployrnent, the determination of the amount 
of remuneration for such service which constitutes ~ages, and the 
return and payment of the taxes imposed thereon, shall be made by 
the head of the Federal agency or instrumentality having the control 
of such service, or by such agents as such head may designate. 

REGLLATIONs 120, SEVTIGN 406. 207; )Vages. 

Payments made by a prod»cer to a radio or television artist for re- 
use of recordings. (See Rev. Rul. 54 — 225, p. 216. ) 

Rev. Rul. 54-122 REGULATIoNs 120, SEVTIGN 406. 208: Exclusions 
from wages. 

A pension paid to a retired employee whose remuneration for 
services performed prior to his retirement was specificafiy excluded 
from the term "wages" under section 1621(a) of the Internal Reve- 
nue Code is not subject to income tax withholding under section 
1622 of the Code. 

Advice is requested whether a pension paid to a retired employee 
is subject to income tax withholding vvhere the remuneration paid 
for the services performed by him prior to his retirement was spe- 
cifically excluded from the term "wages" under section 1621(a) of 
the Internal Revenue Code. 

In the instant case the pension is paid to an individual who, prior 
to his retirement, was engaged in the performance of services which 
constitute "agricultural labor" within the meaning of section 
1621(a) (2) of the Code. 

Section 406. 207(b) of Regulations 120 provides that in general pen- 
sions and retired pay are wages subject to withholding. EIowever, 
section 1621 of the Code provides, in part, that the term "wages" for 
incoine tax withholding purposes means all remuneration for services 
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performed by an employee for his employer with certain exceptions 
among which is remuneration paid for agricultural labor as defined 
in section 1426(h) of the Code. 

Inasmuch as the pension paid to the retired employee is deferred 
compensation for past services rendered, remuneration for which is 
specifically excepted from the term "wages" under section 1621(a) of 
the Code, such pension is not subject to income tax withholding under 
section 1622 of the Code. 

SECTION 162o&. — LIABILITY FOR TAX 

RKGULATIQNS 120, SxcTTON 406. 401: Liability 
for tax. 

Liability of a limited partner for Federal income tax withheld at 
the source and due from a limited partnership in which he is a member. 
(See Rev. Rul. 54 — 218, p. 285. ) 

SUBCHAPTER E. — GENERAL PROVISIONS 

SECTION 1631. — FAILURE OF EMPLOYER TO FILE 
RETURN 

REGULATIoNs 120) SKOTIGN 406. 605: Place and 
time for filing ieturns. 

Procedure relating to the assertion of penalty with respect to 
income tax withholding returns. 

1. The purpose of this Revenue Ruling is to prescribe the policy of 
the Internal Revenue Service in asserting penalty in connection with 
the return and payment of income withholding tax when the return 
is filed on or before the 10th day of the second month following the 
period for which it is made, accompanied by depositary receipts and 
a check in full payment of the tax due. 

2. Section 406. 605 of Regulations 120, which specifies the due date 
for the return and payment of income tax withheld on wages, provides 
that if, and only if, the return is accompanied by depositary receipts, 
Form 450, showing timely deposits, in full payment of the taxes due 
for the entire calendar quarter, the return may be filed on or before 
the 10th day of the second month following the period for which it 
is made. Otherwise the due date for filing the return is the last day 
of the month following the close of the calendar quarter f' or which 
the return is made. 

8. It has been brought to the attention of the Service that last min- 
ute changes sometimes occasion minor adjustments in the tax due from 
the time the deposit of the full amount of the tax as determined is 
made on or before the 80th day of the month following the end of a 
calendar quarter and the time the return may be timely filed on or 
before the 10th day of the second month following the period for 
which it is made. 

4. Therefore, if an employer, after the 80th day of the month fol- 
lowing the calendar quarter for which his return of income withhold- 
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ing tax is made, ascertains a slight error in his computation of the 
amount of tax due and when filing his return on or before the 10th 
day of the second month following such quarter accompanies the 
return and depositary receipts with a check covering the minor adjust- 
ment, no penalty for delinquent filing will be asserted. 

SECTION 16, ')8. — RECEIPTS FOR EMPLOYELi'S 

REGULATIO'xs 116, SFcrioN 405. 501: Receipts 
for tax withheld at source on w;iges. 

Rev. Rul. 54-32 

Form 47 —, Withholdin, " „Tax Statement for 1054 — Itules for the 
nninufacture of substitutes. 

1. Reproductions of the ofFicial Form AV — 2 may be made by em- 
ployers and printers ivho so desire. If any empioyer does not desire 
to use reproductions of these forms, however, substitutes may be pri- 
vately printed with sliglit variations of format, and used without 
specific approval of the Internal Revenue Service if the following 
conditions are met: 

(a) Arrangement of assembly: Except as provided in section (e), 
the parts in the asse!ably shall be arranged as follows: Copy A, "For 
District Director"; Copy B, "For Employee's Tax Return"; Copy C, 
"For Employee's Records"; Copy D, "For Employer. " All references 
to the various parts shall be to "Copy A, " "Copy B, " "Copy C, " and 
nCopy D 7) 

(5) Color and giiahfy of inle and paper: Brown ink on white paper, 
both of quality as good as that used by the Government; the paper to 
be of substantially the same weight and texture as that used in the 
oNcial form, which is printed on substance o«2 paper. 

(c) Typography: Type to be not smaller tlian the corresponding 
type on the official form and, as nearly as possible, of the same font. 

(d) Format and data: The substitute forms to provide the same 
spaces as the oScial form for reporting wages paid and taxes with- 
held. Payroll deductions other than those required to be reported 
on the form may not be sliown on Copies A and B. No deviation from 
the instructions on either the front or back of Copies A, B, or C will be 
perrnittecl. 

(e) Additional copies: Additional copies may be prepared for the 
use of employers in connection with taxes or deductions other than 
Federal income tax and Feder;il Insurance Contributions Act taxes. 
Such additional copies shall not be placed ahead of Copy C in the 
assembly except that if a copy for a State or local taxing authority is 
prepared, it may be placed in the third position in the assembly for 
better legibility. 

(f) Dimensions: The oScial form is 8 inches wide by 8!/a inclies 
deep, exclusive of a ~/z inch snap stub on the left side of the form. The 
substitute forms muy vary in width from 7 inches to 8 inches, and in 
depth from 8t/6 inches to 8~/2 inches. The snap feiiture is not required 
on substitutes. 

(g) Carbonized forms or "spot carbons": Not permissible. Inter- 
leaved carbon, if used, to be of good quality to preclude smudging 
and, preferably, black. 
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(h) The Government Printing Offcce 8ymbo/: To be omitted. 
(i) special identification: Copy B must show the full-face dots, ar- 

ranged vertically on the upper right side. 
2. The official form is designed for mailing in a standard window 

envelope. This feature will be found desirable in most of the privately 
printed substitutes. In any rearrangement of the spaces for wage 
information, the block headed "SocIAI. SKOIIRITv INEOP~IATIONn must 
be to the left or above the block headed "INOOMK TAx INEOIIMATION. u 

3. It is important that a space at least, I/4-inch deep be provided at 
the top of tlie blocks containing the notices to the employer and the 
employee. 

4. Copy D is included in the O%cial assembly for the convenience 
of the einployer. Altliough there is no requirement that privately 
printed substitute forms include Copy D, employers may find it desira- 
ble to make and retain such copy. 

5. Approval of proposed substitute forms which do not meet the 
conditions stated above should be requested by letter, addressed to the 
Commissioner of Internal Revenue, Attention: 0: C: CA. , Wash- 
ington 25, D. C. , accompanied by a sample or rough draft copy of the 
pr~oposed substitute. 

REGIILATICNs 120, SEGTIQN 406. 501: Receipts 
for tax withheld at source on wages. 

Use and reproduction by State and local Governments of Perm 
W — 2, Withholding Statements. 

Circular 2200, C. B. 1051 — 2, 104, and Revenue Ruling 54 — 32, page 
225, this Bulletin amended. 

SKcTION 1. PURPCSK. 

The purpose of this Revenue Ruling is to prescribe certain require- 
ments governing the private printing of substitutes for Form W — 2 for 
1954 for the use of State and local Governments, and the use of OKcial 
Forms O' — 2 for 1954. 

SEc. 2. BAOKGRQUND. 

If the Glacial Form W — 2 for 1954, or a substitute therefor which 
meets the requirements and specifications set forth in Revenue Ruling 
54 — 43, page 225, this Bulletin, is used by an employer to show Federal 
income tax withholding information in the case of an employee with 
wages and employee contributions under a State-Federal agreement 
pursuant to section 218 of the Social Security Act, added by section 
106 of the Social Security Act Amendments of 1950, no objection will 
be interposed by the Internal Revenue Service to the employer enter- 
ing the amounts of such wages and contributions in the spaces pro- 
vided for Federal Insurance Contributions Act wages and Federal In- 
surance Contributions Act employee tax. Before niaking these entries, 
however, the employer should determine whether or not such action 
will be satisfactory to the particular State involved. Objection 
thereto may be raised in those States which permit an employee to 
deduct Federal Insurance Contributions Act employee tax in comput- 
ing his State income tax, but which do not permit a similar deduction 
for Old-Age and Survivors' Insurance contributions made pursuant to 
section 218, 
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SEc. 3. Usz or SUnsT&TvTK Foa»rs. 
. 01 Fmployers, with employees covered for Ol&l-Age and Survi- 

vors' Insurance purposes by agreement under section 218, who desire 
to report on Form lV — 2 not only the required Federal income tax in- 
formation, but also information concerning employee contributions 
withheld and wages paid within the meaning of a State-Federal agree- 
ment under section 218, may use substitutes for Form W-2 for 1054 
xvithout obtaining specific approval of the Internal R. venue Se& vice 
provided such substitutes &neet the requirements staled in Revenue Rul- 
ing 54 — 32', supra, and provided further that the following chan«es are 
made: 

(1) Substitute "OLD-AGE AND SURVlVORS' INSUR- 
ANCE UNDL~'R STATE-I'EDERAI AGREEMENTS" for the 
headin«, "SOCIAL SECURITY INFORMATION (Federal 
Insura lice Con t a&but & 0 us A c t ) 

(2) Substitute "Total O. A. S. I. Wages (before payroll deduc- 
tions) paid in 1954" and "O. A. S. I. employee contributions with- 
held, if any" for the captions, "Total F. I. C. A. Wages (before 
pay& oil deductions) paid in 1054" and "F. I. C. A. . employee tax 
withheld, if any", 

(3) Change the first sentence of the Notice to Employee, on 
Copy 8, to read, "(1) Social Security Wages — If your wages were 
subject to O. A. S. L contributions, but are not shown, your 
O. A. S. I. vvages are the same as wages shown under 'INCOME 
TAX INFORMATION', but not more than $3, 000. " 

(4) Change the first and second sentences of the Notice to 
Employee, on Copy C, to read, "If your vvages were subject to 
O. A. S. I. contributions, but are not showr&, your O. A. S. I. 
wages are the san&e as wages shown under 'INCOME TAX IN- 
FORMATION', but not more than $3, 000. Your O. A. S. I. 
account is credited with wages subject to O. A. S. I. contributions. " 

(5) The instructions appearing on the back of Copy A may be 
omitted. If not omitted, the phrase "Old-Age and Survivors' 
Insurance" shall be substituted for "the Federal Insurance Con- 
tributions Act"; "O. A. S. I. " shall be substituted for "F. I. C. A. "; 
and "employee contribution" shall be substituted for "employee 
tax" wherever they appear in the instructions. 

. 02 In cases where State and local Government employees are not 
covered under the social security program and the taxes under the 
Federal Insurance Contributions Act do not apply to their wages, 
the employer may use substitutes for Form W-2 for 1954 without, 
obtaining specific approval of the Internal Revenue Service, provided 
such substitutes meet the requirements stated in Revenue Ruling 
54-32, s&jpra, and provided further that the following changes are 
made: 

(1) The entire block headed "SOCIAL SECURITY INFOR- 
MATION (Federal Insurance Contributions Act)" should l&e 

deleted. 
(2) The first sentence of the Notice to Employee on Copy 0, 

and the first two sentences of such notice on Copy C, should be 
deleted. 

(3) The instructions appearing on the back of Copy A may 
be omitted. If not omitted, subparagraphs (b) and (c) of para- 
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graph 2 shall be deleted, and subparagraphs (d), (e), and (f) 
shall be redesignated as (b), (c), and (d). 

SEC. 4. EFI"ECT ON OTIIER DOCUMENTS. 

This ruling amends Circular 2299, C. B. 1951-2, 194, and Revenue 
Ruling 54 — 32, page 225, this Bulletin. 

CHAPTER 9A. — WAR TAX AND WAR TAX RATES 

SECTION 1657. — FLOOR STOCKS REFUNDS ON ELECTRIC 
LIGHT BULBS 

REGULATIQNs 46& SEcTIQN 316. 204a: Credits or refunds T. D. 6072 
of tax on floor stocks of electric light bulbs, refrigera- 
tors, and appliances. 

(Also Section 3416. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 316. — 

EXCISE TAXES ON SALES BY THE MANUFACTURER 

Credits or refunds of tax on floor stocks of electric light bulbs 
and tubes, refrigerators, quick-freeze units, refrigerating and freez- 
ing apparatus, and electric, gas, and oil appliances. 

TREASURY DEPARTMENT& 
OFFICE OF COMMISSIONER OF INTERNAL REVE~NUE, 

8'ashington 85, D. C. 
To Ojgcers and Eznp'toyees of the Interna/ Eevenve Service and Others 

Concerned: 
In order to conform Regulations 46, 1940 Edition (26 CFR, pt. 316), 

relating to excise taxes on sales by the manufacturer under subchapter 
A of chapter 29 of the Internal Revenue Code, to section 1657 of the 
Internal Revenue Code, as amended by section 504(c) of the Excise 
Tax Reduction Act of 1954 (Public Law 324, 83d Cong. , approved 
March 31, 1954), and to section 3416 of the Internal Revenue Code, as 
added by section 305(b) of the Excise Tax Reduction Act of 1954, 
such regulations are amended as follows: 

PARAGRAPH 1. There is inserted immediately following section 
316. 204 the following: 

SL&'C. 504. TECHNICAL AMENDMENTS (EXCISE TAX REDUCTION 
ACT OF 1954, Al'PROVED bIARCH 31, 1954). 

(b) RArz Rsovcrrow DArE. — Section 1659 (relating to definition of 
"rate reduction date") is hereby amended to read as follows: 

"SEC. 1659. DEFINITION OF 'RATE REDUCTION DATE', 
"For the purposes of this chapter [secs. 1050 — 1659, incl. ] the term 

'rate reduction date' means April 1, 1954. " 

SKC. 1657. FLOOR STOCKS REFUNDS ON EI. KCTRIC LIGHT 
BULBS (AS AMENDI&. 'D BY SECTION 504(c), EXCISE TAX RE- 
DUCTION ACT OF 1954, APPROVED bIARCH 31, 1954). 

(a) IN GENERAL. — With respect to any article upon which tax is 
imposed under section 3406(a) (10), upon which internal revenue tax at 
the rate prescribed in section 1650 has been paid, and which, on the rate 
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reduction date is held by any person and intended for sale, or for use 
in the manufacture or production of any article intended for sale, there 
shall be credited or refunded to the Inanufacturer or producer of such 
article (without interest), subject to such re "ulations as Inay be pre- 
scribed by the Commissioner with the approval of the Secretary, au 
amount equal to so much of the difference between the tax so paid and 
the tax that would have beeu paid if the applicable rate had been 10 per 
centunl, as has been paid by such manufacturer or producer to such per- 
son as reilubursement for the tax reduction on such articles, if claim for 
such credit or refund is filed with the Colnmissioner prior to August 1, 
1!), &4, based upon a request for reimbursement subruitted by such person 
to the nlanufacturer or producer of such article prior to July 1, 1054. 

(b) LIMITATIoNs oN ELIBIBILITY Foa CREDIT oR 1(EFUND. — No p«l'son 
shall be entitled to credit or refund uuder subsection (a) unless he h;ls 
in his possession such evidence of the inventories with respect to which 
he has made the reinlbursements described in subsection (a) as the 
regulations under subsection (a) prescribe. 

(c) All provisions of law, including penalties, applicable in respect 
of the tax inrposed under section 8406(a) (10) slrall, insofar as appli- 
cable and not inconsistent with this section, be applicable in respect of 
the credits and refunds provided for in this section to the same extent 
as if such credits or refunds constituted credit' or refunds of such taxes. 

SEC. 805. REDUCTION OF TAX ON REFRIGERATOICS AND QUICK- 
FREFZFi UNITS AND (&N kiIiECTRIC, ()AS AND OIL HOUSE 
HOI. D APPLIAN('. ES (LFXCISE TAX ltEDUCTION ACT Ok' 1954, 
APPROVED AIARCH 81, 1954). 

(b) FLooB STocKs REFCND. — Subchapter A of chapter 29 (relating to 
manufacturers' excise taxes) is hereby amended by adding at the end 
thereof a new section as follows: 

"SEC. 8416. FLOOR STOCKS REFUND ON REFRIGERATOIIS, 
QUICK-I'REEZE UNITS, AND ELECTRIC, GAS, AND 01L 
HOUSEIJOLD APPLIANCES. 

"(a) IN GENEBAI. . — Where before April 1, 1954, any article subject 
to the tax iluposed by section 8405(a), section 8405(b), or section 
8406(a) (8) has been sold by the lnanufacturer, producer, or importer, 
and on such date is held by a dealer and has not been used and is 
intended for sale, there shall be credited or refunded (without interest) 
to the manufacturer, producer, or importer an amount equal to the differ- 
ence between the tax paid by such manufacturer, producer, or importer, 
on his sale of the article and the tax made applicable to such article 
on and after April I, 1954, if such manufacturer, producer, or importer— 

"(1) has paid such amount as reimburselnent to the dealer who 
held such article on April 1, 1954; and 

"(2) files claim for such credit or refund before August 1, 19, &4. 

"(b) DEFINITIoN oF DEAI EB. — As used in this section, the term 
'dealer' includes a wholesaler, jobber, distributor, or retailer. For the 
purposes of this section, an article shall be considered as 'held by a 
dealer' if title thereto has passed to such dealer ( whether or not delivery 
to him has been made), and if for purposes of consumption title to such 
article or possession thereof has not at any time been transferred to 
any person other than a dealer. 

"(c) LIMITATION oN ELICIBILITT. — No person shall he entitled to credit 
or refund under this section unless he has in his possession such evidence 
of the inventories with respect to which he has made the reimbursements 
described in subsection (a) as may be required by regulations pre- 
scribed under this section. 

"(d) PENAL11Es AND ADMINIsTBATIVE PBocEl&UREs. — All provisions of 
law, including penalties, applicable in respect of the taxes imposed 
under sections 8405(a), 8405(b), and 8400(a) (8) shall, insofar as appli- 
cable and not inconsistent with this section, be applicable in respect of 
the credits and refunds provided for in this section to the salue extent 
as if such credits or refuuds constituted credits or refunds of su«h 
taxes. " 
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SEC. 316. 204a. CREDITs CR REFUNDS oF Tax CN FL008 STocKS oF ELEGTRIc LIGHT 
BUIDS, REFRIGEKKTOBs, AND APPLI&INOEB. — (a) In genera/. — This section pre- 
scribes the regulations applicable with respect to claims for refund or credit 
of tax on floor stocks by— 

(1) manufacturers or producers of electric light bulbs or tubes (taxable 
under section 8406(a) (10) of the Internal Revenue Code), provided for 
under section 1657 of the Code, as amended by section 504(c) of the Excise 
Tax Reduction Act of 1954, and 

(2) manufacturers, producers, or importers of refrigerators, quick-freeze 
units, or refrigerating and freezing apparatus (taxable under section 8405 
(a) and (9) of the Code, or electric, gas, or oil appliances (taxable under 
section 8406(a) (8) of the Code), provided for under section 8416 of the 
Code, as added by section 805(b) of the Excise Tax Reduction Act of 1954. 

(b) Definitions. — As used hereinafter in this section— 
(1) The term "electric light bulb" means any electric light bulb or tube 

described in and taxable under section 8406(a) (10) of the Code (including 
in each case parts or accessories of such article sold on or in connection 
therewith, or with the sale thereof). (See section 816. 180 of the regula- 
tions in this part. ) 

(2) The term "refrigerator" means any household type refrigerator, 
household type unit for the quick freezing or frozen storage of foods, or 
combination of such household type refrigerator and unit, described in and 
taxable under section 3405(a) of the Code, and any "refrigerator com- 
ponent" described in and taxable under section 8405(b) of the Code (includ- 
ing in each case parts or accessories therefor sold on or in connection with 
the sale thereof). (See sections 316. 70(c) and 816. 71(c) of the regulations 
i'n this part. ) 

(8) The term "appliance" means any electric, gas, or oil appliar. ce de- 
scribed in and taxable under section 8406(a) (8) of the Code (including in 
each ease parts or accessories of such article sold on or in connection there- 
with, or with the sale thereof), (See section 816. 110(b) of the regulations 
in this part. ) 

(4) The term "floor stocks" means- 
(i) in the case of refrigerators and appliances, any such article 

which on April 1, 1954, is held by a dealer and which on such date has 
not been used (that is, title to such article or possession thereof has 
not at any time been transferred for purposes of consumption to any 
person other than a dealer) and is intended for sale; and 

(ii) in the ease of electric light bulbs, any such article which on 
April 1, 1954, is held by any person and intended for sale, or for use in 
the manufacture or production of any article intended for sale. 

(5) The term "holder" or "dealer" means any wholesaler, jobber, dis- 
tributor, or retailer holding floor stocks intended for sale, as well as any 
person holding iioor stocks of electric light bulbs for use in the manufacture 
of another article intended for sale. 

(6) The term "old rate" means the tax rate in eifect prior to April 1, 1954. 
(7) The term "new rate" means the tax rate in effect on and after April 1, 

1954. 
(c) Refund or credit. — Any manufacturer or producer of electric light bulbs 

and any manufacturer, producer, or importer of refrigerators or appliances 
may claim a refund or credit in an amount ei. ual to the difference between the 
tax paid by him at the rate applicable at the time he sold such articles (in the 
case of electric light bulbs 20 percent and in the case of refrigerators and ap- 
pliances 10 percent) and the tax at the rate which Ivould have been applicable 
had he sold such articles on or after April 1, 1954 (in the ease of electric light 
bulbs 10 percent and in the ease of refrigerators and appliances 5 percent), 
subject to the terms and conditions set forth in this section. An importer of 
electric light bulbs is not eligible for a refund or credit under this section. 

( () BII»is for refund or credit. — The claim for refund or credit shall apply 
only with respect to floor stocks held on April 1, 1954, by a holder. Electric 
light bulbs, refrigerators, or appliances in transit st the first moment of April 1, 
19;&4, shall be regarded as being held by the person to whom shipped; except 
where title to such articles does not pass until delivered to the consignee, in 
which case they shall be deemed to be held by the shipper. 

(e) Limitation on amount of refund or credit. — The amount to be refunded 
or credited under this section shall in no ease exceed the amount which the 
manufacturer, producer, or importer has paid to the holders as reimbursement 
for the tax reduction on the articles sold by him to such holders. 
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(f) Ti»ie and place for filin claim for refund or credit. — (1) I'. efund. — A claim 
for refund shall be ffled on Form 848 before August 1, 1!)5), with tlie E)istrict 
Director of Internal Revenue for the district in which is located the claimant's 
principal place of business. The claim shall contain a statenient that the 
amount claimed has not and will not be taken as a credit a "ainst tax. Since 
the offices of the District Directors are closed on Staturday, July 31, 1!)54, a 
claim for refund, to be considered as timely filed, must be received in the office 
of the District Director not later than Friday, July 80, 1954. 

(2) Credit. — A claim for credit against tax due shall be taken on the ap)&ro- 
priate tax return filed with the district director of internal revenue before 
August 1, 19 &4. Since the offices of the District Directors are closed on Saturday, 
July 81, 1954, a claim for credit, , to be considered as timely filed, must be claiined 
on a return received in the office of the proper District Director not later than 
Friday, Julr 80, 1954. A credit iigainst tax due may be taken on the tax return, 
Form 720, flie on or before July 80, 1954, by the claimant for the quarter covering 
the months of April, M;iy, and June 1954. If a monthly return is filed, the 
credit may be tal-en on the return for a month not later than June 1954, if such 
return is filed on or before July 80, 11)54. However, reimbursements actually 
made to holders during April 1954 may be taken as a credit on the return covering 
January, February, and biarch 1954, or on the return for the month of 5Iarch 
1954, if the return is filed monthly, provided the credit is timely claimed. The 
return on which the credit is taken must have attached a statement that a 
refund claim has not and will not be filed covering the amount taken as a credit. 
Any amount claimed under this section may be taken as a credit on the required 
tax return even though the amount of the credit is in excess of the total tax 
liability shown on such return. In such case, the entire amount of the credit 
not previously claimed must be shown on the return, but the amount in excess 
of the total tax liability shown on such return will be processed as if it were 
a claim for refund filed on Form 848 (as provided in subparagraph (1) of this 
paragraph). For example, if the tax return for the second quarter (covering 
the months of April, May, and June, 1954, and filed on or before July 30, 1954) 
shows a total tax liability of, $40, 000 and a claimant has reimbursed holders 
to the extent of $100, 000 during that quarter, the claimant may claim a credit 
on that return in the full amount of $100, 000 but the amount in excess of the 
total tax liability shown on such return ($60, 000) will be processed as if such 
excess had been claimed as a refund on Form 848. A clair»ant who is require:, 1 

to make monthly deposits with a Federal Eteserve Bank may reduce his monthly 
liability by the total reimbursements made by him to holders during that month. 
However, it should be noted that the mere reduction of the monthly liability 
in such case is not a filing of a claim for credit within the meaning of this 
section. AVhere reiinbursements are made to holders during the month of July 
1954, the liability for such month should not be reduced by the total of such 
reimbursements. The amount of such July 1954 reimbursements may be claime, l 
as a credit on the return covering April, EIay, and June 1954, or on the return 
for the month of June 1954, if the return is filed monthly, or as a refund on 
Form 843, if such return or claim is filed on or before July 80, 1954. 

(g) Statement to be attached to claim for refund or credit. — Every person 
filing a claim for refund on I'orm 848 or a claim for credit on Form 720 must 
attach to such form a statement to the effect that (1) he has paid tax on the 
articles covered by his claim at the rate in effect at the time such articles were 
sold by him, (2) he has in his possession and available for inspection by internal 
revenue oificers at his principal place of business the evidence with respect to the 
inventories required by paragraph (h) of this section, (8) he has actually re- 
imbursed all holders of such inventories prior to the date of the filing of his claiin, 
(4) the amount of his claim does not exceed the amount that he bas paid to 
the holders as reimbursement, and (5) in the case of claims covering electric 
Eight bulbs and tubes, he has made reimbursement to holders only on the basis 
of requests for such reimbursement received by him prior to July 1, 1954. 

(h) Eridence required, to support a claini for refund or credit. — (1) In gcn; 
era/. — Every person filing a claim for refund or credit under the provisions of 
this section must support such claim by having in his possession and available 
for inspection by internal revenue officers ai. his principal place of business for 
at least a period of 4 years from the date of filing of such claim evidence showing 
the following: 

(i) Inrentories — (a) Electric light bulbs. — The total inventory of all 
electric light bulbs, by types and sizes, sold tax-paid and held as floor stocks 
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by the holders thereof as of 12: 01 a. m. April 1, 1054, and intended for sale, 
or for use in the manufacture of another article intended for sale. 

(b) ttefriyerators and appliances. — The total inventory of all refrigerators 
and appliances sold tax-paid and held as floor stocks on 12: 01 a. m. April 1, 
1054, and intended for sale. The inventory shall show the model number 
of each article and the quantity of each model. 

(c) 1tems inctadibte in incentories. — There may be included in such inven- 
tories all refrigerators, appliances, or «lectric light bulbs held as fioor stocks 
on 12: 01 a. m. April 1, 1954, and intended for sale, and in the case of electric 
light bulbs also those electric light bulbs intended for use in the further 
manufacture of another article. The following are some items which shall 
not be included in such inventories: 

(1) refrigerators, appliances, or electric light bulbs purchased by 
the holder as a component part of, or on, or in connection with, another 
article; 

(2) refrigerators, appliances, or electric light bulbs purchased tax- 
free by the holder; 

(3) refrigerators, appliances, or electric light bulbs previously sold 
by a holder to a purchaser for use and thereafter repossessed; and 

($) electric light bulb on which tax was paid by an importer on his 
sales thereof. 

The effect of this subdivision may be illustrated by the following examples: 
Ea'ample (1). A holder of refrigerators on April 1, 1054, hss mortgaged 

a portion of his stock as security for a loan. Since in this instance the 
holder retains possession but may have transferred title to the lender for a 
purpose other than consumption, the refrigerators may be included in the 
holder's inventory. 

Eaample (9). A holder purchased a lighting fixture in which a fluorescent 
tube was attached as a component part and also purchased a tube and a 
lighting fixture as a unit but the tube and the fixture were not attached to 
each other. In both instances the tube is not to be included in the inventory. 

Example (8). A building contractor on April 1, 1054, has title and 
possession of refrigerators and garbage disposal units which he intends 
to install in apartments he is in the process of constructing or which he may 
construct in the future. These articles are not includible in the inventory 
since the contractor is not holding such articles for sale on April 1, 1954. 

Example (tt). A trailer manufacturer on April 1, 1954, has title to, and 
possession of, refrigerators which he intends to install in trailers he is manu- 
facturing or which he intends to manufacture. These refrigerators are not 
includible in the inventory since the trailer manufacturer is not holding them 
for sale on April 1, 1954. 

Example (5). A holder has on hand on April 1, 1954, several refrigerat- 
ing components purchased tax-paid which he intends to use in the manu- 
facture of another article. These components are not includible in the 
inventory since they are not held and intended for sale as such. 

(ii) Other ectdence required. — In addition to the evidence required under 
subdivision (i) of this subparagraph, the evidence available for inspection 
should also show (a) the name and address of each hoMer of such inven- 
tories, (b) the quantities of articles held by each such holder, (c) the total 
tax paid by the claimant on such inventories, and (d) the total tax 
which the claimant would have paid on such inventories had he computed 
his tax at the new rate. The total tax paid on tbe inventory should reflect 
the actual tax paid on each article included in such inventory, determined 
in accordance with section 316. 8 and by making adjustments for any retro- 
active price changes granted to holders prior to any reimbursement made to 
such holders in accordance with this section. Where it is impracticable to 
ascertain the actual tax paid on each article, the claimant may determine the 
total tax paid on the basis of any other method acceptable to the Internal 
Revenue Service, provided that the use of such method does not result in an 
amount in excess of the aggregate tax actually paid on the articles included 
in the inventory. All requests for ayproval of a method of determining the 
total tax paid shall be submitted to the office of the District Director of 
Internal Revenue with whom the claimant will file his claim for refund or 
credit in sufiicient time to permit such method to be approved or disapproved 
prior to the filing of the claim. The same basis for determining the total 
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tax paid should be used in determining the tax which would have been paid 
under the neiv rate. Where the total tax paid is deterruined on a basis 
other than the actual tax paid on each article, the basis on whi h tax is 
computed on each article must be determined in accordance with the pro- 
visions of section 316. 8. 

(iii) Proof of reimbrrrsement to holders. — (a) In general. — Each clairuant 
must have in his possession satisfactory evidence showing that each holder 
of articles on which a refund or credit is claimed under this section has 
with respect to such articles held by him on April 1, 1954, been properly 
reimbursed anil th:rt such reimburseruent was actually made prior to the 
time the claim for refund or credit is filed. The reirnbursenient may be 
made directlv to the holder by the manufacturer or by the manufacturer's 
authorized agent or represei!tative. Reirubursement may also be made 
to the holder's agent or representative authorized by birn to receive such 
reimbursement. Where a manufacturer through his agent or representative 
reimburses a holder tbe evidence must show that the holder actually received 
such reimbursement. Where a holder authorizes the manufacturer to reim- 
burse him through the holder's agent, evidence showing reimbursement to 
such agent by the manufacturer will be accepted as proof of actual reim- 
bursement to the bolder. Reirubursement shall be made, at the holder's 
option, in cash, other merchandise, or by credit to the holder's account. In 
the ease of credit the amount of the reinibursement may not be in excess of 
the amount shovvn as the debit balance of the holder's account payable 
at the time the reimbursenient is made. For example, if Company A reim- 
burses Holder B through Distributor C in an aniount of $50 on June 1, 
1954, and Holder B owes Distributor C $25 on that date, Holder B may be 
credited in his account payable only in the amount of $25, and the balance 
of $25 must be paid to Holder B in cash or merchandise. 

(b) Spechrl limitation on reimbirrsement to holders of electric light 
bulbs. — A manufacturer or producer claiming refund or credit with respect 
to the tax on floor stocks of electric light bulbs must have satisfactory 
evidence showing that each holder of such bulbs requested reimbursement 
prior to July 1, 1054. Requests for reimbursements received on or after 
July 1, 1954, will result in the disallowance of that portion of the claim 
for refund or credit attributable to such requests. 

(i) Interest. — No interest shall be allowed with respect to any amount of tax 
refunded or credited under the provisions of this section. 

(j) Effect on claims filed under section 816. 20/n — Claims for refund or credit 
with respect to returned sales, sales for export, sales to States, etc. , and sales 
for exempt uses, author. zed under section 3443(a) of the Internal Revenue 
Code and provided for under section 316. 204, filed with respect to articles sold 
by a claimant prior to April 1, 1954, shall be based on the rate of tax in effect 
on and after April 1, 1954; except where the claimant submits proper evidence 
showing that such articles were not covered by a claim for refund or credit of 
tax on floor stocks provided for under this section, and in such case the claim 
for refund or credit filed pursuant to the provisions of section 316. 204 shall be 
based on the rate of tax in effect prior to April 1, li!54. 

PAR. 2. This Treasury Decision shall be efl'ective on April 1, 1954. 
Because this Treasury Decision applies to electric light bulbs, 

refrigerators, and appliances held on April 1, 1954, and prescribes the 
procedures respecting the filing of claims before Autmst 1, 1954, for 
refund or credit of tax on floor stocks of such articles, it is hereby 
found that it is inipracticable 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 
e6'ective date limitation of section 4(c) of said act. 

(This Treasury Decision is issued pursiiant to the authority con- 
tained in secs. 1657 (59 Stat. 575; 68 Stat. 42), M16 (68 Stat. 40), 
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8450 (58 Stat. 419), 3791 (58 Stat. 467) of the Internal Revenue 
Code (26 U. S. C. 1657, 8416, 3450, and 8791). ) 

T. COLEMAN ANDREWS~ 
Commissioner of 1nterna/ Revenue. 

Approved June 8, 1954. 
M. 13. For. soM, 

Acting 8ecretary of the Treasury. 
(Filed with the Division of the Federal Register June 4, 1954, 8: M a, m. ) 

Rev. Rul. 54 — 289 REOULATIoNs 46) SEOTION 816. 204a: Credits or 
refunds of tax on floor stocks of electric 
light bulbs. refrigerators, and appliances. 

(Also section 8416. ) 
In applying the floor stocks tax refund or credit provisions of the 

Fxcise Tax Reduction Act of 1954 (Public Law 824, 88d Cong. , ap- 
proved March 81, 1954), paoe 848, this E3ulletin, v ith respect to floor 
stocks of electric light bulbs and tubes, refrigerators, and appliances 
held on April 1, 1954, the 4-year statute of limitations contained in 
section 8818 of the Internal Revenue Code is not applicable. 

CHAPTER 10. — ADMISSIONS AND DUES 

SUBCHAPTER A. — ADMISSIONS 

SECTION 1700. — TAX 

REOULATIONS 48& SECTION 101. 2: Meaning of 
"a dmissions. " Rev. Rul. 54 — 7 

Persons are admitted to certain areas of a dam without payment of 
any charge. However, persons who take a guided tour for which a 
fee is charged are admitted to areas of the dam and to a powerhouse 
to which persons who do not take the tour are not admitted. The 
proceeds from the tour are used to compensate guides and to maintain 
tourist facilities. Iield, an amount paid for a guided tour which 
includes admission to areas to which persons who do not take the 
tour are not admitted constitutes an amount paid for admission and 
is subject to the tax imposed under section 1700(a) of the Internal 
Revenue Code. The tax applies even though the proceeds from the 
tour are used to compensate guides and to maintain tourist facilities. 
However, an amount paid for a tour of areas to which anyone may be 
admitted free of charge is not considered an amount paid for admis- 
sion and is not subject to tax. 

RFcULATIoNs 48, SEOTIoN 101. 2: Meaning of Rev. Rul. 54 — 22 
"ad& n i ssi on. " 

Tax on admissions imposed by section 1700(a) of the Internal 
Revenue Code applies to an amount paid for an exchange ticket 
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when sold for an amount equal to the minimum admission charge, 
exclusive of tax, even thou "h such ticket may be exchanged for 
hi&"her priced accommodations for which an additional payment is 
necessary. If an exchange ticket is sold for a lesser amount than 
the minimum admission charge, exclusive of the tax, and admission 
cannot be gained except by payment of an additional charge, the 
amount paid for the exchan&"e ticket is not subject to tax until or 
unless such ticket is exchanged for a ticket of admission, at which 
time the tax attaches to the total amount paid for the exchange 
ticlret and the additional charge. 

Advice is requested concerning the application of tax on admissions 
imposed by sectir n 1700(a) of the Internal Revenue Code to amounts 
paid for exchange tickets. 

In the instant case M Corporation, which produces and manages a 
traveling show engages organizations in colnmunities v here perForm- 
ances are scheduled to conduct advance sales of exchange tickets. The 
exchange tickets are sold for $1 each of which amount 50 cents is 
retained by the organization selling the ticket and the remaining 50 
cents is turned over to the M Corporation. The exchange tickets "re 
redeemable at the box oQice for general admission tickets for the show 
or may be applied toward the purchase of reserve seats. 

Section 1700(a) of the Code imposes a tax on the amount paid for 
admission to any place and applies to the amount which must be paid 
in order to gain admission to a place and not to the admission itselPf. 

It is held that where an exchange ticket is sold for an amount equal 
to the minimum admission charge, excluding the tax, the amount paid 
for such exchan«e ticket constitutes a payment for admission and the 
tax attaches at t e time such payment is made, even though the ticket 
may be exchanged at the box ofhce for higher priced acccmmodations 
for which an additional payment is necessary. On the other hand, if 
an exchange ticket is sold for a lesser amount than the minimum ad- 
mission charge, excluding the tax, so that admission cannot be gained 
except by payment of an additional amount, the amount paid for the 
exchange ticket does not constitute an amount paid for admission and 
the tax does not apply thereto unless and until such ticket, together w'. th 
the amount of the additional charge, is presented at the box oAice, at 
which time the tax attaches to the total amount paid for the exchaiige 
ticket and the additional charge. 

Accordingly. since the tickets sold by the organizations engaged by 
the M Corporation may be exchanged for general admission tickets 
to the show without payment of an additional charge, the tax attaches 
at the time the payment of one dollar is made to the organizations by 
the purchasers of the exchange tickets. In the event such tickets 
are exchanged for higher priced accommodations the tax attaches to 
the additional amount paid at the time of payment at the box o%ce. 

YVhere an exchange ticket is sold under circumstances that a tax 
is due at the time of sale, the tax should be collected by the organiza- 
tion and remitted to the corporation who is actually liable for the col- 
lection and return of the tax to the Government. 

The exemption from the collection of tax on admissions provided by 
section 1701 of the Code with respect to certain classes of organiza- 
tions described therein, do. , s not apply where, as in this case, all the 
proceeds do not inure exclusively to tlie benefit of such organizations. 
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RKGULATIGNS 43, SrcrloN 101. 14: Scope of tax. Rev. Rul, 54 — 911 

The operation of a television set in a restaurant, bar or similar 
establishment does not, in itself result in liability for the cabaret tax 
imposed by section 1700(e) of the Internal Revenue Code. Accord- 
ingly, amounts paid for food, beverages, or merchandise in an estab- 
lishment which does not otherwise qualify as a cabaret will not be 
subjected to such tax by reason of the operation of a television set 
therein. 

SECTIOX 1701. — EXEMPTIOXS FROM TA. X 

REGULATIGNS 48, SzUrloN 101. 15: Exemptions Rev. Rul. 54 — 28 
from tax. 

Where a rodeo is conducted by an educational institution which 
qualifies for exemption from admissions tax, riders competing in the 
rodeo for prize Inoney under an arrangement with the educational 
institution whereby the prize money is derived from the entry fees paid 
by the riders are professional performers within the meaning of sec- 
tion 1701(a) (2) (C) of the Internal Pevenue Code, and the prize money 
paid to the performers is compensation within the meaning of that 
section. Since the exemption from tax on admissions provided by sec- 
tion 1701 of the Code does not apply to admissions where rodeo per- 
formers participate for compensation, the charge for admission to the 
rodeo, even though conducted by an exempt educational institution, is 
subject to the tax on admissions. For this purpose, "participating for 
compensation" means performing for payment whether such payment 
is received from the admission proceeds or from some other source. 

RKGULATIGNs 43' SEUTIGN 101. 15: Exemptions 
from tax. 

Rev. Rul. 54-24 

The activities of a language group are considered to be a part 
of the services otrered by an educational institution which qualifies 
for exemption from the tax on admissions under section 1701(a) (1)- 
(A) (ii) of the Internal Revenue Code. Yroceeds from admissions 
to an affair conducted by the educational institution which inure 
to the benefit of the language group inure in eifect to the educational 
institution and are not subject to the tax on admissions imposed by 
section 1700(a) of the Code. 

Advice is requested whether the exemption provided by section 
1701(a) (1) (A) (ii) of the Internal Revenue Code from the tax on 
admissions applies to the proceeds from an adair conducted by an 
educatIonal institution which inure to a language group. 

In the instant case, a language group maintains a house on the 
campus of an educational institution which qualifies for exemption 
under section 1701(a) (1) (A) (ii) of the Internal Revenue Code. The 
house is open to the student body of the institution. The language 

roup is a nonprofit organization. Its purpose is to furnish to the stu- 
ent body an opportunity to acquire a practical knowledge of a foreign 

language and to acquaint the students with the life and customs of the 
country in which the language is spoken. Residence or meals in the 
house, in which only the foreign language is spoken, may replace 
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credits in courses of conversation and a part of the prescribed training 
necessary for a, teacher's certificate. AVhile the language group is 
not embraced strictly within the curriculum of the educational insti- 
tution, it is maintained by the department of foreign languages of the 
institution and teachers are assigned and paid by the institution to 
aid in directing conversation in the house. 

Section 1701 of the Code provides in part as follows: 
No tax shall be levied * &' * in respect oi'— 
(a) CEI&TA1N IIKLM&ous, EuucATIONAL, oa CHARITABLE ENTEBTAINMEN'fs, Erc. — 

(1) Iiv oENEI&AL. — + &' + any admissions all the proceeds of which 
inure— 

(A) exclusively to the benefit of- 

(ii) an educational institution which is exempt under section 101(0) 
or which is an e&lucational institution of a government or political 
subdivision thereof, if such organization normally maintains a regular 
faculty and curriculum and normally has a regularly organize&1 body 
of pupils or students in attendance at the place where its educational 
activities are regularly carried on; 

if no part of the net earnings thereof inures to the benefit of any private 
stockholder or individual; 

(2) Noxzxss&rr Auxr&ssn&xs. — The exemption provided under paragraph 
(1) shall not apply in the case of admissions to (A) any athletic game 
or exhibition unless the proceeds inure exclusively to the benefit of an 
elementary or secomlary school or unless in the case of an athletic game 
between two elementary or secondary schools, the entire gross proceeds fro&n 
such game inure to the benefit of a hospital for crippled children, (R) 
wrestling matches or exhibitions, (C) carnivals, rodeos, or circuses in which 
any professional performer or operator participates for compensation, or (D) 
any motion picture exhibition. 

The exemption from the tax on admissions provided by section 
1701(a) (1) (A) (ii) of the Code, relating to educational institutions, 
extends to any organization sponsored and administered by an educa- 
tional institution as part of its educational pro~ram, and in which 
membership is open to any of the members thereof. Exalnples of such 
organizations are student governing bodies, athletic associations, 
dramatic clubs, language clubs, science clubs, and similar groups. 
See section 101. 15, Regulations 48, as amended by T. D. 6007, C. 13. 
1958-1, 412. Conversely, the exemption does not extend to or apply 
to fraternities, sororities, purely social clubs, or other such 
organizations. 

Since the activities of the language group are a part of the services 
overed by the institution, it is held that the proceeds from an aifuir 
conducted by the educational institution which inure to the language 
group inure, in eRect, to the educational institution, and are exempt 
from the tax on admissions imposed by section 1700 of the Code, 
except as otherwise provided by section 1701(a) (2) of the Code. 

RxcvLATIoNs 48, SFcTIoN 101. 15: Exemptions 
from tax. 

Rev. Rul, 54 — 46 

The exemption from tax on admissions provided by section 
1701(a) (1) of the Internal Revenue Code does not apply to charges 

615659' — 54 — 16 
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for admission to afi'airs, all the proceeds of which inure to a 
scholarship fund controlled and adtninistered by a nonexempt 
association. 

Advice is requested whether the exemption from tax on admissions 
provided by section 1701(a) (1) of the Internal Revenue Code is ap- 
plicable to charges for admission to afFairs where the proceeds inure 
to a scholarship fund controlled and administered by a nonexempt 
association. 

In the instant case, an association presents plays, all the proceeds 
of which inure to a scholarship fund. The fund is not a separate 
entity but is controlled and administered by the association as one 
of its activities and is used to provide a scholarship to an outstanding 
student of a university which qualifies f' or exemption under section 
1701(a) (1) (A) (ii) of the Code. Neither the association nor the fund 
qualifies for exemption from income tax under section 101(6) of the 
Code as an educational or charitable organization. 

Section 1701 of the Code provides in part as follows: 
SEC. 1701. KXKM('TIOXS FROM TAX. 

Xo tax shall be levied "' " * in respect of- 
(a) CEVTAIN REIIGIOUs, EDUUATIONAL, oa CHABITAtu. E ENTERTAINMENTS, ETG. — 

(1) IN GNNaaAI. . — t * " any admissions all the proceeds of which inure— 
(A) exclusively to the benefit of— 

t t 
(ii) an educational institution which is exen&pt under section 

101(6) or which is an educational instiintion of a government or 
political subdivision thereof, if such organization normally main- 
tains a regular faculty and curriculum and normally has a regu- 
larly or. anized body of pupils or students in attendance at the place 
Ivhere its educational activities are regularly carried on; 

(iii) a corporation or any communiiy chest, fund, or foundation 
organized and operated exclusively for charitable purposes, exempt 
under section 101(0), if such corporation or organization is sup- 
ported, in whole or in part, by funds contributed bv the United 
States or any State or political subdivision thereof, or is primarily 
supported by contribntions fronI the general public; 

t 
if no part of the net earnings thereof inures to tbe benefit of any private 
stockholder or individual; 

Adhere an educational institution Ivhich qualifies for exemption un- 

der section 1701(a) (1) (A) (ii) of the Code controls and administers 
a scholarship fund as part of its institutional activities, the exemp- 
tion provided by that section applies to charges for admission to 
afFairs presented by any organization all the proceeds of which inure 
to such fund. See Rev. Rul. 168, C. B. 1M3 — o, 885. However, 
the exemption provided by that section does not apply to charges for 
admission to afFairs where the proceeds of which inure to a scholar- 
ship fund which is controlled and administered by a nonexempt 
organization. 

The exemption from tax on admissions provided by section 1701(a) 
(1) (A) (iii) of the Code, with respect to organizations operated ex- 

clusively for charitable purposes, applies to charges for adlnission to 
stairs, the proceeds of which inure to a scholarship fund where the 
fund is identifiable as a separate entity organized for charitable pur- 
poses, exempt under section 101(6) of the Code, and is primarily 
supported by contributions from the general public. 
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It is held that since, in the instant case, the scholarship fund is 
controlled and administered by an association which does not qualify 
as an educational institution under section 1701(a) (1) (A) (ii) of the 
Code, the exemption provided by that section does not apply. It is 
further held that, since the scholarship fund controlled and admin- 
istered by the association is not idcntifiable as a separate entity meet- 
ing the specific requirements set forth in section 1701(a) (1) (A) (iii) 
of~the Code, the exemption provided by that section with respect to 
charitable organizations does not apply. Accordingly, the charges 
for admission to plays presented by the association, the proceeds of 
which inure to its scholarship fund are subject to the admissions tax 
imposed by section 1700 of the Code. 

REGvLATIGNs 43I SEGTIQN 101. 15: Exemptions Rev. Rul. 54 — 115 
from tax. 

II development fund was created and controlled bv an educational 
institution, exempt under section 1701(a) (1) (II) (ii) of the Internal 
Revenue Code, as the official agency for soliciting and receiving 
funds for the purpose of increasing the facilities of the institution 
for broader educational opportunities. Charges for admissions to 
an affair conducted by An alumni association the proceeds of which 
inure to the development fund inure, in effect, to the i»stitution and 
are not subject to the tax on admissions iInposed by section 1700(a) 
of the Code. 

Advice is requested whether the exemption provided by section 
1701(a) (1) (A) (ii) of the Internal Revenue Code applies to charges 
for admissions to aff'airs conducted by an alumni association, the pro- 
ceeds of which inure to a development fund created by an exempt edu- 
cational institution for the purpose indicated. 

The development fund is a nonprofit, organization created and con- 
trolled by the board of trustees of an exempt university as the Glacial 
agency for soliciting funds for the university. Its purpose is to assist 
in developing and increasing the facilities ot the university tor broader 
educational opportunities and services to its students, alumni, and 
citizens of the State by encouraging gifts of money, property, works 
of art, and the like, and to receive, hold, and administer such gifts. 
Gifts may be solicited only for purposes previously approved by the 
board of trustees of the university. The development fund is exempt 
from payment of income tax under section 101(6) as an organization 
operated exclusively for educational purposes. 

Section 1701' of the Code provides in part as follows: 
No tax shall be levied * * * in respect of- 
(a) CERTAIN RELIGIDUs, EDUOATIGNAL, oR CHARITARLE ENTERTAINMENTS, ETO. — 

(1) IN GENERAL. — ~ + * any admissions all the proceeds of which inure— 
(S) exclusively to the benefit of- 

(ii) an educational institution which is exempt under section 
101(6) or which is an educational institution of a government or 
political subdivision thereof, if such organization normally main- 
tains a regular faculty and curriculum and normally has a regularly 
organized body of pupils or students in attendance at the place where 
its educational activities are regularly carried on; 
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if no part of ihe net earnings thereof inures to the benefit of any private 
stockholder or individual; 

(2) NONEXEMPT AuMISSIONs. — The exemption provided under paragraph 
(1) shall not apply in the case of admissions to (A) any athletic garne 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, (B) wrestling matches, 
prize fights, or boxing, sparring or other pugilistic matches or exhibitions, 
((') carnivals, rodeos, or circuses in which any professional performer or 
operator participates for compensation, or (D) any motion picture exhibition. 

It is held that the charges for admission to an a8air conducted by an 
alumni association the proceeds of which are paid into the development 
fund established under the above circumstances inure, in e8ect, to the 
educational institution and are exempt from the tax on adtnissions im- 
posed by section 1700(a) of the Code, except as otherwise provided by 
section 1701(a) (2) of the Code. 

SUBCHAPTER B. — DUES 

SECTION 1710. — TAX 

REGULATI0Ns 43) SEGTmN 101. 98: Initiation 
fees. 

Rev. Rul. 54-37 

Application of the tax on initiation fees imposed by section 
1710(a) (2) of the Internal Revenue Code to fees paid to a club by 
withdrawing and incoming members with respect to the transfer 
of stock. 

Advice is requested regarding the application of the tax on initia- 
tion fees imposed by section 1710 (a) (9) of the Internal Revenue Code 
to fees paid to a club by withdrawing and incoming members with 
respect to the transfer of stock. 

Under the Internal Revenue Code, the term "initiation fees" in- 
cludes any payment, contribution, or loan, required as a condition 
precedent to membership, whether or not such payment, contribution, 
or loan is evidenced by a certificate of interest or indebtedness, or share 
of stock, and irrespective of the person or organization to whom paid, 
contributed, or loaned. 

Rev. Rul. 137, C. 8. 1958-2, 343, holds that a transfer fee re- 
quired by a club to be paid by a withdrawing member with respect to 
his sale of stock is not paid as a condition precedent to membership 
m the club and the amount of such transfer fee is not subject to tax 
on initiation fees imposed by section 1710(a) (2) of the Code. 

Section 101. 98 of Regulations 43 provides in part that in the case of 
a transfer of stock from a retiring member, the club should collect the 
tax on the amount paid by the new member for the stock as well as tax 
on any transfer fee required from the new member. In such a case, 
the transfer fee required by the club to be paid by the new member 
as well as the amount paid by him for the stock are paid as a condi- 
tion precedent to membership in the club. 
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The holding in Rev. Rul. 187 applies only in cases where a club 
requires the u ithdravving or retiring member to pay the transfer fee. 
)Vhere a club requires the new member to pay the transfer fee, the 
alnount paid is subje& t to tax on initiation fees under section 1710(a) 
(2) of the Code. 

SUBCHAPTER C. — PROVISIONS COMMON TO ADMISSIONS AND DUES 

SI:CTION 1 15. — PAYMENT OF TAX 

REGULATIGNs 43, SEcxloN 101. 87: Duty to 
collect, return, and pay tax. — Dues and 
initiation f ees. 

Regulations 46 amended. (See T. D. 6057, p. 272. ) 

CHAPTER 11. — DOCUMENTS, OTHER INSTRUMENTS, AND 
PLAYING CARDS [INCLUDING STAMP TAXES] 

SUBCHAPTER A. — RATE AND PAYMENT OF TAX 

SECTION 1801. — CORPORATE SECURITIES 

REGULATIQNs 71& SEcTIGN 118. 55: Issues sub- 
ject to tax. 

Rev. Rul. 54-60 

A change in the interest rate of outstanding bonds, as effected 
by a consolidation agreement, constitutes such a material change 
in the obligations as to create a new issue, subiect to original issue 
tax under sections 1800 and 1801 of the Internal Revenue Code. 

Advice is requested concerning the application of the tax on issue 
of corporate securities imposed by sections 1800 and 1801 of the In- 
ternal Revenue Code where, under the provisions of a consolidation 
agreement, the interest rate of outstanding bonds is increased. 

In the instant case, M Corporation and N Bank executed an agree- 
ment pursuant to which three mortgages and the bonds secured thereby 
were consolidated to constitute one outstanding mortgage and bond. 
The agreement also effected an increase in the interest rate of the obli- 
gation from 8 percent to 3&/z percent. 

Sections 1800 and 1801 of the Code impose a tax on all bonds issued 
by any corporation. The rate of tax is 11 cents on each $100 or 
fraction thereof of the face value of each bond. 

It is held that the change in the interest rate of the outstanding 
bonds, as effected by the consolidation agreement, constitutes such a 
material change in the obligations as to create a new issue subject 
to original issue&e tax under sections 1800 and 1801 of the Code. The 
tax is due and payable on the unpaid balance of the bonds as consoli- 
dated and the necessary stamps should be afhxed to the consolidation 
agreement and properly canceled. 
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REGUI. ATIGNs 71) SEGTIGN 118. 56: Issues not 
subject to tax. 

An agreement which merely reduces in amount the quarter-annual 
installments due on a consolidated bond, but which does not affect the 
principal amount of the obligation, does not efl'ect such a material 
change in the obligation as to create a new issue subject to original 
issue tax under sections 1800 and 1801 of the Internal Revenue Code. 
Cf. Piev. Paul. 54 — 00, page 241, this Bulletin. 

SECTION 1802. — CAPITAL STOCK (AND 
SIMILAR INTERESTS) 

RKGvLATIQNs 71 SEGTIoN 118. 20: Scope of tax. Rev. Rul. 54-38 

There is no provision in law whereby the issuance or transfer of 
stock of a corporation organized for religious, charitable, scientific, 
literary, or educational purposes is by reason of such character exempt 
from the stamp tax imposed by section 1802 of the Internal Revenue 
Code. Accordingly, the issuance of stock by a corporation organized 
for any such purposes or the subsequent transfer of the stock are not 
exempt from the tax under that section of the Code by reason of such 
character. 

SUBCHAPTER C. — PENALTIES AND FORFEITURES 

SECTION 1828. — FRAUDS RKI. ATING TO STAMPS 

REGvLATIGNs 88) SEOTiGN 819. 132: Reuse of Rev. Rul. 54-157 
stamps prohibited, 

A "Firearms Act" stamp is considered by the Internal Revenue 
Service to have been "used" after it has once been aihxed to an 
instrument, whether cr not such instrument is proper or acceptable. 

Section 2734 of the Internal Revenue Code provides a tax on the 
making of firearms at the rate of $200 for each firearm except in the 
case of certain weapons defined therein for which the rate of tax is 
$1 for each such weapon. Section 2720 of the Internal Revenue Code 
provides that each transfer of a firearm in the United States is 
subject to tax at the rate of $200 for each firearm except in the case of 
certain weapons defined therein upon which the transfer tax is at 
the rate of $1 for each such weapon. 

Section 319. 181 of Regulations 88 provides that $1 and $200 ad- 
hesive stamps bearing the words Firearms Act" are used for the 
payment of the tax on the making of firearms by other than a qualified 
manufacturer who has registered and paid special (occupational) 
tax, and the transfer tax, Section 319. 71 of Regulations 88 provides 
that such adhesive stamps issued by District Directors of Internal 
Revenue are canceled by writing or stamping thereon, in ink, the 
initials of the person canceling the stamp and the day, month, and 
year, or by cutting with a machine or punch the initials and date. 
The stamps are aSxed to the original copies of the appropriate Forms 
1A (Firearms) in the case of the tax on the making of firearms, or 
Forms 4 (Firearms) in the case of the transfer of a firearm, 
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Section 1823 of the Internal Revenue Code provides, in part, that 
whoever willfully removes, or alters the cancellation or defacing marks 
of, or otherwise prepares, any adhesive stamp with intent to use, or 
causes the same to be used, after. it lias already been used, shall, upon 
conviction, b punished by a fine of not more than $1, 000, or by im- 
prisonment for not more than 5 years, or bothy and any such reused, 
canceled, or counterfeit stamp and the vellum, parchment, document, 
paper, package, or article upon which it is placed or impiessed shall 
be forfeited to the United States. 

A "Firearms Act" stamp is considered to have been "used" after it 
has once been affixed to an instrument, whether or not such instru- 
ment is proper or acceptable. The reinoval ot any adhesive stamp 
from a document to wllich once affixed with intent to reuse such stamp 
is specifically prohibited by law. 

Except where specilically prohibited, minor corrections may be 
eff'ected on all copies of an original form to which a stamp has been 
affixed and such form will be accepted for filing. However, if the 
desired changes requii. 'e extensive correction, or are of a substantive 
nature. a new form must be executed. In such event a new Firearms 
Act' stamp must be purchased and affixed to the form prior to sub- 
mission to the Commissioner of Internal Revenue. 

AVhere a "Firearms Act" stamp has been affixed to a Form 1A 
(Firearms) or Form 4 (Firearms) which is improperly executed or 
unacceptable for any reason, the stamp should not be removed but, 
the form, with the stamp affixed thereto, should be submitted to the 
appropriate District Director of Internal Revenue with a claim for 
redemption filed on Form 848. 

CHAPTER 15. — TOBACCO, SNUFF, CIGARS, AND 
CIGARETTES 

SUBCHAPTER D. — IMPORTATION AND EXPORTATION 

PART Il. — EXPORTATION 

SECTION 2135. — EXEMPTION FROM TAX 

REGULATIoxs 76, ARTIcLE 3: Bond. 
(Also Article 12. ) 
TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PAkT 141. — 

SHIPMENT OR DELIVERY OF MANUFACTURED TOBACCO, SVUI E, CIGARS, 
CIGARETTES, AND CIGAkETTE PAPERS AND TUIIES I'Ok USE AS SJ'A STORLS 
WITHOUT PAYIIEXT OS TAX. 

T. D. 6066 

Tobacco sea stores bomls 

TREASURY DEPARTMENT& 

OFFIOE oF CGMMISSIONER oI' INTERNAL RKVENIIE) 
Washington 85, D. C". 

To 0+cers and &&mployees of the Internal Revenue Service and Others 
Concerned: 

In order to establish maximum penal sums for tobacco sea stores 
bonds required of manufacturers of tobacco products and cigarette 

I 
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papers and tubes, and proprietors of tobacco sea stores warehouses, 
Regulations 76 [26 CFR, pt. 141], but only as prescribed and made 
applicable to the Internal Revenue Code by Treasury Decision 4885 
[(, . B. 1039-1 (Part 1), 306], approved February 11, 1939, are hereby 
amended as follows: 

PARAGRAPH 1. Section 1, act of August 4, 1886, set forth immedi- 
ately preceding article 3 (26 CFR 141. 3) is stricken out, and there is 
inserted in lieu thereof: 

SEC. 2105. ENTleRNAL REvENUE COI)E, EXEAIE'TEON FROM TAX 

(a) SHIPMENTs To EPOEEIGN CGUNTEIEs ANO I'ossEssIGNs GF TIIE 
UNITED STATES. — 

(1) MANOFAOTvBEBs. — Manufactured tobacco, snuff, cigars or 
cigarettes may be removed for export to a toreign country or for 
shipnIent to a possession of the United States without payment of 
tax under such rules and regulations ard the making of such entries, 
and the filiug of such bonds and bills of lading as the Commissioner, 
with the approval of the Secretary, shall prescribe. 

(s) CIGARETTE PAPERS ANO TUBES. — Ull(ler such rules and regu- 
lations as the Commissioner with the approval of the Secretary 
may prescribe, the taxes imposed by subsection (d) of section 2000 
shall not apply in respect of cigarette papers or tubes sold for export 
or for shipment to a possession of the United States and in due 
course so exported or shipped. 

PAR. 2. The second and third sentences of article 3(a) (26 CFR 
141. 3 (a) ), as amended by Treasury Decision 5205 (8 F. R. 74) [C. B. 
1043, 1182), are anlended to read as fol Jovvs: 

A separate bond must be filed for each such factory from which withdrawals 
without payment of tax under this part are to be made. The penal sum of the 
bond must be sufficient io cover the estimated amount of tax which may at any 
time constitute a charge against the bond: Provided, That the penal sum of the 
boIul furnished under this section shall not exceed $100, 000 nor be less than $500, 
in the case of s. bond covering withdrawals of cigars and cigarettes, and shall not 
exceed $2o, 000 nor be less than gfi00, in the case of a bond covering withdrawals 
of. tobacco and snuff, or cigarette papers and tubes. 

PAR. 3. The Mth and sixth sentences of article 3(a) (26 CFR 
141. 3(a) ), as amended by Treasury Decision 5205 (8 F. R. 74), are 
stricken out and in lieu thereof is added a new sentence reading as 
follows: 
lVhen the limit of liability under a bond given in less than the maximum penal 
sum has been reached, no further shipments shall be made until the liability has 
been decreased, as provided in this part, or au additional or strengthening bond, 
Ivith the same surety as that on the original bond, or a new or superseding bond, 
is furnished. 

PAR. 4. The first sentence of article 12 (26 CFR 141. 12), as amended 

by Treasury Decision 5205 (8 F. R. 74), is amended by striking out the 
words "and in no case less than $1, 000", and inserting in lieu thereof ": Provided, That the penal sum of any such bond shall not exceed 
$200, 000 nor be less than $1, 000". 

PAR. 5. The fourth sentence of article 12 (26 CFR 141. 12), as 

amended by Treasury Decision 5205 (8 F. R. 74), is amended to real 
as follows: 
lphen the liInit of liability under a bond given in less than the maximum penal 
sum has been reache&1, uo additional shipments shall be received into the ware. 
house until an additional or strengthening bond, with the same surety as that 
ou the original bond, or a new or superseding bond, is furnished, 
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f 
Approved 5[arch 25, 1954. 

hl, 13. Foi. soM, 
Meting 8eeretarg o f the Treasury. 

(Published in the Federal Register March 81, 1054) 

Because the amendinents made by this Treasury Decision are of a 
liberalizing character, 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 efi'ective date liinitations of sectIon 4(c) of said 
a. ct. 

This Treasury Decision shall be effective on the date of its publica- 
tion in the Federal Register. 

(Tliis Treasury Decision is issued under the authority contained 
in sec. 8791 of tile Internal Revenue Code (56 Stat. 467; 26 U. S. C. 
8791). ) 

T. COLEMAN ANDREWS) 
Commissioner o Interna/ revenue, 

CHAPTER 19. — RETAILERS' EXCISE TAXES 

SECTION 2400. — TAX ON JEWELRY, ETC. 

REGULATIoNs 51' SEcTIGN M0. 84: Watches and Rev. Rul. 54 — 116 
cloclrs. 

(Also Section 320. 88. ) 

Stop watches and pedometers that are not equipped with hands and 
dials or any other device which indicates the time of day are not con- 
sidered watches within the meaning of section 2400 of the Internal 
Revenue Code and are not taxable as such under that section. How- 
ever, the tax iniposed by section 2400 of the Code on the sale of articles 
made of, or ornamented, Inounted or fitted with, precious metals or 
imitations thereof applies to the sale of stop watches and pedometers, 
otherwise not taxable, where the cases for such articles are so made, 
ornamented, mounted, or fitted. 

SECTION 2401. — TAX ON FURS 

Rev. Rul. 54 — 100 REGULATIoNs 51) SEcTIoN 620. 40: Scope of tax. 
Articles made of fur on the hide or pelt which can be worn 

separately or interchangeably with coats, suits, or other garments 
are articles of fur within the meaning of section 2401 of the Internal 
Revenue Code and subject to tax when sold at retail. 

A reversible coat made of fur on one side and cloth on the other 
is an article of which fur is a component material and is subject to 
tax if the value of the fur component is more than three times the 
value of the next most valuable component material. 

Advice is requested concerning the application of the retailers' 
excise tax imposed by section 2401 of the Internal Revenue Code to a 
fur article sold in combination with a cloth coat or fur-trimmed cloth 
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coat when the fur article is attached to the coat in such a manner 
that it can be readily removed theretrom by the consumer and worn 
separately. Advice is also requested as to the application of the tax 
to the sale of a reversible coat made of fur on one side and cloth on 
the other. 

The tax imposed by section 2401 of the Internal Revenue Code ap- 
plies to the sale at retail of articles made of fur on the hide or pelt, 
and articles of which such fur is the component material of chief value, 
but only if such value is more than three times the value of the next 
most valuable component material. 

Articles made of fur on the hide or pelt, such as collars, stoles, capes, 
ascots, and scarves which can be worn separately or interchangeably 
with coats, suits, or other garments are articles of fur within the mean- 
ing of section 2401 of the Code and are subject to the tax imposed 
by that section when sold at retail. 

If any one of the above-described articles of fur which can be worn 
separately is attached to a cloth coat or suit and these articles are 
sold as an ensemble, there is a combination sale of a completely finished 
fur article and a cloth coat or suit rather than a sale of a fur-trimmed 
article, and the tax is due on that portion of the retail sales price of 
the ensemble or unit which is attributable to the fur article. Such 
portion may be determined by applying to the retail sales price of the 
ensemble or unit, the ratio which the separate retail sales price of the 
fur article bears to the sum of the sales prices of both the fur article 
and the cloth coat. If such articles are not sold separately at retail 
and do not have established retail sales prices, the comparison may 
be made on the basis of the costs of the articles. 

AVhere an article which is not in itself a complete fur article and 
which cannot be worn separately or interchangeably with other gar- 
ments is sewed by any means to a cloth coat or suit, the sale of such 
fur-trimmed cloth coat or suit at retail is subject to tax provided the 
value of the fur component is more than three times the value of the 
next most valuable component material. 

AVhere an article of fur which can be worn separately or inter- 
changeably with other garments, as described above, is sold in com- 
bination with a fur-trimmed cloth coat or suit, for example, a gar- 
ment having fur cu8s or fur borders, the entire ensemble is subject 
to tax, if the value of the fur trimming (exclusive of the fur article) 
is more than three times the value of the next most valuable compo- 
nent. If, in such case, the fur-trimmed garment is nontaxable because 
the value of the fur trimming is not in excess of three times the value 
of the next most valuable component, the tax will apply only to the 
portion of the sale price of the entire ensemble which is allocable to the 
fur article included in the combination. 

The taxability of the hereinbefore-mentioned articles is not affected 
by the color of the material used as linings for the articles. 

A reversible coat made of fur on one side and cloth on the other, 
the cloth material being of the kind normally used as the outside ma- 
terial of cloth coats, as distinguished from the kind of material ordi- 
narily used in making linings for fur or cloth coats, is considered to 
be an article of which fur is a component material regardless of 
whether the fur component is permanently attached to the cloth coat 
or is detachable. The sale of such a garment is subject to tax if the 
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value of the fur component is more than three times the value of the 
cloth shell at the time the components are assembled into a finishe&l 
garment. 

SECTION 2402. — TAX ON TOIT. ET PREPARATIONS 

Rzc~:r. wrongs 51, Szcriox, ')20. 50: Scope of tax. 

Articles which constitute toilet preparations wIthin the meaning 
of section 2402 of the Internal Revenue Code are subject to the tax im- 
posed by that section even though sold for use as theatrical makeup. 
Articles taxable as toilet preparations include face creams, toilet 
powders, lipsticks, rouges, eyebrow and eyelash mascara, eye shadovv 
creams, and other preparations which are commonly and commer- 
cially known and sold in the trade for toilet purposes. However, such 
items as grease paints, clown white, nose putty, black wax, blackface 
for minstrel makeup, and spirit guin are not considered to be toilet 
preparations within the meaning of section 2402 of the Code and are 
not subject to the tax imposed by that section. 

CHAPTER 25. — FIREARMS 

SUBCHAPTER A. — PISTOLS AND REVOLVERS 

SECTION 2707 (a) . — PE'NALTIES 

Rev. Rul. 54-158 

The 100 percent penalty provided in section 2707 (a) of the Internal 
Revenue Code should be assessed in a case where money withheld 
from employees as taxes, in lieu of being paid over to the Govern- 
ment, was knowingly and intentionally used to pay the operating 
expenses of a business, or for other purposes. 

Advice is requested whether the 100 percent penalty provided in 
section 2707(a) of the Internal Revenue Code should be assessed in 
a case where money withheld from employees as taxes, in lieu of being 
paid over to the (rovernment, was knowingly and intentionally used 
to pay the operating exIIenses of a business, or for other purposes. 

Section 2707 of the Code is applicable to withholding of income 
tax at the source, taxes under the Federal Unemployment Tax Act, 
and taxes under the Federal Insurance Contributions Act, and pro- 
vides in part as follows: 

(a) Any person who willfully fails to pay, collect, or truthfully account for 
and pay over the tax imposed by section 2707(a), or willfully attempts in any 
manner to evade or defeat any such tax or the payment thereof, shall, in addition 
to other penalties provided by law, be liable to a penalty of the amount of the 
tax evaded, or not paid, collected, or accounted for and paid over, to be assessed 
and collected in the same manner as taxes are assessed and collected. ~ * ~. 

(d) The term "person" as used in this section includes an oflicer or employee 
of a corporation, or a member or emplovee of a partnership, who as such oificer, 
employee, or member is under a duty to perform the act in respect of which the 
violation occurs. 
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T]&e e]uestion as to what constitutes willful, or "willfully" as used 
in section 2707(a) of the Code was considered in cVatter oj Alex D. 
Haynes (a bankrupt), 88 Fed Supp. 879; Paddock et al. v. Siemoneit 
et al. , 218 S. W. (2d) 428; and Kellerns et al. v. Uni ted 8tates, 97 Fed. 
Supp. 681, The bankrupt in the Haynes case, supra, was one of the 
organizers, also a stockholder, director, president, and manager of a 
corporation which was kept going by virtue of certain loans from 
outside sources, but at no t&me did it have su6icient funds to meet its 
current obligations. The corporation was insolvent and certain with- 
holding taxes, taxes under the Federal Insurance Contributions Act, 
and taxes under the Federal Unemployment Tax Act were not paid. 
The bankrupt, also, was one of the ofhcers of the corporation whose 
duty it was to collect, where collection was necessary, and pay the 
taxes to the United States. With reference to the application of sec- 
tion 2700(a) of the Code to the facts in that case, the court said: 

* « Ave are well aware of the many meanings that the courts have placed 
on the word "willful". Spies v. Unit. ed States, 817 U. S. 492, 08 S. Ct. 804, 807, 
87 L. Ed. 418 [Ct. D. 1871, C. B. 1948, 1088]. In this case the court said it "is 
a word of many meanings, 'its construction often being influenced by its contents". 
It is our judgment that as the word is used in this statute [section 2707(a)] 
it does not mean wicked design but rather that the person acts knowingly and 
intentionally. It would seem therefore that if the oificer of the corporation 
had in his hands or under his control the funds that had been set apart for the 
purpose of paying the tax and appropriated such funds for sotne other purpose 
that he acts "willfully". 

The liability of an o%cer of an insolvent corporation for the civil 
penalty provided in section 2707(a) of the Code for failure to pay over 
taxes withheld from wages of employees of the corporation was in- 
volved in Paddock et al. v. hiemoneit et al. , supra. In that case the 
court determined as a fact that Siemoneit +as the disbursing oKcer 
of the corporation and that it was his decision that the taxes would 
not be paid when due. The court found that Siemoneit in failing to 
cause the corporation to pay over the taxes had no fraudulent motive 
or intent, or purpose to defraud the Government of its revenue, but 
that he deliberately and intentionally failed to cause payment of the 
taxes when they were due. The court, citing Murray E. 8pies v. 
United 8tates, 317 U. S. 492, Ct, D. 1571, C. B. 1943, 1088, and United 
gtates v, Harry3J urdock, 290 U. S. 889) Ct. D. 771, C. B. XIII-1, 144 
(19M), stated in part as fol]ows: 

Section 2707(a) provides that the penalty imposed therein shall be "assessed 
and collected in the same manner ns taxes are assessed and collected". Thus 
it is clear that the statute intended a civil, not a criminal, sanction. The imposi- 
tion of civil ss well as criminal sanctions for the same act or omission is per- 
missible; and one sanction which has long been recognized as civil, rather than 
criminal, in spite of iis possible severity, is the payment of fixed or variable 
sums of money. * * *. 

In United States v. Illinois Central lfailroad Company, 808 U. S. 289, 58 S. Ct. 
588, 82 L. Ed. 778, suit was brought to recover a civil penalty for violation of 
a Federal statute requiring the periodical unloading of livestock in transit. 
The Supreme Court there rejected the argument that "willful" included an evil 
motive or bad purpose and approved its definition as the attitude of a person 
"who, having a free will or choice, either intentionally disregards the statute 
or is plainly indifferent to its requirements. " * * ~. 

In the light of the decisions of the Supreme Court of the United States, and 
even though we agree that penalty statutes should generally be construed in 
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faro~ of the taxpayer, we have concluded that the district court's finding that 
the respondent intentionally and deliberate)y failed to pay the taxes when &lue 
was sufficient to make him liable for the civil Penalty under section 27&)7(a). 
Respondent admittedly lrnesv that the taxes were due. There was no conten- 
tion that the statute sv;&s inapplicable to the taxpayer " ' ~ fior does the 
proof show that the corporation could not hare paid the taxes when they were 
due. The proof merelv shows tlrat it was inconvenient for the corporal. ion to 
pay the taxes at that time, and that it was thought that the corporation would 
have a better chance to operate protitably if it postponed the payinent of its tax 
obligation and used the funds for its own purposes instead of payin" them over 
to the Governn&ent as the law refiuires. The choice was knowing, deliberate 
and intentional, aml with full realization that the law was being violated. In 
our opinion this is the kind of case which section 2707(a) was intended to 
cover. 

In the Kellems case, supra, which involved a failure to comply with 
the withholding provisions of the income tax laws, the court found 
that the taxpay~er had acted without reasonable cause and stated in 
part: 

The "government" s' ~ ~ has tal-en the position throughout, and still ad- 
heres to the position, that an intentional and deliberate non-compliance, which 
concededlv existed here, was enough to bring the penalty statute into play. I 
overruled this contention * * * and still hold, that the word iciliful in the 
penalty statute means "without reasonable cause, " that is to say, "capricious" 

The difference between the meaning of the word "willful" as used 
in a statute imposing civil penalties (such as subsection (a) of section 
2707 of the Code, supra) and as used in statutes imposing criminal 
penalties of fine or imprisonment, or both, (such as subsections (b) 
and (c) of section 2707) can be seen from the decision of the Su- 
preme Court of the United States in the case of United States v. 
Murdock, supra. In that case the Supreme Court in considering inter- 
alia, section 256 of the Revenue Act of 1926 and section 148 of the 
Revenue Act of 1928, requiring the making of returns showing pay- 
ments to others, and section 1114(a) of the Revenue Act of 1926 (now 
section 2707(b) of the Internal Revenue Code), which imposes crim- 
inal penalties for willful failure to make such returns, stated in part 
as follows: 

The word [willfully] often denotes an act which is intentional, or knowing, 
or voluntary, as distinguished from accidental. But when used in a criminal 
statute it generally means an act done with a bad purpose (Felton v. United 
States, 96 U. S. 699; Potter v. United States, 155 U. S. 488; Spurr v. United States, 
174 U. S. 728); without justifiable excuse (Felton v. United States, supra; Wil- 
liams v. People, 26 Colo. 272; People v. Jeuell, 188 Mich. 620; St. Louis, Iron 
jlountnin d S. Ry. Co. v. Batcsville cE W. Tel. Co. , 80 Ark. 499; Clay v. State, 52 
Tex. Cr. R. , 555); stubbornly, obstinately, perversely, (Wales v. %incr, 89 Ind. 
118, 127; Lynch v. Commonicealth, 181 Va. 762; Claus v. Chicago Gt. W. Ry. Co. , 
186 Iowa 7; State v. Harv; ell, 129 X. C. 550) . 

This court has held that where directions as to the method of conducting a 
business are embodied in a Revenue Act to prevent loss of taxes, and the B. ct 
declares a willful failure to observe the directions a penal offense, an evil motive 
is a constituent element of the crime. " * ~ Felton v. United S(ates, supra, 

In view of the foregoing, it is held that the 100 percent penalty 
provided in section 2707(a) of the Code should be assessed in a case 
where money withheld from employees as taxes, in lieu of being paid 
over to the Government, was knowingly and intentionally used to pay 
the operating expenses of a business& or for other purposes. 



Regs. 88, f 319. 80. ) 250 

SUBCHAPTER B. — MACHINE GUNS AND SHORT-BARRELLED FIREARMS 

SECTION 2720. — TAX 

Rev. Rul. 54 — 180 RrrULATIONs 88 SKGTION 819. 80: Scope of tax. 
(Also Section 8260; Section 819. 86. ) 

Partially deactivated submachine guns may be rented to various 
television networks without payment of the transfer tax of $200 
covering each such transfer provided the television networks and the 
person from whom the machine guns nre rented qualify as firearms 
dealers and pay a special occupational tax of $200 per year. 

Advice is requested as to the procedure to be followed with respect 
to the rental of partially deactivated submachine guns by a firearms 
company to various television networks. 

A firearins dealer holding a $1 Federal firearms license was re- 
quested by various television networks to supply submachine guns to 
their studios. Since the demand for the use of such weapons by the 
television networks may be frequent, the dealer desires to render this 
service without the necessity of paying the $200 transfer tax on each 
occasion a weapon is rented. The submachine guns will be partially 
deactivated in order that blank cartridges may be used but the su'o- 

machine guns will not discharge a projectile. 
Section 2720 of the Internal Revenue Code provides that there shall 

be paid upon firearms transferred in the United States a tax at the ra'e 
of $200 for each firearm except that on certain firearms, as described 
therein, the transfer tax shall be at the rate of $1. Section 2721(a) 
of the Internal Revenue Code provides certain exemptions from the 
transfer tax, one of which is the transfer of any firearm which is un- 
serviceable and which is transferred as a curiosity or ornament. In 
order for a machine gun to be classed as unserviceable it must be in- 
capable of discharging a shot by means of an explosive and also in- 
capable of being repaired and restored to a firing condition. The 
submachine guns in question could be restored to a firing condition and, 
therefore, could not be exempt from the transfer tax. 

Section 8260 (a) (2) of the Internal Revenue Code requires the pay- 
ment of a special occupational tax of $200 per year by dealers in fire- 
arms except that dealers who handle certain types of guns specified 
therein shall pay a tax of $1 per year. 

Partially deactivated submachine guns may be rented to various 
television networks without payment of the transfer tax of $200 
covering each such transfer provided the television networks and the 
person from whom the machine guns are rented qualify as firearms 
dealers and pay the special occupational tax of $200 per year. Before 
the firearms may be so transferred, the television networks and the 
firearms company must each file a return on Form 11A (Firearms) 
with, and pay the tax to, the appropriate District Director of Internal 
Ilevenue, in accordance with section 819. 87 of Regulations 88. Forms 
8 (Firearms) and Forms 2 (Firearms) covering the transfers may be 
filed by the transferor and the transferee, respectively, every 6 months, 
as of July 1 and January 1, in lieu of' such forms being prepared to 
cover each day's transactions. 
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SECTION 2733. — DEFINITIONS 

REGUI. ATioNs H8& SEOTION 319. 12: Firearm. Rcv. Rul. 54 — 150 
The alteration of . 88 and . 45 caliber revolvers by removing the 

riiii»g fron& the barrel of the guns and using standard revolver cart- 
ridge casings, hand loaded with shot, in lieu of the customary lend 
proj&&ctiles, d&&es not bring suet& weapons within the meaning of a 
"iirea& m" as defined iu section '&Igg ia) of the Internal Revenue Code. 

Advice is requested i~hether the alteration of . 38 and . 45 caliber 
revolvers to fire standard revolver cartridges ban&1 loaded with shot 
would cause them to be recjassified as firearnis. 

A gunsmith proposes to alter . 38 and . -b& caliber revolvers to fire 
shot cartridges. The alteration is accomplished by reinovi»g the 
rifiing from the barrel of the gun, installation of a restrictor ring or 
choke, and using standard revolver cartridge casin&rs, hand loaded 
with shot, instead of the customary lead proje&. tiles. 

Section 2733(a) of the Internal Revenue Code defines a firearm as 
"a shotgun or rifle having a barrel of less than 18 inches in length, 
or any other weapon, except a pistol or revolver„ from wliich a sliot 
is discharged by an explosive if such weapon is capable oi being 
concealed on the person, 

The alteration of . 38 and . 45 caliber revolvers by the removal of 
the rifiing from the barrel and the use of stand rd revolver cartridge 
casings, hand loaded v;ith shot, instead of the customary lead projec- 
tiles, does not remove such weapons from the classification as revolvers. 
They are not firearms ivithin the meaning of section 2733(a) of the 
Internal R venue Code. 

REGULATIQNs 88& SEOTIQN 310. 12: Firearm. Rev. Rul. 54 — 181 

Classification of certain weapons for determination of whether 
they are firearms" within the meaning of that term as used in sec- 
tion 2788 of the Internal Revenue Code. 

Advice is requested whether the weapons listed beloiv are firearms 
under section 2733 of the Internal Revenue Code. 

Section 2733(a) of the Code defines a firearm as "a shotgun or rifie 
having a barrel of less than eighteen inches in length, or any other 
weapon, except a pistol or revolver, from which a shot is discharged 
by an explosive if such weapon is capable of being concealed on the 
person, or a machine gun, and includes a mufilcr or silencer for any 
firearm whether or not such firearm is included within the foregoing 
definition, but does not include any rifle which is within the foregoing 
provisions solely by reason of the length of its barrel if the ctiliber 
ef such rifie is . 22 or smaller and if its barrel is sixteen inches or more 
in length. " 

The following weapons, capable of being concealed on tlie person, 
are firearms, being classified as "any other weapon": 

A Il. S. Carbine, M — 1, . 30 caliber semiautomatic, having an 
18-inch barrel with the stock sawed off leaving a pistol grip of 
4 inches in length. 

A jackknife pistol. 
A palm-squeeze revolver. 
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A single 18t/2-inch barrel gun, chambered to fire 16 gauge shot- 
gun shells, with sawed-ofl' stock, altered in such a manner as to 
change the characteristics of the original weapon so that it cannot 
be classified either as a shotgun or pistol in the commonly ac- 
cepted definition of those words. 

A dipper percussion gun, which is made of bronze and which 
fires about a . 82 caliber projectile by means of a percussion cap, 
and is 181/2 inches overall in length, with a cup attaclied to one 
end. 

A gun made by using a 82 — 20 rifle barrel mounted on the re- 
ceiver or fraine of a . 410 gauge shotgun, with a pistol type grip 
at an angle to the bore for holding in one hand and designed to 
discharge a shot by the action of an explosive. 

The following weapons are not firearms within the meaning of sec- 
tion 2788 (a) of the Internal Revenue Code: 

A pistol grip type German Flare gun with two barrels 61/2 

inches in length which is not capable of firing shotgun shells. 
A twelve gauge, 80 inch double-barrel shotgun, one barrel of 

which has been sawed ofl' to 141/4 inches. Since the remaining 
barrel is 80 inches in length, the weapon is not considered as 
capable of being concealed on the person. 

Section 2788 (b) of the Internal Revenue Code defines a machine gun 
as "any other ~capon which shoots, or is designed to shoot, auto- 
matically or semiautomatically, more than one shot, without manual 
reloading, by a single function of the trigger. " 

An 8 millimeter caliber German Light Maxim Field Machine Gun 
was altered by removing the original breech mechanism so that the 
:iction and barrel assembly of a . 22 caliber short rim-fire autoloading 
semiautomatic rifle, less wooden stock, forearm and sights, could be 
cradled on the inside of the breech of the gun by use of brackets. 
Such gun then was capable of firing . 22 caliber rim-fire ammunition 
and is operated by means of a 110 volt switch-controlled electric motor 
with a set of beveled gears to transmit motion of the motor to the 
trigger mechanism of the rifle, so that when the trigger of the gun 
is ptdled, motion of the electric motor is transmitted to the mechanism 
of the rifle, thus firing the gun as long as the trigger is held back or 
until the 15-shot tubular magazine is eniptied. This weapon is classi- 
fied as a "machine gun" within the meaning of section 2788(b) of 
the Code. 

RKGULATIONs 88) SKGTioN 819. 12: Firearm. Rev. Rul. 54 — 288 

A revolver refitted with a 10-inch barrel is a firearm as defined 
in section 2733(a) of the Internal Revenue Code. 

Advice is requested whether the conversion of a . 455 caliber revolver 
for the purpose of accommodating shot cartridges would cause it to 
be classified as a firearm. 

A gunsinith proposes to convert a . 455 caliber revolver for the 
purpose of accommodating shot cartridges. The conversion of the 
revolver is accoinplished by removing the regular revolver barrel and 
refitting a 10-inch barrel to the frame of the revolver. 

It is held that the refitting of revolvers with barrels, other than 
revolver barrels, constitutes a conversion of such weapons and since a 
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10-inch barrel is not designed for use tlrerewith bnt is an adoption of 
a barrel designed for use vr ith other iveapons sucli a, conversion would 
place the firearm within the classification of "any other weapon" as 
defined in section 2788(a) of the Internal Revenue Code. 

SECTION 2788 (a) . — DEI'INITIONS: FIREARM 

RruvLATIGNs SS, SEcTIGN 810. 12: Firearm. Rev. Rul. 53-245 
(Also Federal Firearnrs Act, Section 1; 

Regulations 181, Sectioii 815. 2. ) 
Section 1(8) of the Federal Irirearms Act and section 815. 2 of 

Regulations 181 define a firearm as "a»y weapon, by whatever name 
known, rr hich is designed to expel a projectile or projectiles by action 
of an explosiv& and I firearnI nrufHer or firearm silencer, or any part 
or parts of such weripon. " 

A telescopic siglit or rifiescope for a firearm is considered in the 
category of an accessory and not a p;irt of a firearm within the above 
defirrition. Therefore, ;i person may import and sell telescopic sights, 
or rifiescopes, for firea~rms without obtaining a, license to deal in 

fire- 

arms under the Federal Firearms Act. There is no provision of law 
that iinposes «!i excise rax ou the inanufacturer, producer, or iinporter 
of such product. 

Section 2788(a) of the Interrral Revenrre Code defines a fire;irm 
as "a shotgun or rifie having a barrel of less than eighteen inches 
in length, or any other weapon, except a pistol or revolver, from 
which a shot is discharged by an explosive if such weapon is capable 
of being concealed on the person, or a machine gim, and includes a 
mufiler or silencer for any fireairn whether or not such firearm is 
included within the foregoing definition, but does not include any 
rifie which is within t)ie foregoing provisions solely by reason of 
the len«th of its b;irrel if the caliber of such rifie is . 22 or smaller and 

Ir if its barrel is sixteen inches or more in length. ' 

The X Corporation rnariufactures a tool powererl by blank . 22 and 
. 88 cartridges wliich is used for setting studs or driving anclrors ir!to 
masonry or metal. The tool is manufactured in tivo sizes, one for liglit 
duty and one for heavy duty. It is held tliat sucli tool is not a firearm 
within the definition of the Federal Firearms Act or section 2788(a) 
of the Internal Revenue Code. Accordingly, a dealer is not required 
to obtain a license to sell such tool nor is he liable for the special tax 
imposed by section 8260 of the Iirternal Revenue Code. 

REGvi, ATIQNs 88 SKGTION 819. 12: Firearm. Rev. Rul. M-2-17 
(Also Federal Firearms Act, Section 1; 

Regulations 181, Section 815. 2. ) 

A device for trapl&ing animals whicli fires a special plastic cartridge 
but is not capable of firing projectiles is not a "firearni" within tire 
meaning of section 2788(a) of the Internal Revenue Code or section 
1(8) of the Federal Firearms Act. Since the plastic cartridges are 
not designed to fire projectiles, they cannot be considered ammunition 
according to the commonly accepted definition of t}ie term. 

815359' — 54 — 1T 
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CHAPTER 27. — OCCUPATIONAL TAXES 

SUBCHAPTER A. — SPECIAL PROVISIONS 

PART VIIL — FIREARMS 

SECTION M60. — TAX 

REGULATIGNs 88! SEGTIGN 319. 36: Rates of tax. 

Tax liability incurred through the rental of partially deactivated 
submachine guns. (See Rev. Rul. 54 — 180, p. 950. ) 

CHAPTER 27A. — WAGERING TAXES 

SUBCHAPTER A. — TAX ON WAGERS 

SECTION M85. — TAX. 

Rev. Rul. 54-940 REGULATIONS 1M, SrcTIoN M5. 92: Excluded 
wagers, 

(Also Sec(ion M, 91. ) 
Punch boards and tip games come within the meaning of a 

"drawing" as that term is used in section 3285(b) (2) of the 
Internal Revenue Code, and the operation thereof by an organization 
exempt from income tax under section 101 of the Code is likewise 
exemut from wa„ering taxes, provided no part of the net proceeds 
derived from such operation inures to the benefit of any private 
shareholder or individuaL However, no exemption from wagering 
taxes is provided by law in connection with the operation of 
wagering pools conducted for profit and all operators thereof, 
including organizations exempt from income tax under section 101 
of the Code are liable for the wagering taxes imposed by sections 
3285 and 3200 of the Code. 

Advice is requested concernino the application of the wagering 
taxes imposed by sections M85 anK M00 of the Internal Revenue Code 
to the operation of punch boards, tip games, and wagering pools by 
an organiza. tion exempt from income tax under section 101 of the Code. 

Section M85 of the Code imposes on wagers an excise tax equal to 
10 percent of the amount thereof. Section M00 of the Code provides 
that an occupational tax of $50 per year shall be paid by each person 
liable for the excise tax and by every person who is engaged in re- 
ceiving wagers for or on behalf of any person liable for the excise tax, 

The terna "wager" is defined in section M85(b) (1) of the Code as 
including (A) 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 u ager placed in a wagering pool with respect to a sports event 
or a contest, if such pool is conducted for profit, and (C) any wager 
placed in a lottery conducted for profit. 

The term "lottery" as used in section M85 (b) (1) of the Code in- 

cludes the numbers game, policy, and similar types of wagering, but, 
under the provisions of section M85(b) (2) of the Code, it does not 
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include any drawing conducted by an organization exempt from in- 
come tax under section 101 of the Code if no part of the net proceeds 
derived from such drawing inures to the benefit of any private share- 
holder or individual. (See report of Senate Committee on Finance. 
Senate Report No. 781, Eighty-second Congress, First session, C. 13. 
1951 — 2, 458, at 541. ) The term edrawing~" refers to the pliysical 
dra~ing of a ticlret, or the equivalent the~reof, such as the use of a 
wheel or a similar device, whereby the winner is conclusively deter- 
mined by a number, letter, legend, or symbol, without reference to any 
other event the happening of wrliicli is beyond the control of the 
operator. See M. T. 44, C. 13. 1952 — 2, 251. 

It is held that punch boards and tip games come within the meaning 
of a "drawing, " as that term is used in section 8285 (b) (2) of tlie Code, 
and the operation thereof by any organization exempt from income 
tax under section 101 nf the Code is also exempt from wagering taxes, 
provided no part nf the net proceeds derived from such operation 
inures to the benefit of any private shareholder or intlivi&lual. 

Section 825. 21(c) of Regulations 182, provides that a wagering pool 
conducted for profit iiicludes any scheme or method for the distribu- 
tion of prizes to one or Inore winning bettors based upon tlie outcome 
of a sports event or a contest or a combination or series of such events 
or contests, provided such wagering pool is managed and conducted 
for the purpose of making a profit. 

No exemption from wa«ering taxes is provided by law in connection 
with the operation of wagering pools conducted for profit. Accord- 
ingly, all operators of sucli pools, including organizations ivhich are 
exempt from income tax under section 101 of tlie Code, are liable for 
the 10-percent excise tax and the occupational tax of $50 per year 
imposed by sections 8285 and 8290 of the Code. Likewise, each per- 
son engaged in receiving waigers for or on behalf of the operator of 
such a pool is also liable for the occupational tax. 

CHAPTER 28. — PROVISIONS COMMON TO 
MISCELLANEOUS TAXES 

SUBCHAPTER A. — GENERAL PROVISIONS 

PART II. — ASSESSMENT, COLLECTION, AND PiEFUND 

SECTION 8810. — RETURNS AND PAYMENT OF TAX 

Rev, Rul. 54 — 284* 

Form 220, Quarterly Federal Excise Tax Return-Statement, will 
continue to be furnished by taxpayers whose records do not supply 
a portion of the information called for on the return. 

Section 4 of Rev. Rul 254, C. B. 1953-2, 451, superseded. 

SEGTIoN 1. PURPosiu 

The purpose of this Revenue Ruling is to continue the policy stated 
in Revenue Ruling 254, C. I3. 1958-2, 451. 

eorlginuuy issued as III-iilimeogruph No. 54 — 108, dated June 10, 1954. 
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SEC, 2. BACKGROUND, 

Section 8 of Revenue Ruling 254, 8upr a, , provides in part as follows: 
. 02 The Internal Revenue Service will accept returns on Form 720 in which 

the taxpayer completes the information called for in items 1 through 5 and shows 
the amount of tax in column 0 of the appropriate schedule on the form. Tax- 
payers should, however, complete such other portions of the form as may be 
feasible, and should be encouraged to supply such additional data as they can 
based upon existing records of purchases, sales, production, and inventories. 

. 03 Taxpayers who do not supply the data called for on Form 720 should 
attach to the form as filed ~ " ~ a brief statement explaining the failure to 
supply the necessary data and describing the system employed by the taxpayer 
to assure the proper determination of excise tax liability. Where the taxpayer 
is a member of an organization which submits to the internal Revenue Service a 
stateruent of the accounting procedures used by members, the taxpayer 
may attach a copy of such statement or refer to such statement, in lieu of sub- 
mitting a separate statement, if the taxpayer's procedures are in accordance 
with that described by the organization. 

. 04 The taxpaver need furnish the foregoing statement only once, unless a 
further explanation is requested or unless a change in his record-keeping pro- 
cedures affects his ability to fill in the return or determine the tax. 
SEC. 8. PERIOD To WIIICH THIS POI, ICT IS APPLICABI. E. 

The foregoing policy will be continued until further notice. No 
change in the policy is contemplated for any quarter in 1954. 
SEC. 4. EEPECT ON OTHER DOCVMENTS. 

This Revenue Ruling supersedes section 4 of Rev. Rul. 254, C. B. 
1958-2, 451. 
SEC. 5. INQUIRIES. 

Taxpayers are invited to consult with District, Directors of Internal 
Revenue about any problem relating to the requirements for filling in 
I&'Grin 720. 

SECTION 8812. — PERIOD OF LIMITATION UPON 
AS'SESSMENT AND COLLECTION 

REGULATICNs 71) SEGTIoN 118. 150: Records and Rev. Rul. 54-196 
returns. 

Canceled documentary stamps may not be removed from the 
instruments to which they are attached during the 4-year period 
from the date the tax accrued and, as a matter of protection to the 
taxpayer, should not be removed before the expiration of the 5-year 
period during which suit may be instituted to recover any taxes 
alleged to be due. 

Advice is requested. whether documentary stamps may be removed 
from instruments for the purpose of sale or exchange by or with stamp 
collectors. 

Under section 8812 of the Internal Revenue Code assessment of 
documentary stamp taxes due may be made at any time within 4 years 
after the taxes accrued. After 4 years, but not more than 5 years, 
suit may be instituted without assessment to recover any taxes alleged 
to be due but which remain unpaid. 

Pursuant to the provisions of section 118. 150 of Regulations 71, all 
instruments, memoranda, books, or documents to which documentary 
stamps have been aKxed and canceled shall be maintained and pre. 
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served for at least, 4 years from the time of. the related transaction. 
In view of the foregoing canceled documentary stamps may not be 

removed from the instruments to which they are attached during the 
4-year period from the date the tax accrued and, as a matter of pro- 
tection to the taxpayer, should not be removed before the expiration 
of the 5-year period during which suit may he instituted. 

Although the Internal Revenue Service recognizes that there is 
no prohibition in the law or regulations against the removal of such 
stamps after the 4-year period, attention is directed to the penalties 
provided under section 1823 of the Internal Revenue Code for the 
fraudulent use or reuse of such stamps. 

PART IV. — MISCEI. LANEO US PROVISIONS 

SECTIOV 3331. — EXEMPTION FPO'lE TAX OF DOA1ESTEC 
GOODS PURCEEASED FOR TErr. I'. &ETFD STATES 

REGS. LATIONS 8, SrGTION 140. 212: Tax-free 
ship»lent of tobacco, snuH, cigars, ciga- 
rettes, and cigarette papers and tubes, for 
use of the U»ited States: Shipnic»ts 
restricted. 

Prev, Rul. 54 — 69 

Cigarettes may not be vvithdrawn free of tax for delivery to 
military and naval bases and establishments in this country for 
distribution to oflicers and enlisted personnel at special and holi- 
day dinners or recreational activities, vvhere the funds used for the 
purchase of the cigarettes are derived from donations by office 
and enlisted personnel to club or camp funds and profits from post 
or base exchanges. 

Permission has been requested for the withdrawal of nontaxpaid 
cigarettes for delivery to military and naval bases and establishments 
in the United States for distribution to OKcers and enlisted personnel 
at special and holiday dinners and at recreational activities. 

While such goods are intended for gratuitous distribution, the 
funds with which the cigarettes would be purchased are derived from 
donations by oflicers and enlisted personnel to club or camp funds, 
and profits from post or base exchanges. 

Section 3331 of the Internal Pre r enue Code provides as follovvs: 

The privilege existing by provision of law on DeceInber 1, 18rg or thereafter 
of purchasing supplies of goods imported from foreign countries for the use 
of the l. nited States, duty free, shall be extended, under such regulations as the 
Secretary may prescribe, to all articles of domestic production Ivhich are sub- 
ject to tax by the provisions of this subtitle. 

Section 140. 212 of Regulations 8, as added by Treasury Decision 
6052, C. B. 1053 — 2, 346, issued under the authority of section 3331 
of the Internal Revenue Code, provides as follows: 

3fanufacturers of tobacco, snuff, cigars, cigarettes, and cigarette papers and 
tubes, may ship such articles tax-free from their factories, in accordance with 
this subpart, to Federal agencies and institutions for gratuitous distribution. 
Shipments of such articles for sale by Federal agencies or institutions are not 
within the meaning of the law authorizing the purchase of articles tax-free for 
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uso of the United States. Institutions owned or controlled by the Governments 
of the several States, Territories, or the District of Columbia, are not entitled 
to receive such articles tax-free. 

The purpose of the statute is to avoid the procedures of requiring 
the Government to pay into the Treasury as taxes funds appropriated 
out of the Treasury for its support. 

Since the cigarettes will be paid for from funds of the respective 
organizations, and not from congressionally appropriated funds, the 
withdrawal o~f cigarettes for delivery to military and naval bases 
and establishments in this country for distribution to oKcers and en- 
listed personnel at special and holiday dinners and at recreational ac- 
tivities would not be withdrawals "for use of the United States" 
within the meaning of section 3381 of the Internal Revenue Code. 
Cigarettes may not be withdrawn from factories tax-free for such 

purposes. 

CHAPTER 29. — MANUFACTURERS' EXCISE AND 
IMPORT TAXES 

SUBCHAPTER A. — MANUFACTURERS' EXCISE TAXES 

The Revenue Service has concluded that the portion of Revenue 
Ruling 54 — B5, published in Internal Revenue Bulletin 1954-o, 29, 
under date of January 11, 1954, dealing with the computation of tax 
base is ambiplous and subject to varying interpretations. Accord- 
ingly, in the interest of clarity of understancling and application, that 
Revenue Ruling is superseded to read as follows: 

SECTION 6403. — TAX ON AUTOMOBII. KS, KTC. 

RrGUT ATIONS 46, SEGTroN 616. 50: Scope of tax. 
(Also Section M41, Section 816. 15. ) 

Method of computing tax imposed by section 8403 of the Code 
with respect to sales of automobiles by an iruporter who sells only 
a' retaiI. 

Rev. Rul. 54-25, I. R. B. 1054 — 2, 26, superseded. 

Advice is requested concerning the method of computing the tax 
imposed by section o406 of the Internal Revenue Code with respect 
to sales of automobiles by an importer who sells only at retail. 

Under the authority of section 8441(b) (I) of the Code, the tax on 
sales of automobiles by an importer who sells only at retail is to be 
computed on the price for which such articles are sold by manufac- 
turers or producers in the ordinary course of trade as determined by 
the Commissioner. Such determination has been made with respect 
to automobiles and has been found to represent an amount equal to 
75 percent of the established retail list price subject to the adjust- 
ments provided by section 8441(a) of the Code. Such adjustments are 
to be made as follows: To 75 percent of the list price should be (A) 
added any separate charge made by the importer for transportation 
or delivery of the car to the purchaser and (B) deducted the amounts 
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of (1) the transportation or delivery expense actually incurred by 
the importer in eGecting delivery to the purchaser, and (2) any 
expense for insuring the shipment to the purchaser (but not including 
insurance on the shipment to the importer). This computation re- 
jects the fair market price in the case where the a, mount of the tax 
is to be passed on as a separate item on the invoice to the purchaser. 
ln such case the tax ivill be computed at the statutory rate of 10 
percent of such fair market price. However, ivhere the amount of 
the tax is not passed on as a separate item but is included in the invoice 
price, the foregoing computation rejects not only the fair market 
price but the tax thereon as wc]1. In that case, and in compliance 
with the rule set forth in section 816. 11 of Regulations 46, the tax may 
be determined by taking one-eleventh (10/110) of' such amount, so 
as to eliminate the tax from the tax base as required by the law. 

In the event the tax base determined in the above-described man- 
ner results in a price which is less than the importer's cost of the aui, o- 
mobiles includin«duty, insurance, and other charges incident to plac- 
ing the automobiles in condition ready for delivery to his customers, 
the tax shall be computed at 10 percent of' such cost. 

Pzutlf aTzoxs 46, SscTzow 816. 50: Scope of tax. Rev. Rul. 54-61 

Sales by a manufacturer of new truck or truck trailer bodies pro- 
duced from new or salvaged materials to replace botlies which have 
been wrecked are taxable under section 3403(a) of the Internal 
Revenue Code. 

Advice is requested concerning the application of the tax under sec- 
tion 8408(a) of the Internal Re~venue Code to tits sale by a manufac- 
turer of new truck or truck trailer bodies produced from new or 
salvaged materials furnished by the manufacturer to replace bodies 
which have been wrecked. 

Under section 8403(a) of the Code, tax at the rate of 8 percent is 
imposed on the sale by the manufacturer of automobile truck chassis, 
automobile truck bodies, truck and bus trailer and semitrailer chassis, 
and truck and bus trailer and semitrailer bodies. 

It is held that where a manufacturer furnishes either new or salvaged 
materials and produces new truck or truck trailer bodies to replace 
bodies which have been wrecked, the sale of the bodies by the manu- 
facturer is subject to tax under section 8408(a) of the Code. However, 
under the provisions of section 3448(a) of the Code, a credit may be 
allowed to a manufacturer in the amount of excise tax which has been 
paid on any new parts purchased and used by him in the manufacture 
of bodies with respect to which iax has been reported or paid. (See 
section 816. 204, Regulations 46. ) 

Sales by a manufacturer of truck or truck trailer bodies to dealers 
or others for resale are considered sales at wholesale. Where the 
manufacturer's vendee purchases such a body for use and not for re- 
sale, the transaction is considered a sale at retail. 

The following sets forth the method of computing the tax with 
respect to sales by manufacturers of truck or truck tr~ailer bodies at, 
wholesale, wholesale and retail, and retail only. 

With respect to sale of. bodies at wholesale, the tax imposed by sec- 
tion 8408(tL) of the Code should be based on the wholesale price sub- 
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ject, to the following adjustments provided by section 8441(a) of the 
Code. To the wholesale price there should be added any charge 
for the transportation or delivery of the bodies i and there should. be 
excluded any expenses actually incurred by the manufacturer (1) in 
effecting delivery of the bodies to the purchasers, (o) for installation 
of the completed bodies on chassis, (3) for insuring shipments to the 
purchasers, and the amount of tax if not entered on the invoice as a 
separate charge. 

Under the authority of section 8441(b) (1) of the Code, the tax on 
retail sales of bodies by a manufacturer who also sells such articles at 
v'holesale, is to be based upon his highest established wholesale price to 
independent dealers, subject to the same adjustments hereinbefore 
stated in connection with sales at wholesale. 

The tax on sales of bodies by a manufacturer v ho sells only at re- 
tail is to be computed, under the authority of section 8441(b) (1) of 
fhe Cocle, on the price for which such articles are sold by manufac- 
f urers or producers in the ordinary course of trade as determined by 
the Commissioner. Such determination has been made with respect 
to truck or truck trailer bodies and it has been found to represent 75 
percent of the established retail price, subject to adjustment with re- 
spect to the above-mentioned additions and exclusions provided by 
section 8441(a) of the Code, This results in the adjusted price on 
v hich the tax is to be based. If the tax is not included in the retail 
price, it, is to be computed at 8 percent of the adjusted price. AVhere 
the tax is included in the retail price, it may be computed at two 
twenty-sevenths (s/jos) of the adjusted price in order to provide for 
the exclusion of the tax from the price on which it is based. In any 
case where the fax base determined in this manner with respect to 
sales by a manufacturer who sells only at retail results in a price which 
is less than the manufacturer's cost of the body when in condition ready 
for delivery to the purchaser, the tax should be computed at 8 percent 
of such cost. 

It is further held that where a manufacturer merely replaces certain 
parts of a used truck or truck trailer body belonging to a customer, 
such operation is considered to constitute a repair operation and the 
tax imposed under section 8403(a) of the Code does not apply to 
the amount charged for such repairs. However, the manufacturer is 
liable for tax under section 3408(c) of the Code with respect to any 
taxable parts or accessories of his manufacture or which were pur- 
chased by him tax-free for further manufacture, which are sold to 
the customer in connection with the repair operation. 

Rxuur, mzoNs 46, SrcrzoN 816. 50: Scope of tax. Rev. Rul. 54-117 

A low-bed trailer or semitrailer which is designed and constructed 
for transporting heavy equipment and which by special permission 
may operate on highways is considered to be an automobile truck 
trailer or semitrailer within the meaning of section M03(a) of the 
Internal Revenue Code. Sales of such trailers by the manufacturer 
are subject to tax under that section even though they may exceed the 
maximum width and weight limitations prescribed by the laws of the 
various States. 
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SECTION 8406. — EXCISE TAXES IMPOSED BY 
THE REVENUE ACT OI' 1941 

REGULATIQNs 46) SEGTIQN 816. 110: Scope of 
tax. 

Rev. Rul. 54-228 

Electric air heaters which, because of theIr design and construc- 
tion and tbe purpose to be served, are usually built in or permanently 
attached to a wall, iixture or similar construction element, do not 
come within the classification of appliances of the household type 
contemplated by section 6406(a) (0) of the Interual Revenue Code 
and sales thereof by the manufacturer are not subject to the tax 
imposed by that section. On the other hand, portable electric air 
heaters are considered to be included in the classification of appli- 
ances of the household type and sales thereof by the manufacturer 
are sublect to tax. 8. T. 0th C 13. 1062-2, 266, modified. 

Advice is requested concerning the application of the tax on electric 
appliances impose«l by section 8406(a) (3) of the Internal Revenue 
Code to electric air heaters of the type designed for permanent in- 
stallation as distinguished from those of tlie portable type. 

Section 8406(a) (8) of the Code, effective October 1, 1941, imposed a 
tax at the rate of 10 percent on the sale by the manufacturer, producer, 
or importer of electric air heaters (not including furnaces). By 
virtue of the amendment of that section of the Code by section 485 of 
the Revenue Act of 1951, effective November 1, 1951, the tax on such 
heaters was limited in application to those of the household type. 
Under the law as amended by section 805 of the Excise Tax Reduc- 
tion Act of 1954, effective April 1, 1954, the rate of tax on household 
tvpe electric air heaters was reduced from 10 to 5 percent. 

S. T. 945, C. B. 1952 — 2, 256, holds that the tax imposed by section 
8406(a) (3) of the Code is applicable to sales of electric air heaters 
which are not in fact furnaces, even though they take the place of 
furnaces and are permanently installed in tlie walls, ceilings, or floors 
of buildings. 

In addition to electric air heaters, the statute imposes a tax on a wide 
variety of electric, gas, and oil appliances of the household type. In 
this range of taxable appliances the articles vary in size from large to 
small. Likewise, a number of articles are portable, while others be- 
cause of their design and construction and the purpose intended to be 
served are usually built in or permanently attached to a wall, fixture, 
or similar construction element. In the administration of sectioii 
6406(a) (8) of the Code it is not possible to lay down a general rule or 
yardstick such as size, capacity, or portability which is susceptible of 
equal application to each of the articles taxed thereunder. In other 
words the scope of this section of the law is dependent upon the nature 
of the particular article involved, and considerations which would be 
determinative in the case of an electric air heater ~ould not neces- 
sarily be appropriate in the case of other articles named in the law. 

With respect to electric air heaters, the distinction between those 
which are portable and those which are built in or permanently 
installed is considered to be a significant factor in determining whether 
they are appliances of the household type within the contemplation of 
section M06(a) (8) of the Code. It is held that electric air he:iters 
which, because of their design and construction and the purpose to be 
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served, are usually built in or permanently attached to a wall, fixture 
or similar construction element, , do not come within the classiiication of 
appliances of the household type contemplated by section 3406(a) (3) 
of the Code. Accordingly, sales of such heaters by the manufacturer 
are not subject to the tax imposed by that section, On the other hand, 
portable electric air heaters are considered to be included in the classi- 
fication of appliances of the household type and sales thereof by a 
nianufacturer are subject to tax. 

S. T. 945, 8upra, is modified to the extent that it is inconsistent with 
the ruling herein expressed. 

RKGULATEoivs 46, Szcriox 316. 120: Scope of Rev. Rul. 54-186 
tax. 

Lenses (except still camera lenses having a focal length of one 
hundred and twenty milhmeters or less and motion picture camera 
lenses having a focal length of thirty millimeters or less), photo- 
graphic apparatus and equipment, and any apparatus or equipment 
designe&l especially for use in the taking of photographs or motion 
pictures or in developing, printing, or enlarging photographs or 
motion pictures, are not included in section 3406(a) (4) of the Code, 
as amended, and sales thereof by the manufacturer are not subject 
to tax. Articles which prior to the amendment of that section 
were held to be taxable under these classifications are not now 
classifiable as parts or accessories, and sales thereof are not subject 
to tax on or after November I, 1051, even thou& h sold by the manu- 
facturer on or in conneciion with a taxable camera or lens. 

Advice is requested whether photographic apparatus and equip- 
ment and certain lenses, taxable under section 3406(a) (4) of the 
Internal Revenue Code prior to its amendment, by the Revenue Act 
of 1951 are now taxable under that section, as amended, as parts or 
accessories when sold by the manutacturer on or in connection with a 
taxable camera or lens. 

Section 6406(a) (4) of '. he Cod. , prior to the amendment thereof 
by section 486(a) of the Revenue Act of 1951, provided as follows: 

SEC. 3406. EXCISE TAXES 114POSED BY THE 1(EVENUE ACT OP 1041. 

(a) IMrosiT&oN. — There shall be imposed on the following articles, sold by the 
manufacturer, producer, or importer, a tax equivalent to the rate, on the price 
for which sold, set forth in the following paragraphs (including in each case 
parts or accessories of such articles sold on or in connection therewith, or with 
the sale thereof): 

III 

(4) PHoToos~ruic arrxi&aTus. — Cameras (except cameras weighing more 
than four pounds exclusive of lens ai&d accessories) and lenses, photo- 
graphic apparatus and equipment, and any apparatus or equipment designed 
especially for use in the taking of photographs or motion pictures or in 
developing, printing, or enlarging photographs or motion pictures, 25 per 
centum; unexposed photographic films (including motion picture films but 
not including X-ray film), photographic plates and sensitized paper, 15 per 
centum. 

Section 816. 120(a) of Regulatiors 46, applicabl: for the period 
October 1, 1941, to October 31, 1951, inclusive, defines the term "photo- 
graphic apparatus and equipment" as including any article used on 
or in connection with a camera or lens in the taking of a still or 
motion picture. The following items are listed as descriptive but 
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not all inclusive of such articles: range finders, view finders, lens 
extension tubes, filters, difFusers, tripods, focusingi finders, etc. That 
section defines the phrase "any apparatus or equipment designed 
especially for use in the taking of photographs or motion pictures or 
in the developing, printing, or enlarging of photographs or motion 
picture films" as including ~tile followino' articles whicli lil'ewise are 
stated to be descriptive and not all inclusive: exposure meters, en- 
largers, lenses and other attachments for enl;irgers, tanks, or pa»s 
designed for developing films, printing frames, photoflood lamps and 
reflectors, flash bulbs, etc. 

Section 6406(a) (4) of the Code, as amended by the Revenue Act 
of 1951, effective November 1, 1951, provides as follows: 

SEC. 3406. EXCISE TAXES IMPOSED BY THE REVEXUE ACT Ol' 1041, 

(a) IwirosrxzoÃ — There shall be iuiposed on tbe following articles, sold by tbe 
manufacturer, producer, or importer, a tax equivalent to the rate, on the price 
for which sold, set forth in the following paragraphs (including in each case 
parts or accessories of such articles sold on or in connection therewith, or with 
the sale thereof): 

(4) rHorooaazHm xrraaaTus. — Cameras and camera lenses, and unex- 
posed photographic filiu in rolls (including motion picture film), 20 per 
centum. The tax imposed under this paragraph shall not apply to X-ray 
cameras, to cameras weighing more than four pounds exclusive of lens and 
accessories, to still camera lenses having a focal length of more than one 
hundred and twenty millimeters, to motion picture camera lenses having a 
focal length of more than thirty millimeters, to X-ray film, to unperforated 
microfilm, to film more than one hundred and fifty feet in length, or to film 
more than twenty-five feet in length and more than thirty millimeters in 
width. Any person who acquires unexposed photographic film not subject to 
tax under this paragraph and sells such unexposed film in form and dimen- 
sions subject to tax hereunder (or in connection with a sale cuts such film 
to form and dimensions subject to tax hereunder) shall for the purposes of 
this subsection be considered the manufacturer of the film so sold by him. 

Lenses (except still camera lenses having a focal length of one hun- 
dred and twenty millimeters or less and motion picture camera lenses 
having a focal length of thirty millimeters or less), photographic 
apparatus and equipment, and any apparatus or equipnicnt designed 
especially for use in the taking of photographs or motion pictures or in 
developing, printing, or enlarging photographs or motion pictures are 
not included in section 8406(a) (4) of the Code, as amended, and sales 
thereof by the manufacturer are not subject to tax. Articles which 
prior to the amendinent of that section were held to be taxable under 
these classifications are not now classifiable as parts or accessories and 
sales thereof are not subject to tax on or after November 1, 1961, even 
though sold by the manufacturer on or in connection with a taxable 
camera or lens. 

The following are descriptive of articles included in such classifica- 
tions and not subject to tax, provided they are not incorporated in a 
taxable camera or taxable lens so as to become an integral part thereof: 
Telephoto copying, portrait and wide angle supplementary lens at- 
tachments which have an infinite focal length and cannot be used for 
the taking of photographic pictures unless combined with camera 
lenses; range finders including those attachable to cameras but operat- 
ing independently thereof but not including those which, although 
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detachable from a camera, cannot operate independently thereof; view 
finders; focusing finders; lens extension tubes; lighting equipment 
including flashholders, flash guns and holders for flood lainps; filters 
in slip-on cells; diRusers; exposure meters; cable releases; self-timers; 
supplementary backs; and tripods. 

Articles that are incorporated in a taxable camera or a taxable lens 
so as to become an integral part thereof, and range finders which, 
although detachable from a taxable camera, cannot operate independ- 
ently thereof. , are subject to tax as parts and accessories when sold by 
manufacturer)s on or in connection with taxable cameras or lenses. 

SECTION 3407. — TAX ON FIREARMS) SHELLS) AND 
CARTRIDGES 

REGULATI0Ns 46 (1940) ) SEGTIoN 316. 80: Scope 
of tax. 

Rev. Rul. 54-98 

The tax imposed by section 3407 of the Internal Revenue Code 
attaches to the sale of coiriplete firearms, or firearms in a knockdown 
condition but complete as to all coinponent parts. The tax does 
not apply to the sale of parts or accessories for firearrns when sold 
separately or when sold with a complete firearm for use as spare 
parts or accessories. 

Advice is requested whether the tax on firearms imposed under 
section 3407 of the Internal Revenue Code is applicable to sales by a 
manufacturer of telescopic mounts, rubber recoil pads, rifle sights, 
and repair parts for rifles and shotguns. 

Section 3407 oi the Code imposes a tax of 11 percent on the sale by 
the manufacturer, producer, or importer of firearms, shells, and car- 
tridges. The tax attaches only to sales of complete firearms, or to 
iirearins which, although in a knockdown condition, are complete as 
to all component parts. (Sec. 316. 4 of Regulations 46. ) Parts or 
accessories of firearms are not taxable when sold separately, or when 
sold with a complete firearm for use as spare parts or accessories. 

Accordingly, telescopic mounts, rubber recoil pads, rifle sights, and 
similar parts for rifles and shotguns are not taxable when sold sep- 
arately, or when sold with complete firearms for use as spare parts or 
accessories. As to component parts of shells and cartridges see 
S. T. 561) C. B. XI-2, 483. 

SECTION 3416. — FLOOR STOCKS REFUND ON REFRIG- 
ERATORS) QUICK-FREEZE UNITS, AND ELECTRIC) 
GAS, AND OIL HOUSEHOLD APPLIANCES 

REGULATIGNs 46) SEcTIGN 316. 204a: Credits or 
refunds of tax on floor stocks of electric light, 
bulbs, refrigerators, and appliances. 

Application of statute of limitations contained in section 3313 of the 
Internal Revenue Code to claims for refund or credit of the manufac- 
turers' excise taxes provided in the Excise Tax Reduction A. ct of 1954) 
with respect to floor stocks of refrigerators and appliances. 

(See Rev. Rul. 54 — 239, p. 234. ) 
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SUBCHAPTER C. — GENERAL ADMINISTRATIVE PROVISIONS 

SECTION 3441. — SALE PRICE 

REGULATIGNS 46) SEGTIoN 316. 15: I» air marltet 
price in case of retail sales, consignments, 
etc. , generally. 

Computation of tax on ref til sales of automobiles by importer. 
(See Rev. Rul. 54-25, p. 258. ) 

SECTION 344 . — CREDITS AND REFUNDS 
REGULATICNs 46, SrcTzoN 316. 204: Credits and Rev. Rul. 54-118 

refunds. 

In the case of (1) an overpayment of manufacturers' excise tax 
with respect to certain sales (or loses) of a particular class of articles, 
and (2) the circumstances under which the overpayment arose are 
such that the taxpayer could not obtain a refund thereof without first 
complying with the provisions oi section 3443(d) of the Internal 
Revenue Code, the allowance of such overpayment as an OA'set against 
the tax due on other sales of the same or of a diferent class of articles 
would constitute a crediting of the overpayment within the purview 
of section 3443(d), whether the allowance is made as a credit on a 
return or as an o8set in computing the net amount of an additional 
tax liability. Accordingly, in such case the provisions of section 
3443(d) must first be complied with, before the taxpayer is entitled 
to any adjustment of the overpayment. Under the provisions of that 
section, a credit for the overpayment is not allowable unless the per- 
son who paid the tax establishes (1) that he has not included the tax 
in the price of the article with respect to which it was imposed, or 
collected the amount of tax from the vendee, or (2) that he has repaid 
the amount of the tax to the ultimate purchaser of the article or has 
secured the written consent of such ultimate purchaser to the allow- 
ance of the credit. Section 316. 204 of Regulations 46 defines an "ulti- 
mate purchaser" as a person who purchases an article for consump- 
tion, or for use in the manufacture of other articles and not for resale 
in the form in w hich purchased. 

CHAPTER 30. — TRANSPORTATION AND 
COMMUNICATION 

SUBCHAPTER C. — TRANSPORTATION OF PERSONS 

SECTION 3469. — TAX ON TRANSPORTATION 
OF PERSONS, ETC. 

Rev. Rul. 54-62 REGULATIONs 42 SEOTIQN 130. 52: Rate and 
application of tax. 

The tax on the transportation of persons imposed by section 2409 
of the Internal Revenue Code is to be collected by a carrier at the 



Ilegs. 42, Ia 130. 52. ) 266 

prescribed rate of 15 percent with respect to each payment for trans- 
portation. In computing the amount of tax to be collected a frac- 
tional part of a cent must be disregarded unless it amounts to one- 
half cent or more, in which case it must be increased to one cent. 
The Internal Revenue Service cannot authorize the collection of tax 
in an amount greater than that legally due. 

Advice is requested whether a carrier in collecting the tax on the 
transportation of persons imposed by section 8469 of the Internal Rev- 
enue Code may collect an amount in excess of 15 percent of its estab- 
lished passenger fare. 

In the instant case the carrier's established passenger fare is 48 
cents with respect to vvhich a tax of 6. 45 cents is applicable computed 
at the prescribed rate of 15 percent. The carrier in order to avoid 
the use of pennies desires to collect 7 cents as tax with respect to 
each fare or a total of 50 cents. 

Sections 8469 (a) and 1650 of the Internal Revenue Code impose a 
tax of 15 percent upon the amount paid for the transportation of per- 
sons by rail, motor vehicle, water, or air. Section 8469(d) of the 
Code provides that the tax shall be paid by the person making the 
payment subject to the tax. 

Section 3658 of the Code provides that in the payment of any tax 
not payable by stamp a fractional part of a cent shall be disregarded 
unless it amounts to one-half cent or more, in which case it must be 
increased to one cent. 

It is held that a carrier must collect the tax at the prescribed rate of 
15 percent of each payment made to it for the transportation of per- 
sons and that in computing the tax on each such payment a fractional 
part of a cent must be disregarded unless it amounts to one-half cent or 
more, in which case it must be increased to one cent. Accordingly, 
the tax required to be collected on an established passenger fare of 48 
cents is 6 cents and the Internal Revenue Service cannot authorize 
the collection of tax in an amount greater than that legally due. 

REGvIATIONs 42, SEcrloN 180. 52: Rate and 
application of tax. 

Separate amounts paid, in connection with a one-way trip, for local 
transportation in one city and for transfer and through transporta- 
tion to a neighboring city, constitute amounts paid for continuous 
transportation, and where the total of the separate amounts paid for 
such transportation, including the cost of the transfer, exceeds 35 
cents, such total amount is subject to the tax on transportatiou of 
persons imposed by section 3400 of the Internal Revenue Code. 

Advice is requested whether the tax on transportation of persons 
imposed by section 8469 of the Internal Revenue Code attaches to 
charges for a one-way trip under the following circumstances. 

A carrier operates buses on local lines within city M and on an 
interurban line between a terminal in city M and a terminal in 
neighboring city N. A charge of 16 cents is made for any local fare 
on lines within city M. A fare of 85 cents is charged for transporta- 
tion from any point on the interurban line in city M to city N. A 
passenger who uses a local line in city M may, upon purchase of a 
1-cent transfer, which constitutes a receipt for the payment of the 
local fare of 16 cents, and an additional payment oI 20 cents, or a 
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total of 87 cents, obtain transportation from any point ou a 'local line 
in city M to the established terminal or a discliarge point on the in- 
terurban line in city N. 

Section 3469(a) of the Code imposes upon the amounts liaid for 
the transportation of' persons by rail, motor vehicle, water or air, 
with certain exceptions not here applicable, a tax equivalent to 10 
percent of the amount so paid. Under the provisions of' section 
6469(b) of the Code the tax does not apply to aniounts paid for trans- 
portation which do not exceed 35 cents. 

ln accordance with the provisions of section 130. 52 of Regulations 
42, the tax on the transportation of persons is to be measured by 
the total amount paid, whether paid a, t one time or collected at 
intervals during the cottrse of a continuous transportation, as in the 
case of a carrier operating under the zone system. 

It is held that the separate amounts paid under the circunist, ances 
described constitute payments for continuous transportation as con- 
templated by' the regulations. Accordingly, where the total of the 
separate amounts paid, including the charge for the transfer, exceeds 
85 cents, such total amount is sttbject to the tax on transportation of 
persons. 

Rev. Rul. 54-89 REGULATIGNS 42, SKOTloN 180. 54: Payments 
not subject to tax. 

Section 130. 54(b) of Regulations 42 sets forth the requirements for 
establishing the nonapplication of' the tax on transportation of per- 
sons imposed by section 3469 of tlie Internal Revenue Code, to a pay- 
ment made outside the United States for transportation between two 
or more points within the United States, which is part of transporta- 
tion from or to a point outside the United States. The Internal 
Revenue Service has not approved the use of any form or exemption 
certificate to establish the nontaxable character of such a payment. 

REGULaTIGNs 42 SEOTIGN 130. 54: Payiiieilts 
outside the United States. 

Rev, Rul. 54-141 

The tax on the transportation of persons imposed by section M69 
(a) and (c) of the Internal Revenue Code applies to an amount paid 
in Canada or Mexico by a resident of the United States who intends 
to travel between two points in the United States and who would 
normally make payment for such transportation in the United States 
but instead goes to Canada or IVIexico to purchase his transportation 
for the ostensible purpose of having an "outside leg" as evidence of 
a journey from or to a point outside the United States. 

Advice is requested concerning the application of the tax on the 
transportation of persons imposed by section 3469 (a) and (c) of the 
Internal Revenue Code in a situation where a resident of the United 
States intends to travel between two points in tlie United States and 
would normally make payment for such transportation in the United 
States but instead goes to Canada or ihfexico to purchase this transpor- 
tation and at the same time to purchase a separate ticket for trans- 

ortation between a point in Canada or Mexico and a point in the 
nited States for the ostensible purpose of having such "outside leg" 

as evidence of a journey from or to a point outside the United States. 
Advice is also requested as to the tax consequences where such resident 
purchases a through ticket instead of separate tickets. 
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In accordance with the provisions of section 8469 (a) and (c) of the 
Internal Revenue Code the tax is imposed upon amounts paid without 
the United States on or after November 1, 1950, for the transportation 
of persons on or after such date, by rail, motor vehicle, water, or air 
which begins and ends in the United States and for seating or sleeping 
accommodations f'urnished in connection therewith. 

Section 180. 54 (b) of Regulations 49 provides, in part, that the tax 
does not apply to a payment made outside the United States for trans- 
portation which begins or ends outside the United States. For pur- 
roses of t' he preceding sentence, a payment made outside the United 
tates for transportation betv. een two or more points within the 

United States (such transportation being referred to in such section 
as "the United States portion"), which is part of' transportation from 
or to a point outside the United States is a payment f' or transporta- 
tion which begins or ends outside the United States, where it is defi- 
nitely established at the time of making payment for the United 
States portion that such portion is purchased for use in making the 
journey from or to a point outside the United States. The nontaxa- 
ble character of the payment made outside the United States for the 
United States portion is to be established under the rules set forth 
in subparagraphs (9) through (5) of section 180. 54(b), supra. In 
these rules the transportation to or from a point outside the United 
States is referred as "connecting transportation. " 

It is held that a resident of the United States purchasing transpor- 
tation under the circumstances described in the first paragraph has 
not, within the purview of section 180. 54 of Regulations 42, purchased 
transportation which constitutes "connecting transportation" from 
or to a point outside the United States regardless of whether the sep- 
arate ticket or the portion of the through ticket which represents the 
"outside leg" is used. Accordingly, the alleged connecting trans- 
portation between the point in Cana~da or Mexico and the point in 
the United States shall be disregarded in determining liability for the 
tax, and the payment made in Canada or Mexico for the transporta- 
tion which begins and ends in the United States is subject to the tax 
on the transportation of persons. 

The following examples will serve to illustrate the application of 
the foregoing: 

1. A resident of Bufi'alo intends to travel by rail from Buffalo to 
New Orleans. He goes to Fort Erie, Ontario, Canada, and purchases 
his ticket for the trip from BufFalo to New Orleans. He also pur- 
chases in Fort Erie a bus ticket for transportation from Fort Erie 
to Buffalo in order to have an "outside leg' as evidence that his jour- 
ney began at a point outside the United States. He uses the bus 
ticket for his return to Buffalo. The transportation by bus from 
Fort Erie to BufFalo does not constitute "connecting transportation. " 
Therefore, the amount paid in Fort Erie for the rail transportation 
from BufFalo to New Orleans is a payment for transportation which 
begins and ends in the United States and is subject to the tax. 

9. A. resident of Detroit intends to travel to Miami. He goes to 
'Windsor, Ontario, Canada, by private automobile and purchases his 
ticket for transportation by air from Detroit to Miami. As evidence 
of an "outside leg" he also purchases in windsor a rail ticket for trans- 
portation for 'Windsor to Detroit, but this ticket is not used since he 
returns to Detroit by private automobile, The ticket for the rail 
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transportation from Windsor to Detroit does not constitute a ticket 
for "connecting transportation. " Therefore, the amount paid in 
Windsor for the air transportation from Detroit to Miami is a pay- 
ment for transportation which begins and ends in the United States 
and is subject to the tax. 

3, A resident of Detroit intends to travel to Dallas. For the pur- 
pose of having evidence of an "outside leg" for his trip he goes to 
Windsor, Ontario, Canada, and purchases a through ticket for trans- 

ortation fronI Windsor to Dallas. He actually begins his trip in 
indsor. The transportation betlveen windsor and Detroit is not 

"connecting transportation" and in determining liability for the tax 
is disregarded. Therefore, the tax applies to the payment made in 
Windsor for the transporta~tion from Detroit to Dallas. 

4. A. resident of Los Angeles who intends to travel to New York 
goes by private automobile to Tijuana, Mexico, and there purchases 
a through ticl-et for transportation from Tijuana to New York. Eie 
returns to Los Angeles by private automobile and does not use the 
portion of the through ticl. -et covering the transportation from Ti- 
juana to Los Angeles Ivhich he had purchased as evidence of an "out- 
side leg. " The amount paid in Tijuana for the portion of the through 
ticket representing transportation from Los Angeles to New York is 
a payment, for transportation which begins and ends in the United 
States, and is, therefore, subject to the tax. 

Under the authority of section 8791(b) of the Internal Revenue 
Code, the conclusions stated in this Revenue Ruling will be applied 
without, retroactive eQ'ect as to pavments made prior to May 1, 1954, 
for the type of transportation herein discussed, except that any tax 
which has been paid on such payments will not be refunded. 

Rev. Rul. 54-47 REGULATIONs 42. SECTION 130. 58: Motor vehicles 
with seating capacity of less than ten. 

Where limousines are operated to and from an airport and sur- 
rounding areas and passengers are picked up or delivered at any place 
or places designated by them, as distinguished from 6xed pickup and 
discharge points established by the limousine company, such vehicles 
are not. considered operated on an established line within the Ineaning 
of section 8469 of the Internal Revenue Code. If such vehicles have 
a seating capacity of less than 10 adult passengers, including the 
driver, the tax on the transportation of persons is not applicable to 
amounts paid for such transportation. 

REGULATIQNs 42~ SEcTIGN 180. 58: Motor vehicles Rev. Rul. 54-108 
with seating capacity of less than ten. 

Limousine-automobiles having a seating capacity of less than ten 
adult passengers, including the driver, operated for the purpose of 
conducting sightseeing and pleasure tours where the passengers 
are picked up or delivered at any place or places designated by them, 
and where the tours may be varied according to the wishes of the 
passengers, are not considered to be vehicles operated on an estab- 
lished line within the meaning of section 3409 of the Internal 
Revenue Code. 
815359' — 54 — 18 
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Advice is requested whether limousine-automobiles operated for 
the purpose of conducting sightseeing and pleasure tours, under the 
following circumstances, constitute vehicles operated on an established 
line within the meaning of section 8469 of the Internal Revenue Code. 

A corporation operates a fieet of limousine-automobiles for the 
purpose of conducting sightseeing and pleasure tours. The limou- 
sines accommodate seven passengers. The company maintains an 
o%ce where telephone calls for service are received from customers, 
brokers, and driver-lecturers. It does not, however, maintain an 
establislied place or terminal where service begins or ends. Calls for 
service originate at tourist homes, courts, motels, hotels, inns, cabins, 
and practically any place tourists stay. Limousines are kept over- 
night at the homes of the driver-lecturers and they are dispatched in 
the morning by phone order to the point of origin of the calls to pick 
up the passengers. The tours are usually for a party of two and 
seldom exceed four in number, and may be varied according to the 
wishes of the passengers. While advertised tours mention points of 
interest to be visited, they are primarily suggestions and general 
outlines. 

In a representative month of operations, over 60 percent of the 
carrier's tours began at 40 suburban points, while 88 percent of the 
local tours began at 25 difi'erent points. Of the total number of 
passengers served, less than 2 percent presented themselves for service 
at the company's once. While the company operated only eight lim- 
ousines during the month, it conducted 845 tours. 

Section 8469(a) of the Code imposes upon the amount paid for the 
transportation of persons by rail, motor vehicle, water, or air a tax 
equal to 15 percent of the amount so paid. The tax does not apply 
to transportation by motor vehicles having a seating capacity of less 
than 10 adult passengers, including the driver, unless such vehicle is 
operated on an established line. 

Section 180. 58 of Regulations 42 provides that the term "operated 
on an established line" nieans operated with some degree of regularity 
between definite points. It does not necessarily mean that strict 
regularity of schedule is maintained; that the full run is always made; 
that a particular route is followed; or that intermediate stops are 
restricted. The term implies that the person rendering the service 
maintains and exercises control over the direction, route, time, number 
of passengers carried, etc. It implies also that the primary contract 
between the operator and the person served is for the transportation 
of the person and not for the hire or use of the vehicle. 

Where limousines are operated for the purpose of conducting sight- 
seeing and pleasure tours and passengers are picked up or delivered 
at any place or places designated by them, as distinguished from fixed 
pickup and discharge points established by the limousine company, 
and where the tours may be varied according to the wishes of the 
passengers, such vehicles are not considered operated on an established 
line within the meaning of section 8469 of the Internal Revenue Code. 
(See Rev. Rul. 54 — 47, p. 269, this Bulletin. ) It is held that since, in the instant case, the limousines pick up or 
deliver passengers at any place or places designated by them, and the 
tours are primarily arranged according to the passengers' wishes, the 
limousines are not considered to be operated on an established line 
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and the tax on the transportation of persons is not applicable to 
amounts paid for such transportation. 

However, if any particular limousine operation has established a 
particular tour with definite points regularly visited in a regulated 
order which will not be disrupted according to the wishes of the pas- 
sengers and over which a definite periodic service is attempted to be 
maintained, although strict regularity is not essential, it would be 
considered a vehicle operated on an established line within the mean- 
ing of section 8469 of the Code and the amounts paid for tours would 
be subject to tax. 

REGvLTTIONs 42) SKVTION 180. 60: Commutation Rev. Rul. 54-123 
tickets. 

The tax on the transportation of persons imposed by section 8400 
of the Internal Revenue Code does not apply to amounts paid by 
commuters on a iveelily basis for daily transportation service be- 
tween their abodes and their place of employment, where the 
commuters are not furnished commutation tickets but are given 
receipts as evidence of payment for the service and are assigned 
specific seats on the vehicle employed in tlie transportation service. 

Advice is requested whether the tax on the transportation of per- 
sons imposed by section M69 of the Internal Revenue Code applies to 
amounts paid by commuters for transportation service under the 
following circumstances. 

An operator of buses furnishes transportation exclusively for the 
accommodation of persons who commute daily to and from their 
places of employment. Under the franchise issued by the State, the 
operator is not permitted to transport any passengers other than con- 
tract commuters. The commuter makes payment for the transpor- 
tation on a weekly basis and is entitled to 10 one-way trips a week 
in accordance with a transportation and rate contract. Tickets are 
not issued but each commuter is furnished a receipt as evidence of 
payment and is assigned a specific seat on a bus. 

Section 8469(a) of tlie Code imposes a tax upon amounts paid for 
the transportation of persons by rail, motor vehicle, water, or air. 
Amounts paid for certain trips are exempt from such tax under sec- 
tion 3469(b) of the Code, which provides as follows: 

(b) Exs&rrriov os CzsrxrN TRies. — The tax imposed by subsection (a) shall 
not apply * * ~ to amounts paid for commutation tickets for one month or 
less * "' 

In the instant case, the transportation service is furnished to com- 
muters traveling daily from their abodes to their place of employment, 
the service is contracted for on a weekly basis, the service is used with 
regularity on each working day of the week, the commuters are as- 
signed specific seats on the vehicles employed in the transportation 
service, and the commuters are given receipts which identify them 
as the ones entitled to the service. Thus, there are present in the case 
substantially all the factors commonly associated with a commutation 
service for which carriers normally issue commutation tickets for 1 
month or less within the contemplation of the exemption provided for 
by the law. The fact that the service is rendered under such condi- 
tions as not to warrant the issuance of regular commutation tickets 



Regs. 42, t( 130. 75. ) 272 

is not considered material, particularly since the receipt given each 
person paying for the service serves in practical e(Feet as a commuta- 
tion ticket. 

Based on the facts in the instant case, it is held that the payments 
which the commuters make to the bus operator are considered pay- 
ments for commutation tickets within the meaning of section 8469 
of the Code and, therefore, are not subject to the tax imposed there- 
undel'. 

SUBCHAPTER D. — ADMINISTRATIVE PROVISIONS 

SECTION 8470. — PAYIIENT OF TAXES 

REGULATIONS 42) SECTION 180. 75: Refusal 
to pay taxes. 

(Also Section 1715, Section 101. 87, Regula- 
tions 48; Section 8475, Section 148. 55, 
Regulations 118. ) 

T. D. 6057 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PARTS 160, 
101, AND 146 

Regulations 42 (1942 edition), Regulations 43 (1941 edition), 
and Regulations 113 (1943 edition) amended. 

TREASURY DEPARTMENTI 
Or FICE OF COMMISSIONER OF INTERNAL REVENUE& 

washington 85, D. 0. 
To Officers and Employees of the Internal Revenue 8ervice and Others 

Concerned: 
Regulations 42 (1942 edition) [26 CFR, pt. 180], Regulations 48 

(1941 editicn) [26 CFR, pt. 101], and Regulations 118 (1948 edition) 
[26 CFR, pt. 148] are aniende&1 as follosvs: 

PARAGRAPH 1. Section 180. 75 of Regulations 42 is amended by 
si, riking out the second sentence thereof. 

PAR. 2. Section 101. 87 of Regulations 48, as amended by Treasury 
Decision 5849 [C. B. 1944, 689], approved Afarch 17, 1944, is further 
amended by striking out the last sentence of the fourth undesignated 
paragraph. 

PAR. 8. Section 148. 55 of Regulations 118 is amended by striking 
out the second sentence thereof. 

Because this Treasury Decision merely removes froln Regulations 
42, Regulations 48, and Regulations 118 an instruction with respect 
to the sublnission of infornIation by District Directors of Internal 
Revenue to the ( ommissioner, it is hereby 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 shall be effective upon its filing for publica- 
tion in the Federal Register. 
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(This Treasury Decision is issued under the authority contained 
in secs. 1855, 347", and 3791 of the Internal Revenue Code (53 Stat. 
206, 423, and 467; 26 U. S. C. 1855, 3472, and 8791). ) 

T. COLEMAN ANDREW S, 
Commissioner of Interna/ Revenue. 

Approved December 4, 1953. 
AI B FQLsoM~ 

doting Secretary of tAe Treasury. 

(Filed with the Division of the Federal Register December 9, 1%3, 8: 50 a. m. ) 

SUBCHAPTER E — TRANSPORTATION OF PROPERTY 

SECTION 3475. — TRANSP()RTATION OI PROPERTY 

RscvLArzoNS 113, SscrioN 143. 1(f): Meaning Rev. Rul. 54-102 
of terms. 

Foundry facing even though consisting of pulverIzed coke is not 
considered "coal" within the meaning of section 8475 of the Internal 
Revenue Code. An amount paid for the transportation of such mate- 
rial is subject to the tax on transportation of property at the rate of 
3 percent of the amount so paid. 

REGULATIoNs 113, SEcnoN 143. 13: Application Rev. Rul. 54 — 54 
of tax. 

A person who holds himself out to the public as one who for com- 
pensation sells, provides, proeures, furnishes, or arranges for the 
transportation of property is considered to be a person en aged in 
the business of transporting property for hire within the meaning 
of section 3475 of the Internal Revenue Code. 

Advice is requested concerning the application of the tax on the 
transportation of property imposed by section 3475 of the Internal 
Revenue Code under the following circumstances. 

I%I Company receives inquiries from shippers as to the cost and 
availability of equipment to transport their produce. It also receives 
inquiries from haulers as to the availability of loads. Shippers con- 
tract with the company for the transportation of their produce and 
the company then assigns the loads to haulers for delivery at an agreed 
price. After delivery of the loads the haulers return signed papers 
to the company indicating acceptance of delivery and are paid the 
agreed price. The company then bills the shippers for the contract 
price. The gross earnings of M Company are represented by the dif- 
ference between the charges collected from the shippers and the 
amounts paid to the haulers. 

Under the provisions of section 3475(a) of the Code the tax applies 
to amounts paid to a person engaged in the business of transporting 
property for hire, including amounts paid to a freight forwarder, 
express company, or similar persony but not including amounts paid 
by a freight forwarder, express company, or similar person for trans- 
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portation with respect to which a tax has previously been paid under 
that section. 

The term "person engaged in the business of transporting property 
for hire" for the purpose of the tax imposed by section 8475 (a) of the 
Code, includes not only a carrier who actually transports the property 
but also a person who holds himself out to the public as one who for 
compensation sells, provides, procures, furnishes, or arranges for th 
transportation of property. 

Under the circumstances stated above it. is held that M Company is 
engaged in the business of transporting property for hire within the 
naeaning of section 8475(a) of the Code. Accordingly, the tax applies 
to amounts paid to M Company by the shippers for the transportation 
of their produce and such company should collect the tax and make 
return thereof to the Government. However, the tax does not apply 
to amounts paid by M Companv to haulers for transportation with 
respect to which the tax is payable to such company. 

REGULATIoNs 113, SEcTIGN 148. 18: Application Rev. Rul. 54-194 
of tax. 

Charges made by a carrier to a shipper for shifting empty barges 
before loading and after unloading in connection with transportation 
of property by the carrier represent expenses of the nature generally 
incurred by such carriers and ordinarily reflected in their established 
tariffs. Iield, where for any reason such expense items are not in- 
cluded in a single transportation charge but are stated separately, 
the amounts so stated separately Inust be included in (or added to) 
the transportation charge for the purpose of the tax imposed by sec- 
tion 8475 of the Internal Revenue Code. 

REGULATICNs 118, SEcTIQN 143. 18: Application Rev. Rul. 54-188 
of tax. 

Amounts paid by an agency or instrumentality of the United 
States to carriers for hauling pursuant to contracts on Standard 
Form 32 (November 1949 edition) include both the transportation 
charges and any transportatio~ tax imposed by section 3475 of the 
Internal Revenue Code for which the agency or instrumentality 
may be liable. 

Advice is requested whether the tax imposed by section M75 of the 
Internal Revenue Code on the transportation of property is in- 
cluded in amounts paid by agencies or instrumentalities of the United 
States to carriers for hauling performed pursuant to contracts on 
Standard Form M (November 1949 edition) entered into with the 
carriers. 

Section 8475 of the Code provides that a tax shall be imposed upon 
the amount paid within or without the United States for the transpor- 
tation of property by rail, motor vehicle, water, or air from one point 
in the United States to another. The tax is payable by the person 
making the taxable transportation payment and is collectible by the 
person receiving such payment. 

Section 307 of the Revenue Act of 1948, effective tune 1, 1944, ter- 
rninated the general exemption from tax on the transportation of 
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property to or from the Government of the United States. See Mim. 
6194, C. B, 1947 — 2, 210. However, pursuant to the provisions of sec- 
tion 807(c) of the Revenue Act of 1943, as amended, the Secretary 
o f tile Treasury has continued the exemption with respect to the trans- 
portation of property to or from the Government of the United States 
on United States Government bills of lading. See authorization of 
the Secretary of the Treasury, dated June 20, 19-17, 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, was not ter- 
minated or otherwise a6'ected by section 807 of the revenue Act of 
1943. With respect to the tax on the transportation of property such 
specific exemption is limited to transportation charges paid directly 
by such agencies or instruinentalities. 

Accordingly, amounts paid to a carrier lor 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 on 
United States Government bills of la&ling, Standard Form 1108, or 
(2) the transportation charges are paid directly to the carrier by one 
of the Government agencies listed in M. T. 21, supra. 

Where an agency or instrumentality of the United States is not 
exempt, as stated above, from tax on the transportation of property, 
the determination of whether the total amount paid under a contract 
between the agency and a carrier includes the amount of tax for which 
the agency is liable, depends upon the terms of the contract. 

Pa~ragraph 10(b) of Standard FOIm 82 provides as follows: 
Fsnssxz, Taxes. — Exce jt as may be otherrrise provided in this contract 

the contract priie inciudes all applicable Ii'edcral taxes in eilect on the 
contract date. 

The rule applicable in construing contract provisions with respect 
to Federal transportation taxes is that in the absence of terms in- 
dicating an express agreement between the parties to the effect that the 
amounts paid to the carrier include both the transportation charges 
and the transportation tax, the tax will not be considered as so included. 

In view of the provisions of paragraph 10(b) of the contract to the 
e8ect that "the contract price includes all applicable Federal taxes" 
it is held that the amount paid to a carrier by an agency of the I nited 
States under the provisions of such a contract includes both the trans- 
portation charges and any transportation tax for which the agency 
may be liable. 

BEG'cLATIoNs 118& SEGTIoN 148. 80: Transpor- 
tation of property beyond the boundaries 
of the United States. 

Hev. Rul. 54 — 8 

The tax on the transportation of property imposed by section 
34I~ of the Internal Revenue Code does not apply to shipments of 
automobile chassis in the course of exportation to a foreign country 
even though the chassis are further manufactured in the foreign 
country and returned to the United States. 

Advice is requested whether property shipped urider the circum 
stances hereiiI described constitutes property in the course of exporta. 
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t ion to a foreign destination and exempt from tax on the transportation 
of property imposed by section 3475 of the Internal Revenue Code. 

In the instant case, shipments of automobile chassis are made by the 
manufacturer from an inland point in the United States to a port of 
exportation from which port the chassis are shipped to a foreign 
country where bodies are built thereon and the completed vehicles 
returned to the manufacturer in the United States. 

Section 143. 30 of Regulations 113 provides that the tax imposed by 
section 3475 of the Code vill not apply to an amount paid for trans- 
portation of property in the course of exportation to a foreign 
clestination or shipment to a possession of the United States. 

It is held that shipments of automobile chassis under the circum- 
stances described are considered, for purposes of the tax imposed by 
section 3475 of the Code, to be in the course of exportation to a foreign 
country even though the chassis are further manufactured in the 
foreign country and returned to the United States. Accordingly, the 
tax on the transportation of property imposed by section 3475 of the 
Code will not apply to amounts paid for the transportation of the 
chassis from the point of shipment in the United States to the port 
of exportation, provided the person paying the transportation charges 
obtains proof of exportation in accordance with the provisions of 
Regulations 113. 

REGNI ATIQNs 113, SFGTloN 143. 55: Elefusal 
to pay taxes. 

Regulations 113 amencled. (See T. D. 6057, p. 272. ) 

CHAPTER 31. — DOCUMENTS AND OTHER 
INSTRUMENTS 

SECTION 3482. — CONVEYANCES 

REGvr, ATIGNs 71, SrcTzoN 113. 82: Rate and corn- Rev. Rul. 54-197 
putation of tax. 

Where realty is purchased subiect to an existing mortgage, the 
mortgage is not removed by the sale of tlie realty even though the 
purchaser agrees xvith the mortgagee to pay the mortgage at the 
sanie time that lie talres title to the realty and the amount of such 
mortgage may be excluded from the sale price of the realty in coiu- 
puting the tax on conveyauces imposed by section 3432 of the 
Internal Revenue Code. 

Advice is requested concerning the application of the stamp tax 
on conveyances imposed by section M82 of the Internal Revenue Code 
in a transaction where, pursuant to a contract of sale, realty is con- 
veyed by deed to a purchaser, subject to an existing m~ortgage which 
the purchaser, by direct negotiation and agreement with the mort- 
gagee, pays ofF at the time title to the property is conveyed to the 
purchaser. 

Section M82 of the Code imposes a stamp tax on any deed, instru- 
ment, or writing whereby any lands, tenements, or other realty sold 
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shall be granted, assigned, transferred, or otherwise conveyed to, 
or vested in, the purchaser or purchasers, when the consideration or 
value of the interest or property conveyed, exclusive of the value of 
any lien or encumbrance remaining thereon at the time of sale, 
exceeds 9100. Where the net consideration is in excess of $100, the 
rate of tax is 55 cents on each $500 or fractional part thereof. 

It is held that where realty is purchased subject to an existing mort- 
gage, the Inortgage is not removed by the sale of the realty even 
though the purchaser agrees with the mortgagee to pay the mortgage 
at the same time that he takes title to the realty. The election by the 
purchaser to pay the mortgage was not a part of the contract of sale 
but, was negotiated independently and collaterally by the purchaser 
with the mortgagee. Accordingly, since the mortgage was not re- 
moved by the sale, the amount of such mortgage may be excluded 
from the sale price of the realty in computing the tax applicable to 
the conveyance of the realty. 

CHAPTER 36. — COLLECTION 

SUBCHAPTER B. — LIEN FOR TAXES 

SECTION 8670. — PROPERTY SUBJECT TO LIEN 

Rev. Rul. 54-154 

Federal tax liens attach to property only to the extent of the delin- 
quent taxpayer's interest therein. Where a taxpayer has only an 
option to purchase real property at the time the Federal tax lien 
arises, the lien attaches to the option and not to the real estate. Whet e 
his rights under the option are terminable, the Government's rights, 
by virtue of its lien upon the taxpayer's interest, are likewise termin- 
able, being no greater than those of the taxpayer. Accordingly, when 
the taxpayer's rights under an option terminate after the Federal tax 
lien has arisen, the rights of the United States in the option also 
terminate, since there is no longer any property in the option to which 
a lien can attach. 

SECTION 86H. — VALIDITY AGAINST MORTGAGEES, 
PLEDGEES, PURCHASERS, AND JUDGMENT 

CREDITORS 
Ct. D. 1764 

ADXINISTRATIVE — INTERNAL REVENUE CODE — DECISION OF SUPREME COURT 

1. WITHHOLDINS AND SocIAL SEcvRITY TAEES — LIENS — PRIORITY— 
FEDERAL AND MvNIcIPAL LIENs. 

"The iirst in time is theist in "right" rule applies in determining 
the relative priority of statutory Federal and municipal liens which 
attach to the same real estate, where no question of insolvency is 
involved The priority of each lien depends on the time it attached 
to the property and became choate not on the fact that one lien was 
specific and the other generaL The fact that under Federal law 
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the I&'ederal liens were subordinate to a recorded mortgage and that 
under State law the municipal liens were entitled to priority over 
the moi'gage did not give the municipal liens priority over the 
Federal liens. 

2. JUDGMENT VACATED. 

Judgment nf the Supreme Court of I'. rrors of the State of Con- 
necticut (94A. (2d) 10 (1%2) ) vacated and ease remanded. 

SUPREME CGURT oF THE UNITED STATEs 

The United States of America, petit(oner, v. City of New Britain, Connecticut, 
et at. 

On writ of certiorari to tbe Supreme Court of Errors of the State of Connecticut 

[I&'ebruary 1, 1984] 

OPINION 

1&fr. Justice MINToN delivered the opinion of the Court. 
The question presented by this writ involves the relative priority of statutory 

I"ederal and municipal liens to the proceeds oi a mortga'"e foreclosure sale 
of the property to which the liens attached. 

Two mortgages on the real property of a corporation located in the city of 
I&'ew Britain, Connecticut, were foreclosed by jud "ment sale in the Superior 
Conrt of Hartford County, and a gross sum of 628, 071. 24 was realized. A ainst 
this fund, . here were claims of some 681, 000, including expenses of the sale, 
the two n&ortgages, a judgment of record, and various statutory liens asserted 
by the city and by the United States. The Federal liens, securing unpaid 
withholding and unemployment taxes and insurance contributions totaling 
$8, 476. 18, were created by sectiou 8670 of the Internal Revenue Code. ' They 
arose at the times the assessment lists were received in the office of the Col- 
lector of Internal Revenue for Connecticut' on various dates betyveen April 26, 
1948, and September 21, 1960. The city's liens, which attached to the specific 
real estate sold in the total sum of $8, 687. 71, are for delinquent real estate taxes 
and water rent. The real estate taxes became due on various dates in 1947 
through 1961, the liens attaching iu each case as of October 1 or other assess- 
Iuent date of tbe prior year; ' the water rent liens arose upon failure to pay' 
and date from December 1, 1947, to June 1, 1961. 

A Connecticut statute provides that real estate tax liens "shall take preced- 
ence of all transfers and incurubrances" in any manner affecting the property 
subject to the lien. ' Auother State law gives the water rent liens "precedence 
over all other liens or incumbrances except taxes" on the property subject to 
the liens. ' The funds available for distribution being insufficient to pay all 
claimants in full, the superior court directed that the expenses, the city's liens, 
the mortgages, tbe judgment lien, and the United States' liens be paid in that 
order. The United States appealed from the judgment insofar as the statutory 
liens of the city were given priority over those of the United States. The Su- 
preme Court of Errors of Connecticut affirmed, 189 Conn. 868, 94 A. 2d 10, and 
we granted certiorari, 846 U. S. 809. 

XVe are here dealing with several statutory liens, some owned by the city and 
some by the Federal Government, on real estate. The Supreme Court of Errors 
stated that the citv's liens were specific aud perfected. Such characterization 
of a lien by the State is not, of course, conclusive against the Federal Government. 
United States v. Security Trust &9 Savings Ban1;, 840 U. S. 47, 49 [Ct. D. 1786, 

& "SEC. 3670. PROPERTY SUBJECT TO LIL&'N. 
"If any person liable to pay any tax neglects or refuses to pay the same after demand, 

the amount (including any interest, penalty, additiouai amount, or addition to such 
tax, together with any costs that mav accrue in addition thereto) shall be a lien iu favor 
of tbe United States upon ail property aud rights to property, whether real or personal, 
belonging to such person. " I. R. C. , sec. 8670, 26 U. S, C, (1946 ed. ) sec. 3670. ' I. R. C„sec. 3671, 26 U. S. C. (1946 ed. ) scc, 3671. 

s Conn. Geu. Stat. , 1949, c. 88, sec. 1858. 
s Conn, Geu. Stat. , 1949, c. 34, sec. 758. 
s Conn. Geu. Stat. , 194&J c. 88, scc. 1853. 
s Coun. Geu. Stat. , 1945, c. 34, sec. 758. As construed by the Supreme Court of Errors 

of Connecticut in this case, the term "taxes" in sec. 758 includes "only those faxes which 
may be assessed in favor of the State or some subdivision thereof arid which, under the 
law, are secured by specific liens upon real property. " 139 Cong. 363, 367, 94 A, M 10, 12. 
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C. B. 1950-2', 151]; f/linois v. Campbell, 329 U. S. 362, 371. IIowever, we accept 
the holding as to the specificity of the city's liens since they ai. tached to specific 
pieces of real property for the taxes assessed and water rent due. The liens 
may also be perfected in the sense that there is nothing more to be done to have 
a choate lien — when the identity of the lienor, the property subject to the lien, and 
the amount of the lien are established. The Federal tax liens are general and, 
hi the sense above indicated, perfected. But the fact that one group of liens is 
specific and the other general in and of itself is of no significance in these cases 
involving statutory liens on real estate only. United States v. City of Greenville, 
118 F. 2d 968, 964 [Ct. D. 1524, C, B. 1941 — 2, 178]. A. mortgage is a specific lien, 
yet "[a] statutory lien is as binding as a mort age, and has the same caiiacity 
to hold the land so long as the statute preserves it in force. " Itanlcin v. Scott, 
12 Wheat. 177, 179. 

Thus, the general statutory liens of the United States are as binding as the 
specific statutory liens of the city. Tbe city & sins no priority by the fact that 
its liens are specific while the United States' liens are eneral. Obviously, the 
State cannot on behalf of the city iinyair the standing of the Federal liens, with- 
out tbe consent of Con mess. Ifichtyan v. U~ited. States, 317 U. S. 388, 840 
[(. 't. D. 1568, C. B. 1943, 1130]; United States v. Oklahonia, 261 U. S. 253, 260; 
United St;itis v. Suyde&, 149 I. . S. 210, 214. Oii the o(her hand, the Federal 
statutes do not attempt to five priority in all eases to liens created under the 
paramount authority of the United States. The statute creating the Federal 
liens here involved, I. R. C. , sectioa 3670, does not ia terias confer priority upon 
them. 

When the debtor is insolvent, Congress has expressly given priority to the 
payment of indebtedness owiag the United States, whether secured by liens or 
otherwise, by section 8466 of the Itevised Statutes, 31 U. S. C. (1946 ed. ) section 
191. Ia that circumstaiice, where all tbe property of the debtor is involved, 
Congress has protected tbe Federal revenues by imposin an absolute priority. ' 
Where the debtor is not insolvent, Con mess has failed to expressly provide for 
Federal priority, with certain exceptions not relevant here, s although the United 
States is free to pursue the whole of the de)&tor's property wherever situated. 
The State, having a lien orily upon property within its boundaries, may not reach 
beyond the State line to fasten its lien upon other property. The record does 
not establish that the taxpayer in this ease was insolvent. 

It does not follow, however, tint the city's liens must receive priority as a 
whole. We believe that priority of these statutory liens is deti'rmined by another 
principle of law, namely, "the first in tinie is the first iu ri ht. " As stated by 
Chief. Justice AIarshall in Itankin v. Scott, suprac 

"The principle is believed to be universal, that a prior lien gives a prior 
claim, which is entitled to prior satisfaction, out of the subject it binils, unless 
the lien be intrinsically defe«tive, or be ilisplaced by some act of the party 
holding it, which shall postpone him in a Court of law or equity to a subse- 
quent claimant. " 12 Wheat. , at 179. 

This principle is widely accepted and applied, in the ahsence of legislation to 
the contrary. 33 Am. Jur. , Liens, section 33; 58 C. J. S. , Liens, section 10b. We 
think that Congress had this cardinal rule in mind when it enacted section 3670, 
a schedule of priority not being set forth therein. Thus, the priority of each 
statutory lien contested here must depend on the time it attached to the property 
in question and hec:ime choate. 

The Uaited States in claiming priority for all its liens relies heavily on tivo 
recent cases from this court, United States v. Scour(ty Trust c5 Sav(nys Banl. ", 
supra, and United States v. Gilbert Associates, 345 U. S. 361. We do not think 
they are inconsistent with our decision in this case. 

The Security Trust case involved an (ncboate attachment li "n that had not 
iipened into a judgment at the tiine the Federal tax liens attached. We noted 
that "[n]umerous contingencies might arise that would prevent the attachment 
lien from ever becoming perfected by a judgment awarcled and recorded. " 
340 U. S. , at 50. Thus, the attachment lien was "merely a lis pendens notice 
that a right to perfect a lien exists. " Ibid, Su«h inchoate liens may become 
. "ertain as to amount, iclentity of the lienor, or the property subject thereto only 

s Unite&i States v, Gilbert Associates, 345 I&. 8 301 [Ct. D. 1757, C. B. 1953-1, 474]; 
United States v. Waddiit, FI&&(land ct Fttn», 323 U. S. 353 [Ct, D. 1624 C. B. 1945, 45&9 l, 

sE. t&. , I. R. C. , see. 2800(e), 26 U. S. C, (1940 ed. ) eee. 2300(e[ (distilled spirits 
tax iiea). 
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at some time sul&sequent to the date the Federal liens attach and cannot then 
be per&nitted to displace such Federal liens. Otherwise, a State could affect 
the standing of Federal liens, contrary to the established doctrine, simply by 
causing an inchoate lien to attach at some arbitrary time even before the amount 
of the tax, assessment, etc. , is determined. ' Accordingly, we concluded in 
Sccuritjf Z'rust "that the tax liens of tbe United States are superior to the 
inchoate attachment lien * * ". " ld. , at fil. In the instant case, certain of 
the city's tax and water rent liens apparently attached to the specific property 
and became choate prior to the attachment of the Federal tax liens. 

The State and the United States were both holders of general statutory liens 
in the Gilbert Associates case. But the question we have here did not arise 
there because that was a case involving personal property and insolvency of the 
tt&xpayer. IVe said in that case: 

"IVhere the lien of the town and that of the Federal Government are both 
general, and the iaxpayer is insolvent, section 8400 [Itevised Statutes] clearly 
a&vards priority to the United States. '" 845 U S. , at 80&0. 

Here the contest is between two groups of statutory liens, one specific and one 
general, attached to the same real estate, with no question of insolvency in- 
volved; therefore, "the first in time is the first in right. " 

The State finds tbe rule of "first in time, first in right" not applicable because 
of section 8672 of the Internal Hevenue Code, " which makes the lien of the 
United States invalid as to the prior recorded mortgages and the judgment in 
this case. It points out that the mort agee could have paid the delinquent real 
estate taxes and water rent, with the amount so paid becoming part of the 
n&ortgage debt covered by the mortgage lien, " and suggests that the Federal 
tax lien n ould therefore be invalid as to such amount by virtue of section 8672. " 
From this and a belief that Congress did not intend, by giving mortgages and 
judgments priority over Federal tax liens, to supersede State laws making certain 
interests superior to mortgages and judgments, the Supreme Court of Errors 
concluded that by enacting section 8672 Congress "expressed the intention that 
Federal liens should be subordinated to such mortgages and judgment liens as 
are described therein and, consequently, subordinated to such other incumbrances 
as have priority over those mortgages and . judgment liens, "" 

&&Ve do not agree. The United States is not interested iu whether the State 
receives its taxes and water reuts prior to mortgagees and jud ment creditors. 
That is a matter of State law. But as to any funds in excess of the amount 
necessary to pay the n&ortgage aud judgn&ent creditors, Congress intended to 
assert the Federal lien. There is nothin, in the language of section 8672 to sho&v 

that Congress intended antecedent Federal tax liens to rani- behind anI but the 
specific categories of interests set out therein, aud the legislative history lends 
support to this impression. " 

Under the circumstances, vve vacate the judgment of the Supreme Court of 
Errors of Connecticut and remand the case to that court to have determined the 
order of priority of the various liens asserted, in accordance with this opiuion. 

Judgment vacated. 

Rev. Rul. 54-98 

Procedure with respect to filing of notices of Federal tax liens in 
the State of New York. 

Chapter 586 of the Laws of New York, 1'& "an A. ct to amend the 
lien law, in relation to liens for taxes payable to the United States 

'Sce Samer, Correlation of Priority and Lien Rights in the Collection of Federal 
Taxes, 95 U. of Pa. L. Rev 789, 755 — 761. ""SEC. 3672. VAI. IDITY AGAINST MOKTGAGEES, PLEDGEES, PURCHASER% 
AND JUDGMENT CREDITORS. 

"(a) INYALIDITY DF LIEN V& ITHOUT N0TIcE. — Such lien shall not be valid as against any 
mortgagee, pledgee, purchaser, or judgment creditor until notice thereof has been 6led 
bv the collector " s s, " I. R. C. , sec. 3672, as an&ended, 53 Stat. 882, 26 U. 8 
(1946 ed. ) sec. 3672. 

'& Conn. Gen, Stat. , 1949, c. 861, sec. 7192. 
"We need not novv pass upon the merits of this suggestton since the situation is not 

presented by the record in this ease. " 139 Conn. 868, 878, 94 A. 2d 10, 15. "See United States v. Gilbert Associates, 345 U. S. 361, 864; United States v, Security 
T& ust d Sarings Bank, 840 U. S. 47, 51 (concurring opinion). 
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of America, " which authorizes the filing with designated county or 
other local o%cials in that State, of notices of Federal tax liens against 
real or personal property (and of certificates of release or discharge 
of such liens), is accepted by the Internal Revenue Service as legisla- 
tion referred to in section 8672 of the Internal Revenue Code, authoriz- 
ing the filing of notices of I&'ederal tax liens in designated county or 
other local aces. 

The above provisions, as set out in article 10 — A of book 82 of Mc- 
Kinney's Consolidated Laws of New York, Annotated, as amended, 
are as follows: 
SEOTIGN 240. Noricxs oF FIT ING LIFNs AND CERTIFIGATEB oF RELEAEE CR DIscHARGE. 

1. Notices of liens upon real property for taxes payable to the United States 
of America and certificates releasing or discharging such liens shall be filed in 
the office of the clerk of the county in which real property subject to any such 
lien is situated, except that if real property subject to any such lien is situated 
in the county of Kin "s, the county of Queens, the county of New York or the 
county of Bronx they shall be filed in the office of the city register of tbe city 
of New York in such county. If such property be situated in two or more coun- 
ties, such notice or certificate shall be filed in the ofiice of the clerk or the city 
re, ister, as the case may be, in each of such counties. 

2. Notices of liens upon personal property for taxes payable to the United 
States of America and certificates releasing or discharging such lien shall 
be filed in the county within the city of New York or in the town or city where 
the owner, if a resident of the state, resides at the time the lien arises, and 
if not a resident, in the county within the city of New York or in the town or 
city where the property is at su& h time. If there is more than one owner, such 
notices or certiticates shall be filed in each county within tbe city of New York 
or town or city within the state where each owner resides at the time the lien 
arises, and if any such owner be a nonresident of the state at such time, then 
also in the county within the city of New York or in the town or city in which 
the property is at such time. In the city of New York, such notices and cer- 
tificates shall be filed as follows: In the borough of Brooklyn, in the oilice of the 
city register in the county of Kings; in the borough of Queens, in the office of 
the city register in Queens county; in the borough of Richmond, in the oifice of 
the clerk of the county of Richmond; in the borough of iiianhattan, in the office 
of the city register in the county of New York, and in the borough of the Broiix, 
in the office of the city register in the county of Bronx. In every other town or 
city of the state, such notices and certificates shall be filed in the office of the 
town or city clerk, unless there is a county clerk's office in such town or citv, 
in which case they shall be filed therein. If the property is in the city of New 
York at the time the lien arises, the notice or certificate shall be filed in the 
county within the city of New York or in the town or & ity where the owner, or 
each of several oivners who are residents of the state, resides at the time the lien 
arises, and also in the county where the property is situated. 
SEC. 241. FILEs, IvDEXEs, AND ENTRIEs. 

The officer maintaining each office specified in section two hundred forty 
shall procure, at the expense of the county, town or city, a file to be styled and 
labeled "federal tax lien notices, " and an index book or card index system to 
be styled and labeled "Federal tax lien index. " When a notice of any such 
tax lien is presented to him for filing, he shall file it in numerical order in the 
file, and shall enter it alphabetically in the federal tax lien index. The entry 
shall show the name and residence of the taxpayer named in the notice, the 
collector's serial number of the notice, the date, hour and minute of filing and 
the amount of tax and penalty imposed. 

SEc. 242. RELEAsE ANn DIscHARGE CF LIENs. 
When a certificate of release or discharge of any such tax lien, issued by the 

proper ofiicer, is presented for filing in the office of the oificer where the notice 
of lien is filed, such ofiicer shall permanently attach the certificate to the notice 
of lien; and shall enter the certificate, with the date in the federal tax lien 
index or card index system on the line where tLe notice of lien is entered. Such 
certificate need not be acknowledged or proved except in accordance with the 
laws of the United States. 
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Src. 243. FEEs. 
The fee to be paid a clerk or register for filing and indexing each certificate 

of release or discharge of any such tax lien is fifty cents, except in the county 
clerk's offices in the city of New York, where the fee shall be as provided in 
section fifteen hundred fifty-seven-a of the civil practice act. 

4 

Ssc. 245. Pvnrosx os AarIcLE. 
This article is passed for the purpose of authorizing the filing of notice of 

liens in accordance with the provisions of the statutes of the United States 
of America applicable thereto. 

AYhenever it becomes necessary to file in the State of New York a 
notice of Federal tax lien, or a certificate of release or discharge of 
such lien, district directors of internal revenue should file the same in 
the ofiice of the county or other local official designated in the above- 
statute. 

Rev. Rul. 54-125 

A judgment creditor within the contemplation of section 3672 of 
the Internal Revenue Code is a creditor who has obtained not only a 
judgment against his debtor but also (under applicable State law) 
a lien against the judgment debtor's property prior to the filing of the 
notice ot the Federal tax lien. 3fiVer v. Bank of America, N. T. ck 
S. A. , eta/. , 166Fed. (od) 415. In the State of New York a judgment 
creditor acquires a lien against funds of the judgment debtor in the 
hands of a third party upon service of a subpoena and restraining 
order in supplementary proceedings under the New York Civil Prac- 
tice Act. In re: Airmont Knitt~'ng Ik Undergarment Co. , Inc. , 182 
Fed. (9d) 740. (See Rev. Rul. 225, C. B. 1953 — 2, 467, as to when 
a judgment creditor acquires a lien against the personal property of 
a judgment debtor in the State of New York. ) 

SUBCHAPTER C. — DISTRAINT 

PART I. — DISTRAINT OF PERSONAL PROPERTY 

SECTION 8602. — I. EV Y 
Rev. Rul. 54 — 171 

Notices of levy to collect delinquent Federal taxes should not be 
served upon a State employment commission for the purpose of 
reaching weekly benefits payable to an unemployed taxpayer. 

Advice is requested whether the Federal Government, in the col- 
lection of Federal taxes, will follow the provisions of a State statute 
which, among other things, exempts from levy, execution, attach- 
ment, or any other remedy whatsoever provided for the collection of 
debt, unemployment benefits payable to a taxpayer by the State 
em loyment commission. 

tate exemption laws are inapplicable per se to debts, including 
taxes, due from a citizen to the United States. United States v. 
Botcell, 9 Fed. 674. However, they become applicable when made so 
by Congress itself. Fink v. 0'cVei7, 106 U. S. 272, 276. The matter 
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was summarized in Banh of the United States v. Gabtead, M U. S. 
51, 63, where the Supreme Court of the United States said: 

An officer of the United States cannot, in the discharge of his duty, be gov- 
erned and controlled by State laws, any farther than such laws have been 
adopted and sanctioned by the le"islutive authority of the United States. 

Section 1601 of the Internal Revenue Code, relating to credits 
against tax on einployers of eight or more, provides in part as follows: 

(a) CONTRIDUTIoNs To STATE UivEMPI QYMENT 1' I, 'Nns. — 
(1) The taxpayer may. to the extent provided in this subsection and sub- 

section (c), credit against the tax imposed by seciion 1600 the a&uount of 
contributions paid by him into an unemployment fund maintained during 
the taxable year under the unemployment compensation law of a State 
which is certified for the taxable year as provided in section 1603. 

(c) LIMIT oN Torsi. CEEOITs. — The total credits allowed to a taxpayer under 
this subchapter shall not exceed 00 per centuru of the tax against which such 
credits are allowable. 

Section 1608 of the Code provides, in part, as follows: 
(a) RE&)IIIREI&ENTs. — The Social Security Board [now the Secretary of Labor] 

shall approve any State law submitted to it, within 30 days of such submission, 
which it finds provides that— 

(4) All money withdrawn from the unemployn&ent fund of the State shall 
be used solely in the payment of unemployment compensation, exclusive 
of expenses of administration, an&1 for refunds of sums erroneously paid 
into such fund and refunds paid in accordance with the provisions of 
section 1606(b) 

The above-quoted provisions of the Internal Revenue Code evi- 
dence a Congressional intent that State unemployment compensation 
laws shall be approved and certified for purposes of securing the tax 
credit, under section 1601(a) of the Code only if the requiremeii(s under 
section 1608(a) of the Code are met. Thus, it appears that Congress 
has expressly provided that State lairs to be approved and certified 
must require, among other things, that all money withdrawn from 
the unemployment fund shall be used sole'ty in payment of unemploy- 
ment compensation and certain refunds. Accordingly, for a State 
unemployment compensation agency to use this money to satisfy out- 
standing Federal tax liabilities would appear to contravene Con- 
gressional intent. 

Under the provisions of section 1603(c) of the Code, the State 
laws are certified each year, which indicates that the provisions 
thereof and the way in which they are administered are examined 
annually by the Department of I&abor for the purpose of determining 
whether the above-Inentioned requirements are met. In the instant 
case the State law has been approved and duly certified. (For cer- 
tification as to 1968, see 19 F. R. 147, dated January 8, 19o4. ) 

In the light of the foregoing, it is clear that Congress intended 
the State employment commissions to use the money frotn the unem- 
ployment funds solely for the payment of unemployment coinpensa- 
tion and certain refunds, and not for any other purpose. Accord- 
ingly, notices of levy to collect delinquent Fecleral taxes should not 
be served upon the State einployrnent commission for the purpose of 
reaching weekly benefits payable to an unemployed taxpayer. 
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CHAPTER 38. — MISCELLANEOUS PROVISIONS 

SECTION 8797. — DEFINITIONS 

Rev. Rul, 54-84 Rsov&. ~TroNs 118, S&:crzoN 89. 8707-4: Partner- 
ships. 

In 1052 A, a person with capital, 8, a lawyer, C, a lease superin- 
tendent, and D, a drilling superintendent, entered into an agreement 
to acquire, explore, and develop oil and gas properties. By the terms 
of the agreement, 8, C, and D werc authorized to acquire oil and gas 
leases, to make contracts and co&nmitments for the drilling of wells 
for oil and gas, and other&vise to develop the property; they assumed 
&esponsibility for the operation and mana«ernent of the properties 
&cquired. A agreed to furnish all tools, to finance the project, and 
to bear a. ny losses, but be reserved the right to refuse at any time to 
contribute further money. It was agreed that A should first be reim- 
bursed out of the income from the property for all cost and expenses, 
and that thereafter the profits should be divided one-half to A and 
one. -sixth each to 8, C, and D. 8, C, and D received no compensation 
except their share of the profits. The arrangement by its terms did 
r&ot provide the continuity of life and centralization of management 
characteristic of a corporation. Operations were very successful, and 
subsequently the parties sold certain of their producing leases held 
for more than 6 months to an outside purchaser. The leases had been 
taken in A's name and A had not formally transfererd title therein 
to 8, C, and D prior to the sale, but the contract of sale recited that 
8, C, and D, as well as A, were o»vners of interests in the leases. 

Held, the arrangement between A, 8, C, and D constitute a joint 
venture or partnership for I'ederal inco&ne tax purposes; 8, C, and D 
v, ere joint venturers with A in the acquisition, exploration, and devel- 
opment of oil and gas properties, rather thau agents or employees 
of A in searching for and leasing such properties. Cf. W. L. Walls v. 
C, "ommissione&', 60 I". (2d) 847, and W. B. massey et aL v. Commis- 
s&'oner, 148 I&'. (2d) 429. The leases held for the group in A's name 
consituted partnership assets, it being immaterial for that purpose 
that title was heM iu A's name only. To the extent that such leases 
constitute "property used in the trade or business" within the mean- 
irg of section 117(j) of the Internal Revenue Code, gains or losses 
resulting from the sale thereof are subject to tive provisions of that 
section. 

REGULATIONS 118& SECTION 80. 8707%: Partner- 
sh&ps. 

Distributive share of an organization's net income taxable to a 

partner. (See Rev. Rul. 54 — 68, p. 151. ) 
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REGULATIONs 118, SEGTIoN 89. 3797-4: Partner- 
shl 

ps�. 

. 

Status for self-employment tax purposes of the income derived by 
a wife from a business carried on by a husband and wife partnership 
in a State where such partnerships are not valid. (See Hev. Rul. 
54-7oi p. 169. ) 

REGULATIoxs 118& SEcrioN 69. 8797-5: Limited 
partnerships. 

(Also Section 1623, Section 406. 401, Regula- 
tions 120. ) 

Rev. Rul. 54-218 

I limited partner, under the laws of thc State of Indiana or of 
any other State lmving equivalent laws concerning limited partner- 
ships, is not liable above and beyond his capital contribution for the 
obligations of a limited partnership (ivhich would inclucle I&'ederal 
withholding taxes due from such a partnership), providing there are 
no facts showing conduct on his part in connection with tl'. e partner- 
ship business which ~ould render him liable as a general partner, 

Advice is recluested relative to the liability of a limited partner in 
a limited partnership in the State of Indiana for I&"ederal withholding 
taxes due from the partnership. 

In the instant case, the partnership was composed of two persons, 
a general partner and a limited partner. Ilankruptcy proceedings 
which were filed against tlie general partner have been closed. The~re 
were no proceedin~gs against the limited partner or the partnership 
itself; neither were they parties to the proceedings against the general 
partner. There remain unpaid Federal withholding taxes tor the four 
quarters of the year 1951. The partnership was a bona fide limited 
partnership. 

Section 50 — 121 of chapter 1, title 50, volume 10, part 1, of ilurns 
Indiana Statutes, Annotated (1951 Replacement), provides that a 
limited partnership is a partnership formed by two or more persons 
having as Inembers one or Inore geileral partners and one or more 
limited partners. The limited partners as such shall not be bound 
by the obligations of the partnership. Section 50 — 127 thereoi pro- 
vides that a limited partner shall not become liable as a general partner 
unless, in addition to the exercise of his rights and powers as a limited 
partne~r, he takes part in the control of the business. And section 
50-166(1) (a) provides that a limited partner shall not receive from 
a general partner or out of partnership property any part of his con- 
tribution until all liabilities of the partnership, except liabilities to 
general partners and to limited partners on account of their contri- 
butions, have been paid or there remains property of the partnership 
suScient to pay them. 

The above provisions show clearly that under Indiana law a limited 
partner is not liable above and beyond his contributions ior the obli- 
gations of a limited partnership (which would include Federal with- 
holding taxes due from such a partnership) unless he takes part in 
the control of the business. In the absence of a controlling Federal 
statute, the law of Indiana relative to the liability of a limited partner 

313330' — 51 — 19 
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for debts of the limited partnership is considered to be determinative 
of the liability of a limited partner for Federal withholding taxes due 
from a limited partnership organized and operated under the law of 
that State. 

In view of the foregoing, it is held that a limited partner, under 
the laws of the State of Indiana or of any other State having~ equiv- 
alent laws concerning limited partnerships, is not liable above and 
beyond his capital contribution for Federal withholding taxes due 
from such a partnership, providing there are no facts showing conduct 
on his part in connection with the partnership business which would 
render him liable as a general partner. 

SECTION 3806. — MITIGATION OF EFFECT OF RENEGOTI- 
ATION OF WAR CONTRACTS OR DISALLOWANCE OF 
REIMBURSEMENT 

Rev. Rul. M-82 

The provisions of section 8806 of the Internal Revenue Code will 
not apply to a subcontractor, who, at the direction of the Government 
agency that was the issuing office for the prime contract, makes a 
refund to the prime contractor, unless such pavment to the prime 
contractor is made under circumstances which meet the conditions 
of that section requiring payment to the United States. 

Where the provisions of section 8806 of the Code are applicable 
to a prime or a subcontractor and the excessive profits, applicable to 
the prior as well as the current year, are repaid, such repayment of 
excessive profits to the United States Government shall be allocated 
to the applicable years in the absence of the application of section 
8806(a) (4) of the Code. In the event that excessive profits have 
been repaid without benefit of a tax credit, where such credit is 
allowable under section 8806(b) of the Code, the credit shall be 
treated as an overpayment of tax for the prior taxable year. Such 
overpayment is considered made at the time the payment, repayment 
or oifset was made, for the purpose of computing interest under sec- 
tion 8771(b) of the Code. 

Advice is requested as to the application of Rev. Rul. 53, C. B. 
1953-1, 4(9, to price redetermination cases under the following sets of 
circumstances: 

(A) A subcontractor to a prime Government contractor, had a sub- 
contract price redeterrnination made by the Government agency that 
was the issuing 0%co for the prime contract, and, at its direction, made 
a contract price readjustment refund to the prime contractor. A re- 
fund was made in 1951, the year in which the applicable subcontract 
income was accrued. Under the same circumstances a refund was 
made in 1950, but such refund to the prime contractor covered sub- 
contract income which was accrued in 1951 and 1952. 

(8) The prime contractor had a price redetermination made in 
1959 and made refund to the Government agency in 1952. Income 
under the prime contract was accrued in 1951 and 1952. The prime 
contractor treated such refund, in 195o, as a reduction of- sales for 
such year. No tax credits have been allovved under section 3806 of the 
Code since the refunds paid were in the amount of the determination. 

With respect to (A), above, section 3806(a) (1) states in part as 

follows: 
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In the case of a contract Ivith the United States or any agency thereof, 
or any subcontract thereunder, which is made by the taxpayer, if u ren"go- 
tiation is made in respect of such contract or subcontract and an amount of 
excessive profits for a taxable year " ~ I is eliminated, and ~ I ~ the tax- 
payer is required to pay or repay to tlie United States or any ayency thereof 

[Italics supplied. ] 
Since section 8806(al deals only with payments or repayments re- 

quired to be maile to the United States or any agency thereof, payments 
made directly to a prime contractor by a subcontractor at the direction 
of the Government a«ency do not fall within the provisions of section 
6806 of the Code or ev. Rul. 58, supra, unless tlie payment is made 
to the prime contractor as an agent of the subcontractor to transmit 
the paynient to the United States and the payment is actually trans- 
mitted to tile United St;ites by the prime contractor, or unless the 
payment is made under circuinstances which make the prime con- 
tractor a trustee of the payment fcr the benefit of the United States. 
It is not sufhcient, for the purpose of treating such repayments under 
section 8806 of the Code, that the refund is made to the prime con- 
tractor with the understanding that such ref»nd will be taken into 
consideration Ivhen a price redetermination or renegotiation is macle 
in the ca=e of the pri»ie contractor. 

%Lith respect to (8), above, since the repayment of excessive profits 
was made by the prime contractor to the United States Governmeiit, 
the provisions of section 8806 of the Code are applicable to the prime 
contractor. In the absence of the application of section 8806(a) (4) 
of the Code to the case, the excessive profits should be properly allo- 
cated between 1951 and 1952 in order to comply with the provisions of 
section 8806(a) (3) of the Code. which reads: 

(8) DF|IUOTIoxs DIBBLLowsn. — The BInount of pnynIent, repayment, or 
offset. described in paragraph (I) or paragraph (2) shall not constitute a 
deduction for the year in Ivhich paid or incurred. 

If the excessive profits have been repaid without the benefit of a tax 
credit, where such credit is allowable under 8806(b), section 8806(c) 
of the Code provides in part as follows: 

(c) CBEDIT Ix LIEU oF OIHEB CBEDIT oB REFUirn. — * ~ ~ If the amount allow- 
able as a credit 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 oeerpapment for the prior taxable 
year u;hich Ieas made at the time payment, repayment, or offset Icas made. 
[Italics supplied. ] 

Accordingly, the provisions of section 3806 of the Internal Revenue 
Code will not apply to a subcontractor, who, at the direction of the 
Government agency that was the issuing o[[ice for the prime contract, 
makes a refund to the prime contractor, unless such payment is actually 
transmitted in full to the United States by the prime contractor as 
~gent for the subcontractor, or unless the prime contractor becomes a 
trustee of the payment for the benefit of the United States. 

AVhere the provisions of section 8806 of the Code are applicable to 
a prime or a subcontractor and the excessive profits, applicable to the 
prior as we]l as the current year, are repaid, such repayment of ex- 
cessive profits to the United States Government shall be allocated to 
the applicable years in the absence of the application of section 
~806(a) (4) of the Code. In the event that excessive profits have been 
repaid without benefit of a tax credit, where such credit is allowable 
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under section 8806(b) of the Code, the credit shall be treated as an 
overpayment of tax for the prior taxable year. Such overpayment is 
considered as made at the time the payment, repayment, or ofi'set was 
made, for the purpose of computing interest under section 8771(b) of 
the Code. 

Rev. Rul. 54 — 83 

Section 8806 of the Internal Revenue Code and Rev. Rul. 58, C. B. 
1058-1, 470, do not apply to upward adjustments of income under 
price redetermination clauses embodied in Government contracts. 

Excessive profits on Government contracts, if made the subject of 
a credit memorandum or a definite commitment to reduce the con- 
tract price, preferably in writing, prior to the filing of the return, 
may be eliminated froni income to be reported on the return. The 
adjustment for the excessive profits is, however, subject to the 
application of the credit provided for by section 8806(b) of the Code 
as to any &urther downward price revision and to the restoration 
to income of the taxable year in which the amount of the commit- 
ment, or credit was excluded, of any amount not included in the 
price redetermination as finally consummated. 

Advice is requested as to (1) whether the provisions of section 8806 
of the Internal Revenue Code apply to upward adjustments of con- 
tract price under price redetermination clauses embodied in Govern- 
ment, contracts and (2) what is meant by the terms "definitely 
determinable" and "repaid" as used in Rev. Rul. M, C. B. 1958-1, 479. 

Section 8806 of the Code is silent on the subject of upward adjust- 
ments, referring to downward adjustment only. Such upward adjust- 
ments are therefore not subject to the provisions of section 3806 of 
the Code. The treatment of retroactive upward adjustments is to be 
deterinined under tlie regular rules of accrual of income . The general 
rule is as stated in section 89, 41-1 of Regulations 118 which provides: 

The time as of which anv item of gross income or any deduction is to be 
accounted for inust be determined in the light of the fundamental rule that 
the computation shall be made in such a mauner as clearly refiects the tax- 
payer's income. If the method of accounting regularly employed by him in 
keeping bis books clearly reiiects his income, it is to be followed with respect 
to the time as of which items of gross income and deductions are to be 
account. ed for. 

As to what method may constitute a clear refiection of income, 
section 89. 41 — 2 of Regulations 118 provides: 

Approved standard methods of accounting will ordinarily be regarded as 
clearly refiecting income. A method of accounting will not, however, be regarded 
as clearly reflecting income unless all items of gross income and all deductions 
are treated with reasonable consistency. 

Ordinarily, to a taxpayer on the accrual basis, such upward adjust- 
ment of income is includible in gross income for the taxable year in 
which the contract is modified to provide for increased prices. ds to 
donne, ard adjustments only, section 8806 of the Code requires that 
such adjustments which represent excessive profits as defined in such 
section be related back to the year or years in which the original 
contract prices were included in gross income, unless permission is 
granted to adopt a difFerent method of accounting under the provisions 
of section 8806(a) (4) of the Code. 

The rules of accounting enforced upon a taxpayer by any regulatory 
body are not binding on the Internal Revenue Service, except as other 
wise specifically provided for by statute, for the determination of tax 
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liability under the Internal Revenue Code. See Old Colony A'ailroad 
Company v. Commissioner, 284 U. S. 552, Ct, . D. 456, C. B. XI-1, 274 
(1982). 

With respect to (2) above, to the extent applicable to goods billed 
cluring the taxable year for which the inconie tax return has not yet 
been filed, a credit meniorandum issued by the taxpayer or a definite 
commitment to reduce the contract price made to the contracting 
okkicer, preferably in writing, prior to the filing of the return, may be 
considered. as rendering tlie amount of such creclit mcmoranclum or 
commitment "definitely deterininabken so that the amount thereof 
which would otherwise be included in income may be eliminated 
therefrom in filing the return. Also, where excessive profits have been 
agreed upon with a local representative of a contracting agency and 
only the final approval thereof and repayment are necessary to give 
full e6'ect to the redetermination, the amount agreed upon, to the 
extent applicable to goods billecl during the tax~able year, may be 
eliminated from income to be reported on the income tax return. 
However, where the taxpayer excludes the amount of such credit 
memoranduni or commitnient, a statement to that effect, including 
the amount and the contract involvecl, should be made on the return. 
When the price redetermination is finally consummated, if the amount 
tliereof exceeds the amount of the credit niemorandum or commit- 
ment which was excluded from income in filing the return, the credit 
provicled for in section 8806(b) is applicable but shall be applied only 
to such excess. If the amoimt of the price redetermination as finally 
consummated is less than the amount cf the credit memoranckum or 
commitment, the difference shall lie restored to inconie for the year 
for which the ainount of the credit memorandum or commitment ivas 
excluded. 

SECTIOV 881. — REQUIRL''MENTS FOR EXEiMPTION OF 
CERTAIN ORGANIZATIONS UNDER SECTION 101(6) 
AND FOR DEDL(:TIBILITX OF CONTRIBUTIONS MADE 
TO SUCH ORGAN IZATIONS 

Rzuur. a Tiovs 118, Sec TioN 89. 8818 — 8: Disal- 
low ance of certain charitable, etc. , deductions. 

Exemption of a charitable foundation making distributions to other 
tax-exenipt organizations. (See Rev. Rul. 54-187, beloiv. ) 

RKGULATIONs 118, Src'rION 89. 8814 — 1: Denial 
of exemption under section 101(6) in the 
case of certain organizations accumulating 
income. 

(Also Section 101(6), Section 89. 101(6) — 1; 
Section 8818, Section 89. 8818 — 8. ) 

A charitable foundation whose primary purposes and functions 
consist Of making distributions to tax-exempt hospitals and medical 

Rev. Rul. 54-187 

SECTION 8814. — DENIAI. OF EXEMPTION UNDER SECTION 
101(6) IiV TEIE CASE OF CERTAIN ORGANIZATIONS AC- 
CUMULATING INCOME 
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research organizations, but which is not operated primarily for the 
purpose of actually performing the activities generally carried on by 
such organizations, is not engaged in providing medical or hospital 
care within the meaning of section 3813 (a) (5) of the Internal Rev- 
enue Code and is, therefore, subject to the provisions of section 3814 
of the Code relating to accumulation of income. The accumulation 
of income for a 3-year period from bequests or gifts from the creator 
who was the sole contributor to the organization is not considered 
unreasonable in amount or duration within the contemplation of 
section 3814 of the Code, in the case of a charitable foundation which 
has for a period of vears distributed substantially all contributions 
received and has accumulated no income, provided that only an 
amount equal to the charitable grants made from capital in prior 
years, which under toe facts in this case is not more than approxi- 
mately one year's income, is permanently retained as capital and the 
balance of the accumulated income is distributed in its entirety at 
the end of the specifi period. 

Advice is requested whether a charitable foundation whose primary 
purposes and functions consist, of making distributions to tax-exempt, 
hospitals and medical research organizations is engaged in providing 
medical or hospital care within the mea. ning of section oo818(a) (5) of 
the Internal Revenue Code so as to be excepted from the provisions of 
section. 8814 of the Code I elating to accumulation of income and, if not', 
u hether (1) current income or a portion thereof may be set aside until 
such time as the amours of money expended for charitable purposes 
out of contributions received during prior years has been recouped; 
and (2) v. hether curr. nt income over and above that, referred to in 
(1) may be accumulated for a period not exceeding 8 years for the 
purpose of evolving standards and tests which applicants for char- 
itable aids ought to meet and the relative social needs therefor, and. 
then distributed. 

The purposes of the charitable foundation herein involved are gen- 
erally to take money or property by grant, devise, kequest, gift or 
transfer; to hold, sell, lease or convey such property; to invest and. 
reinvest the proceeds thereof; to receive the income there&am; and 
to apply such income and, in the discretion of the directors, the prin- 
cipal, to religious, charitable, scientific and literary purposes and to 
corporations and institutions which qualify for exemption from Fed- 
eral income tax under section 101(6) of the Code. The foundation's 
major activities in furtherance of such purposes have been to make 
distributions and grants to hospitals and allied institutions. How- 
ever, the foundation does not actually perform any activities generally 
engaged in by hospitals or allied institutions. 

I'rom its inception until 1951, the receipts of the foundation con- 
sisted solely of the contributions of one donor. Such receipts were 
neither invested nor accumulated but, were distributed as gifts or 
grants to tax-exempt organizations with the result that substantially 
all of its contributions for such years were distributed. In 1951, the 
foundation was the beneficiary under the will of the aforementioned 
donor, as a result of which income for 195O and subsequent years will 
approximate 2x to 3z dollars a year. The foundation now desires 
to set, aside out of current income all or a portion thereof until such 
time as it has accumulated Sz dollars, an amount equal to about 1 
~ear's income. Furthermore, since the income has now become size. 
able, the directors of the foundation feel that they need. time to deter 
mine proper standards by which its income is to be distributed. To 
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that end, they propose that income be further accumulated during a 
eriod of not more than 8 years and that the amount so accumulated 
e distributed for charitable purposes at the c»d of the 3-year period. 
Section 8814 of the Internal Revenue Code, which relates to the 

denial of exemption under section 101(6) of the Code in tlie case of 
certain organizations accumulating income, provides in part that in 
the case of any organization described in section 101(6) to which 
section 8813 of the Code is applicable, if the amounts accumulated 
out of income during the taxable year or any prior taxable year a»d 
not actually paid out by the end of the tax;ible year: 

(1) are unreasonable in amount or duratiou iu order to carry out the 
charitable, educational, or other pnrpose or function constitutiug the basis 
for such organizatiou's exemption under section 10I (6): * " ' exeiuption 
under 101(6) shall be denied for the taxable year. 

Section 8818(a) of the Code lists certain classes of organizations 
described in section 101(6) which are not subject to the piovisions of 
sections 8818 and 8814 of the Code, among which are: 

(6) an organizatiou, the prin«ipal purposes or functions of which are 
the providing of medical or hospital care or niedi«al edu«atiou or medical 
research. 

In vieiv of. the foregoing, it is held that a charitable foundation 
whose primary purposes and functions consist of making distribu- 
tions to tax-exempt hospitals and medical research organiz~ations, but 
which as its primary activity does not actually perform the activities 
generally engaged in by such organizations, is not engaged in pro- 
viding medical or hospital care within the meaning of section 
8818(a) (5) of the Internal Revenue Code and is, therefore, subject 
to the provisions of section 8814 of the Code relating to accumulation 
of income. However, undtr tlie particular facts in this case the ac- 
cumulation of incoine for a 8-vear period in the manner and to the 
extent stated is not considered unreasonable in amount or duration 
within the contemplation of section 8814 of the Code, provided that 
only an amount equal to the charitable grants made from capital in 
prior years, which under the facts in this case is not more than ap- 
proximately 1 year's income, is permanently retained as capital and 
the balance of the accumulation is distributed to exempt organizations 
in its entirety at the end of the specific period. 

REGULATIONS 118, SEGTIoN 80. 8814 — 1: Denial 
of exemption under section 101(6) in the 
case of certain organizations accumulating 
income. 

Rev. Rul. 54 — 227 

An organization exempt from Federal income tax uuder section 
101(6) of the Internal Revenue Code has consistently made annual 
distributions to charitable and educational organizations in excess 
of its annual income. The chief support of such organization consists 
of gifts from its founder. The annual distributions in excess of 
annual income have resulted in an invasion of its contributed capital 
in a substantial amount. HeM, the accumulation by the organiza- 
tion of its capital gains income and a certain minor part of its annual 
dividend and interest income for a period of ten years, or less, de- 
pending upon the extent of gains income, until past invasions of 
income producing corpus have been restored, will not be considered 
unreasonable in amount or duration within the meaning of section 
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3814 of the InternaI Revenue Code, provided the remaining income 
oi the organization is distributed to or earmarked for tax-exempt 
purposes. 

Advice is requested whether the accumulation of income under the 
circumstances set forth below, by an organization exempt from Fed- 
erat income tax, will be considered unreasonable in amount or duration 
witliin the meaning of section 8814 of the Internal Revenue Code. 

The organization under consideration is exempt from Federal in- 
come tax under the provisions of section 101(6) of the Code. The 
chief support of the organization consists of gifts from its founder. 
The policy of. the organization has been to make annual distributions 
to worthy charitable and educational organizations without limitation 
as to the amount of income received during a particular year. In 
past years the organization has distribui. ed its entire annual income, 
and in some years distributions have been made in excess of income 
received, resulting in an invasion of co~tributed capital in a sub- 
stantial amount. The organization maintains no reserves for the 
purpose of accumulating income. During the years 1948 through 1953 
it received total gross income of 900m dollars of which amount 500m 
dollars represents gains from the sale of capital assets, and during 
such years 1, 400m dollars was distributed to tax-exempt organiza- 
tions. 

In order fo restore the income producing corpus which had been so 
substantially invaded because of its distributions to charitable and 
educational organizations, the organization proposes to accumulate 
each year (1) its capital gains income and (2) a certain minor part of 
its annual dividend. and. interest incom, so as to accomplish such resto- 
ration over a period of ten years, or less depending upon the extent of 
capital gains income. 

Section 3814 of the Code provides in part that in the case of any 
organization described in. section 101(6) of the Code to which section 
3813 of the Code is applicable (sec. 3813 is applicable to this organ- 
ization), if amounts accumulated out of income during the taxable 
year or any prior taxable year and not actually paid out by the end 
of the taxable year are unreasonable in amount or duration in order to 
carry out the charitable, educational, or other purposes or function 
constituting the basis for such organization's exemption, such exemp- 
tion shall be denied for the taxable year. Section 89. 3814 — 1 of Regu- 
lations 118 provides in part that amounts accumulated out of income 
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 tlie purpose constituting the basis for the organ- 
ization's exemption. Such section further provides that in deter- 
mining the reasonableness of an accumulation out of income there will 
be disr~egarded (1) gain realized: upon. the sale or exchange of donated 
assets to the extent such gain represents the excess of tlie fair market 
value of such assets when acquired over their substituted basis in the 
hands of the organization and (2) ga, ins realized upon the sale or 
exchange of assets held for the production of investment income (such 
as dividends, interest, and rents) where the, proceeds therefrom are 
reinvested within a reasonable time in property acquired and held 
in good faith for the production of income. 



Section 89. 8814 — 1 of Regulations 118 specifically provides for the 
disregarding of the gains of a tax-exempt organization from the sale 
or exchange of certain of its assets in determining the reasoiiableness 
of an accumulation out of income, provided the conditions set forth 
therein are met. Accordingly, this ruling relates only to the income 
and gains of the organizatioii which are not to be disregarded under 
section 89. 8814 — 1 of Regulations 118 in determining tlie reasonable- 
ness of accuiuulations oiit of inconie. 

In vieiv of the circunistances liere present, it is held that the accumu- 
lation each year by the instant organization of its capital gains income 
and a part of its annual dividend and interest income for the period of 
ten years, or less by virtue of the accumul;ition of capital gains in 
amounts niore substantial than conteniplatecl, until past inva~sio»s of 
its income producing corpus have been restored will not be considered 
an unreasonable acciunulation of income within tlie meaning of section 
8814 of the Code, provided the annual income, less the acciimuhitions 
here involved, is distributed to or earmarl. -ed for its tax-exempt 
purposes. Fo~r the purpose of determining whether such annual 
mcorne is distributed to or earniarked for its tax-exempt purposes 
there shall be inclucleil in sucli income (1) gains from the sale or 
exchange of assets which are acquired and held for purposes other 
than the production of investment income, (2) gains from the s;ile or 
exchange of donated assets to the extent sucli gains represent en- 
hancement in the value of such assets while in the hands of the or- 
ganization, and (8) gains from the sale or exchange of assets which 
are held for the prodiiction of investment income if the proceeds there- 
from are not reinvested within a reasonable time in property acquired 
and held for the production of investnient income, 

Since the total amount of income accumulated during tlie 10-year 
period is dependent upon contingent circumstances, an expression of 
opinion is reserved as to whether further accumula~tion will be per- 
mitted at the end of the 10-year period if the amount accuniulated is 
less than is anticipated. 

FEDERAL FIREARMS ACT 

SECTION 1 

REGULATIQNs 181, SEUTIoN 815. 2: Definitions. 

Classification of a telescopic sight or rifiescope and of a tool powered 
by blank. 22 and. 88 cartridges. (See Rev. Rul. 54-245, p. 258. ) 

SECTION 1(8) 

REGULATIONs 181, SECTION 815. 2: Definitions. 

A device for trapping animals which fires a special plastic cartridge 
but is not capable of firing projectiles classified. (See Rev. Rul. 
54 — 247, p. 258. ) 





PART II. — RULINGS AND DECISIONS UNDER 
PRIOR REGULATIONS 

INTERNAL REVENUE CODE 

CHAPTER 1. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIONS 

PART n. — COMPUTATION OF NET INCOME 

SECTION 22(a). — GROSS INCOME: GENERAL' 
DEFlNITION 

RrGULATIONS 111) SEcTION 29. 22(a)-21; Trust 
income taxable to the grantor as substantial 
oivner thereof. 

Income of a trust, created prior to promulgation of section 29. 22(a)- 
21 of Regulations 111 and of ivhich a charitable corporation is bene- 
ficiary. (See Rev. Piul. 54 — 48, p. 24. ) 

SECTION 26. — CREDITS OI' CORPORATIONS 

REOVI, ATIoxs 111, SEcTIoN 29. 26 — 5: Credit for 
dividends paid on preferred stock of public 
utilities. 

Computation of credit, for the purpose of determining the al- 
ternative tax. (See Rev. Rul. 54 — 28, p. 123. ) 

REGvLATIoxs 111& SEcTION 29. 26 — 6: Credit for 
dividends received. 

Computation of credit for the purpose of deterInining the al- 
ternative tax. (See Piev. Rul. 54 — 28, p. 128. ) 

REGvLATIGNS 111, SEcTION 29. 26-7: Credit of 
Western Hemisphere trade corporations. 

Computation of credit for the purpose of determining the al- 
ternative tax. (See Rev. Rul. 54 28, p 123 ) 
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SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS 

SUPPLEMENT B. — COMPUTATION OF NET INCOME 

SECTION 112(f). — I'ECOGNITION OF GAIN OR LOSS: 
INVOLUNTARY CONVERSION 

REOULATIONS 1 1 1, SECTION 29. 112 ( f ) -1: Invol- 
untary conversion where disposition of the 
converted property occurred prior to Janu- 
ary 1, 1951. 

Ct. D. 17(l3 

INCOME TAX — INTERNAL REVENUE CODE — DEC)SION OF COURT 

1. INcoME TAX — REcoGNITIoN oF GAIN on Loss — INVGLUNTART CDN- 
VERSION. 

The statutory right under section 112(f) of the Internal Revenue 
Code to postpone recognition of gain from an involuntary conversion 
of property is not lost by reason of taxpayer's death but may be 
exercised by his personal representative. 

2. DEcIsION REvaasED. 
Decisio~ of the United States Tax Court, 17 T. C. 1017 (1951), 

reversed. 

UNITED STATES COURT OF APPEALS FOR TIIE TIIIRD CIRCUIT 

Estate of Isaac Goodxnan, deceased; Alan 8. Goodman, executor, petitioner, v. 
Co»unissioner of Internal Revenue, respondent 

[199 Fed. (2d) 895] 
On petition to review a decision of The Tax Court of the United States 

Before EIARIs, GODDRICH, and STAI. ET, Arcuit Judges 

[November 26, 1952] 

OPINION 

By STALET, Circuit Judge. Petitioner, the executor of the estate of the 
deceased taxpayer, seeks to take advantage of the provisions of section 112(f) 
of the Internal Revenue Code. ' That section provides, so far as is relevant 
here, that no gain shall be recognized if property, as a result of an exercise of 
the power of condemnation, is involuntarily converted into money which is forth- 
with in good faith, under the Commissioner's regulation, expended in the acquisi- 
tion of similar property. The Commissioner's ruling, sustained by the Tax 
Court, ' was that the reinvestment requirements of the section are satisfied only 
if carried out in the taxpayer's lifetime and that reinvestment by the executor 
of the estate of a deceased taxpayer, although satisfvin all other requirements 
of the section, is not enough to enable the estate to claim the statutory benefit. 

A Sec. 112(f) of the In(cruz) Revenue Code is as follows: 
"(f) INVOLUNTARY CORVERSIOxs. — If property (az a result of its destruction iu whole 

or in part, theft or seizure, or an exercise of the power of requisition or coudcmuatiou, cr 
the threat or imminence thereof) is compuisoruy or involuntarily converted into proper(I 
similar or related iu service or use to the property za converted, or into money which iz 
forthwith iu good faith, under regulations prefcribcd by the Commissioner with the 
approval of the Secretary, expended in the acquisition of other property similar or related 
in service or usc tu the property so converted, or in the acquisition of control of a cor- 
poration owning such other proper(y or in the establishruent of a replacement fund, no 
gain shall be recognized, but loss shall be recognized. If any part of the money is not zc 
expended, the gain, if any, shall be recognized to the extent uf the ruoncy which is uot 
zo expended (regardless of whether such money is reccivcd in one or more taxable years 
and regardless of. whether or not the money which ia not so expended constitutes gain). " 
2() U. S. C. scc. 112(f). 

This zecuon Avaz amended in 1951, but the amendments do not aifect the tax problem 
here. Public Law No, 251, 82d Cong. , 1st Sess. , scc. I (Oct. 31, 1951) [C. B. 1951 — 2, 353) 

1 17 T. C. (1952). 



The stipulation of facts was adopted by the Tax C&&urt, aud (lie followin ' brief 
statement is sufbcieut for au understandin ~ of tlie prulilem p&us&sited. 

Isaac Goodman, the decedent, owned an undivided one-half iui. & rest iu a build- 

ing in Philadelphia. The Comnionwealth of Peuusylvauia condemned the greater 
part of the building, and he received his share of the eundemnutiuu;&v ard on 

October 18, 1044, He died 2 days later, only a part oi the &&ward having been 
expended in the acquisition of property similar to that c&mdemned. Ilia executor 
continued the acquisitiou of such property aud within lfi uionths had exhausted 
the award. Although a substantial gain was realiz&. 'd from tbe award, in 
Iuaking decedent's final incon&e tax return, the executor did not rcport tliat gain, 
justifying the omission by reliance on sectiou 112(f). The Commissioner's 
determinrition of a deficivucy was uPheld by the Tax Court, aud this Petition fur 
review folloived. 

It is conceded that all but one of the statutory requireu&enis have been 
satisfied. " Thus, tbe only questiou is the novel and very uarrow one of whether 
the statutory ri'ht to pustpuue reeo'uitiou of 'ain dies &vifh the taxpayer. We 
hold that it does not. 

Our reading of srctiou 112(f) convinces us that its priiuary concern is the 
fact of reinvestment in the prescribed fuanner. There is uot even a hi&it as to 
who must do the reinvesting. The entire section is stated in the passive voice, 
thus indicating that Congress was less concerned about the identity of the actor, 
so long as he acted ou behalf of the taxpayer, th;&n it was about whetlier he 
acted in the statutory fashion. W'e are n&it persu:ided, therefore, that a literal 
interpretation of the section supports the Cou&uiissiouer's position. In reply, 
the Commissioner points to Treasury IZegulation 111, sec(ion 2(). 112(f) (1) and 
(2) ' as the basis for the conieniiou that reinvestment must be made during the 
taxpayer's lifetime. Tlie argumeut is that the frequeut repetition of tbe word 
"taxpayer" in the regulatiou shows that tbe benefits of section 112(f) are 
available only if the required acts are, performed during his lifeti&ne. We cannot 
accept such a narruw interpretatiou of the vvord "taxpay&r. " As a matter of 
semantics, it would be difhcult to talk for very long about paying taxes, and still 
make sense, without here and there usiug the word "taxpayer. " Even the 
Commissioner adu&its that the word is sufficiently broad to permit the tax- 
payer's agent to perform the reinvestment duties, ' Petitioner further answers 

sThe Tax Court concluded that the expenditures weve uinde "forthwith" and tliat the 
propcrtv acquired was similar to tliat converted. That the 'fortliwifh" requirement wns 
satisfied is shown by F&. state of Gcr&rgc IIcr&fcr, 80 B. T. A. 034 (1087), afF&ru&cd sub nore. 
Herder v. Hefverbrg, 106 F, 2d 188 (C. A. D. C. ), cert. denied 808 l. . S. 617 (1'. &80&; 
August Buckhardt, 82 B. T. A. 1272 (1980); Paul liaecrlad, 28 B. T. A. 1870 (1082). 
Petitioner's good faith aud the similarity of the properly. acquired were not attacked. 

& Treasury Rcgulntion 111. 
"Sec. 29, 112(f) — 1. Reinvestment of Proceerls of Involuntnry Conversion. 

"In order to avail himself of the benefits of section 112(f) it is uot sufFicient for tlie 
taxpaver to show that subsequent to the receipt of monev from a condemnation award he 
purchased other property siuiilar or related in use. The taxpayer must trace thr proceeds 
of the award into the iiaymcnts for the property so purcliased. It is not necessary tliat 
the proceeds be camuarked, but the tnxpaisr uiust i&c abls to prove that the sauie werc 
actually reinvented in such other property similar or related in u. e to the property con- 
verted. The benefits of section 112(f& cannot be extended to a taxpayer who does uot 
purchase other property siiuilar or related in service or use, uotwitiistandiug the fact 
that there was no other such property available for purchnsc. 

I 1 
"It is incumbent upon a taxpaver 'forthwith' to apply for surl receive p&rmfssiou to 

establish a replacement fund in every case where it is uot possil&le to replace imuiediately. 
If an cxpeuditurc in actual replacement would be too late, a request for the establishnieut 
of a replacement fund would likewise be too late. 

"Sec. 29. 112(f)-2. Replacement Funds. — In any case where the taxpayer elects to 
replace or restore the converted property but it is not practicable to do so irumediately 
(for example, because of the taxpayer's inability to obtain priorities, or because of other 
wartime restrictions), hc mny obtain permission to establish a replacement fund in his 
accounts in which part or all of the compensation so received shall bc hclrl, witliout dcduc- 
tiou for the payment of any mortgage. Iu such a case the taxpayyr should rani. e applicn- 
tiou to the Commissioner on Ii'orm 1114 for permission to establish such a rcplncemcnt 
fund, aud in his application should recite all the facts relating to the transaction aud 
declare that he will proceed as expeditiously as possible to replace or restore such property. 
The taxpayer will be required to furnish a bond with such surety as the Coruiuissiouer may 
require in au amount uot iu excess of double the estimated additional inconie taxes which 
would be payable if no replacement fund v'ere established. s s e U. S, Treasury 
Regulatfous 111 (1948), 29 C. F. R. scc. 2f&. 112(f) (I) aud (2) (Cum. Supp. 1049). 

'The stipulation shows that the first reinvestment here was made by decedent's attorney 
in fact on the day of dentli. While this reiuvestmcut, because oi its amount, does uot 
affect the tax problem here, the Commissioner does not object to it because it was uot 
made by the decedent in person. 
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this argument of the Commissioner by showing the rather absurd result of its 
literal application. The regulations set out the many proofs which the taxpayer 
must establish to bring himself within section 112(f). Suppose a taxpayer 
reinvests th' proceeds of a condemnation award in compliance with the section, 
and then he dies before he, himself, can make the proot's. Surely, in that case, 
his estate would not be denied relief. Another instance may be cited to show 
the error of the Commissioner's position. Section 112(f) allows nonrecognition of 
the gain if the award is put into a replacement fund and later used in acquiring 
property similar to that condemned. The regulations require that the taxpayer 
obtain the Commissioner's permission to establish a replacement fund, and the 
application for permission must contain a declaration that the taxpayer will 
proceed as expeditiously as possible to replace the property coudemned. Suppose 
the requisite permission is obtained, but, before the replacement fund can be 
expended, the taxpayer dies. We doubt that the Commissioner, faced with those 
facts, would seriously stand on the contention advanced here, that the executor 
could not make the reinvestment. We think that a fair reading of section 112(f) 
allows postponement of recognii. ion of the gain even though the reinvestment is 
made by the executor afi, er the taxpayer's death, assuming, of course, satisfaction 
of all other requirements. Having so construed the section, we would be 
forced to declare the regulations invalid if they attempted to deny that right. 
We need not decide that question, however, for we are of the opinion that the 
regulations may be construed as being consistent with section 112(f). As we 
have said, the recurring use of the word "taxpayer" in the regulations need 
mlt be read as meaning the taxpayer, during his lifetime. A construction more 
logical and more consonant with the purpose of the statute is that it means 
the taxpayer or one acting on his behalf, before or after his death. ' 

In further support of his view, the Commigsioner argues that at the taxpayer's 
death his creditors, heirs, and legatees acquired rights in the fund used by pe- 
titioner in purchasing the property, thus showing that the right to make rein- 
vestment ends with the taxpayer's death. The claims of creditors might be a 
complete bar to reinvestment when they so far consume the estate that there 
is nothing left to reinvest. But that is not this case. In any event, there is 
uo attempt here to claim the benefit of section 112(f) for creditors, heirs, or 
leg'atees, The taxpayer's estate is the beneficiary. Section 142(a) (2) of the 
Internal Revenue Code' requires that the executor file a return for his de- 
cedent's final taxable period. We see no reason why the executor may not do 
what the taxpayer could have done to perfect a right which came into being in 
that final taxable period. 

We have given careful consideration to the other points raised by the Com- 
missioner and find them to be without merit. 

For the reasons stated, the judgment of the Tax Court will be reversed. 

SECTION 124. — A. MORTIZA. TIOX DEDUCTIOX 

REGIILATIOKs 111& SEGTI0N 20. 124 — 0: Defini- 
tions, 

Rev. Rul. 54 — 214 

The decision of the Court of Claims in 1Ficlceg Corporation v. United 
States, 108 Fed. Supp. 616, holding that emer& ency facility amorti- 
zation was allowable under section 124 of the Internal Revenue 
Code with respect to the entire cost of certain facilities, notwithstand- 
ing that the certificate of necessity as issued by the proper certifying 
authority covered only 85 percent of the cost of some of the facilities 
and none of the cost of others (as adjusted basis of emergency 

'We could agree with the Commissioner's narrow view of the meaning of "taxpayer" 
and still hold that sec. 112(f) and the regulatious have been satisfied %ere. We take 
"taxpayer" to mean the person subject to the tax. See secs. 3797(a) (14) and 3301(a) (2) 
of the Internal Revenue Code. Certainly, the decedent is no longer subject to the tax, and, 
thus, he is not tbe taxpayer. The tax will be paid, if due, out of the estate. Consequent)F, 
the estate is the taxpayer because it is subject to the tax. Furthermore, the estate, acting 
throogb the executor, made the reinvestment. Hence, the benefits of sec. 112(f) are 
available to the estate. ' 26 U. S. C, sec. 142. 
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facilities with respect to which allowance of such amortization is 
authorized under Code section 124), will not be followed in other 
cases. The Commissioner of Interna~l revenue has no authority to 
revise, supplement, or enlarge the scope of any such certificate of 
necessity. See United States Graphite Co. v. 8aioyer, 176 Iced. (2d) 
868, alarming per curiam, 71 Iced. Supp. 944. , certiorari denied, 839 
Il. S. 904, wherein the predecessor of YVickes Corporation sought, 
but was denied, an order to compel the Secretary of Commerce 
(certifying authority) to issue such a certificate of necessity with 
respect to the entire cost of all of the same facilities as were involved 
in the AVickes Corporation tax case, supra. 





PART III. — ALCOHOL TAX RULINGS 
AND DECISIONS 

INTERNAL REVENUE CODE 

CHAPTER 26. — LIQUOR 

SECTIOX 2800. — I. IOIIOII 

REGLrLATIOXS 11, SECTIOX 189. 270: PreSerVatiOn 
of marks and brands. 

(Also Section 190. 805, Regulations 15. ) 

T. D. 6062 

TITLE 25 — ISTERRAL IIEvsxL'E. — CIIAI'TER I, SEBCHAI"I'ER C, PARTs 139 
AXO 190 

Amendment of requireiueuts for marl s on cases to permit 
identification of bottle labels and State stamps to be shoivn on 
the Government side of cases. 

TREA 3 CRY DEPARTRIFiVTi 
OI'FICE OF CoxlxllssloiVER OF ISTEIixAL IiEvEXUE& 

II'amphi ngton o~i D. C. 
To Officers and Ent jloltees of the Inter nal Piers)rue Serzice and Others 

Concerned: 
In order to permit bottlers of taxpaid spit its and wines to atlix bottle 

labels, or other concise data, descriptive of the contents of the cases, 
including indications of payment, of State taxes, or sylnbols in lieu 
thereof, on the Governnlent side of cases, provided such additional 
inforlnation does not conllict v ith, or detract from, the prescribed 
marks on cases, the follolving amendments to regulatious are hereby 
adopted: 

PARAGRAPH 1. Regrliations 11 [26 CIr R, pt. 189] is amended by 
inserting ilnmediately follovving section 189. 270 the following net 
section: 

SEc. 189. 2r0a. AnnrrioivAL Ilssrcs. — The assistant rerdonal coinmissioner may, 
upon written application from the proprietor, authorize the afhxin" of bottle 
labels or other concise data, or symbols in lien thereof, to the Government side 
of cases, to describe, for commercial identifiication purposes, the contents of 
the cases and to show the payment of State taxes thereon: Prorsrtert, That such 
additional information is set apart from and does not in any way detract from, 
conliict with, or obscure, any of the markings required by this part. 

PAR. 2. Regulations 15 [26 CFR, pt. 190] is amended by substituting 
a colon for the period at the end of section 190. 805 and adding the 
following: 
Prosided, That the assistant rcwonai commissioner may, ilpon written applica- 
tion from the proprietor, authorize the affixing of bottle labels or other concise 

315359' — 54 — 90 (301) 
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data, or symbols in lieu thereof, to the Government side of cases, to describe, 
for cornmereial ideniiiieation purposes, the contents of the cases and to show 
the payment of State taxes thereon: Provided, furtker, That such additional 
information is set apart from and does not in any way detract from, conflict 
with, or obscure, any of the markings required by this part. 

Because the changes made are of a liberalizing character, 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 limitations of section 4 (c) of said act. 

This Treasury Decision shall be efFective upon the date of publi- 
cation in the Federal Register. 

(This Treasury Decision is issued under the authority contained 
in sec. 161 of the Pevised Statutes and sec. 8176 of the Internal 
Revenue Code (sec. 161 R. S. ; 5 U. S. C. 22; 53 Stat, 875; 26 U. S. C. 
8176) . ) 

T. COLF MAN ANDREWS, 
Commissioner of InternaZ Revenue. 

Approved February 8, 1954. 
M. B. FoLsoM) 

Acting Secretary of the 2'reasury. 

(Published in the Federal Register February 0, 1954) 

REGUI ATIUNs 21) SEGTIQN 191. 189: Record and 
report, Form 52K. 

T. D. 6068 

TITI E 2G — INTERNAL REVLGNUE. — CHAPTER I, SUBCH APTKR C, PART 191. — 
IMPORTATION OF DISTILI, KD SPIRITS, WINES, AND FERMENTED LIQUORS 

Distilled spirits in customs bond for export 

TREASURY DEPARTMENT, 
OFFICE OF COMMISSIONER OF IiNTERNAL REVENUE) 

lVashington 85, D. C. 
To Officers and EmpZoyees of the lnternaZ Revenue Service and Others 

Concerned; 
In order to exempt wholesale liquor dealers who import or pur- 

chase distilled spirits in customs bond, for exportation, or who acquire 
distilled spirits in a foreign country for direct shipment to a foreign 
customer, from the requirements of keeping Form 52E or Record I, 
Regulations 21 t 26 CFR, pt. 191] are hereby amended as follows: 

PARAGRAPH 1. Section 191. 189 is amended by adding a new sentence 
at the end thereof to read as follows: 
Wholesale liquor dealers who import or purchase in customs bond distilled spirits 
for exportation, or who acquire distilled spirits in a foreign country for direct 
shipment to a foreign customer, are not required to keep Form 52E or Record 
52 and need not submit transcripts or monthly summaries thereof as to such 
operations. 

Because the amendment made by this Treasury Decision is of a 
liberalizing character, 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 limitations of section 4(c) of said act. 
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This Treasury Decision shall be eRective on the date of' its publica- 
tion in the Federal Register. 

(This Treasury De~cision is issued under the authority contained 
in secs. 8176 and 8791 of the Internal Revenue Cocle (58 Stat. 875, 
467 20U. S. C. 8170, 8701). ) 

T. COLEMAN ANOREws, 
Commis'sioner of Internal Eevenue. 

D B STRUBINGI R~ 

dctinrt Commissioner of Customs. 

Approved February 8, 1054. 
3L B. Fol. soxt, 

~lctintt 6'ccretary of the Treasu& y. 
(Published in the I'ederal Register 1'ebruary 6, 1054) 

SUBCHAPTER A. — DISTILLED SPIRITS 

FART I. — YROVISIONS RELATING TO TAX 

SZCTIOX 2801. — RECTIFIED SPIRITS 

Rev. Rul. 54 — 184 REGUI. ATIoNs 7, SEGTIoN 178. 184: Formulae, 
processes, and samples. 

(Also Section 178. 211. ) 
The quantity and percentages of the various vermouths used need 

not be stated on formulae cov~ering vermouth to be made by blending 
or mixing two or more vermouths, produced under approved formulae, 
for the purpose of perf'ecting them according to corn&nercial standards, 
except in the case of formulae covering the intermingling of slightly 
flavored vermouth ~ith other vermouth. Since a sanlple of one blend 
of such vermouths would not be representative of all blends authorized 
to be produced under the formula, the submission of such a sample 
under section 178. 184(b) of Regulations 7 would serve no useful pur- 
pose and is not required. Formulae for such vermouths must, of 
course, be submitted for approval and should show the fortnula num- 
ber, approval date, and the manufacturer's name for each vermouth to 
be used. In the case of foImulae covering a vermouth produced by 
intermingling one or more slightly flavored vermouths with other 
vermouths, the formula should show the quantity or percentage of each 
vermouth used and a sample of the product should be submitted. 

REGIILATIQNS 7, SKGTIQN 178. 204: Limitations. Rev. Rul. 54 — 108 

Casein has been approved for use by winemakers in the clarification 
of standard grape wine, not to exceed two pounds per one thousand 
gallons of wine, provided it is used only to an extent or in a manner 
which will not change the basic composition of the wine or eliminate 
its characteristic elements in accordance with the provisions of sec- 
tion 178. 204 of Regulations 7. 
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Sodium caseinate has been approved for use by winemakers in the 
clarification of wines provided it is used only to an extent or in a man- 
ner which will not change the basic composition of the wine or elimi- 
nate its characteristic elements in accordance with section 178. 204 of 
Regulations 7. 

Rev. Rul. 25, C. B. 1953-1, 431, is modified to include the above. 
An application for the use of malic acid in the clarification of apple 

wine has been disapproved. Malic acid may be used only for the pur- 
pose of correcting natural deficiencies in the fruit or ber;ies or the 
juice thereof, used to make wine, as provided in section 178. 138 of 
Regulations 7. 

REGULATIGNs 7 SEcTIGN 178. 211: Vermouth or 
other aperitif wines. 

Submission ot samples with formulae covering vermouth to be made 
by blending or mixing two or more vermouths produced under 
approved formulae. (See Rev. Rul. 54 — 184, p. 303. ) 

RzGUI, ATIoNs 15, SLOTIGN 190. 361: Description Rev. Rul. 54-235 
of formula. 

Water, as such, may not be used in the manufacture of a wine prod- 
uct, rectified wine, or wine cocktail, in a rectifying plant. However, 
this will not preclude the use of a simple syrup or sugar solution of 
not less than 60' Balling. 

REGULATIGNS 15) SxcTIGN 190. 479: Exemption Rev. Rul. 54-185 
from tax. 

Blends of two or more pure straight whiskies, aged in wood for a 
period of not less than 4 years, whicli are exempt from the rectification 
tax of 30 cents per proof galloii by section 2801 of the Internal Revenue 
Code and section 190. 479 of Regulations 15, may have added thereto 
not more than 7 ounces of activated carbon for each 400 gallons of 
spirits for the purpose of clarification provided the character of the 
whisky is not changed thereby. Formulas on Form 27 — B Supple- 
mental, "Formula and Process for Rectified Spirits, " covering such 
blends of pure straight whiskies to which activated. carbon is to be 
added sliould include a statement as to the amount to be used. 

REGULATIQNs 15, SKOTIGN 190. 499: Com- 
pounding with sugar, caramel, essence, 
etc. 

(Also Section 5(e), Federal Alcohol Ad- 
ministration Act, Section 21, FAA 
Regulations No. 4. ) 
"May Wine" not expressly defined. by Federal regulations, is a 

product made with unfortified white grape wine as a base, Qavored 
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with woodruff herbs, leaves, or essence, and having an alcoholic con- 
tent not in excess of 14 percent by volume. "May lVine" may be pro- 
duced only at a, rectifying plant, subject to the 80 cent rectihcation 
t Ix prescribed by section 2800(a) (5) of the Internal Revenue Code, 
plus tax on the increased oallonage as prescribed by section 190. 501 
of Regulations 15. ". 'Ihty Wine" is not considered an aperitif wine 
under section 21, class 7 of Federal Alcohol Administration Regu- 
lations iXo. 4. It should be designated and labeled as 'May Wine" 
and there should appear in direct conjunciion therewith the words 
"Light White Wine — Flavored with AVoodru8 Herbs, ' "Light White 
)Vine — Flavored with woodruff Leaves, " or 'Light White lVine- 
Flavored with AVoodrutI Essence, " as the case Inay be. 

PART II. — DISTILLING AND RECTIFYING 

SE('TION 28?0. — INSTAI. LATION OII DIETERS, 
TAXI~S, AXD OTHER APPARATUS 

REGTILATIoxs 11, SEcTIox 189. 60: 13ottling 
tanks. 

Use of Government locks on stopcocks of gauge glasses on bottling 
tanks. (See Rev. Rul. 54-215, below. ) 

Rev. Rul. 54-215 REGNI. ATIoNs 15, SscTIoN 100. 124: Bottling 
tanks. 

(Also Section 180. 60, Regulations 11. ) 
I*'overntnent locks now in use for securing the stopcocks on the 

gau"e glasses of bottling tanks in rectifying plants and taxpaid 
bottling houses Inay be removed. 

Advice is requested whether it is necessary that (rovernment locks 
be applied to the stopcocks on gauge glasses of bottling tanks. 

Section 100. 124 of Regulations 15 and section 189. 60 of Regulations 
11 contain the requirements relative to bottling tanks and provide, 
in part, that each bottling tank must be closed and any necessary 
openings therein affording access to the interior or to the contents 
must be closed and secured with a cover which will be secured by a 
Government lock or othcrvvise fastened and s"aled. 

It is held that the small stopcocks ordinarily attached to gauge 
glasses on bottling tanks in rectifying plants and taxpaid bottling 
houses do not constitute openings affording access to the interior or 
to the contents" of the tanks within the meaning and contemplation of 
the regulations. Accordingly, Government locks now in use for se- 
curing the stopcocks on the gauge glasses of bottling tanks in rectify- 
ing plants and taxpaid bottling houses may be removed. 
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SECTION 2857. — BOOKS OF RECTIFIERS AND WHOLE- 
SALE DEALERS 

REGULATIGNs 20) SEGTI0N 194. 216: Entry of Rev. Rul. 54-199 
miscellaneous items. 

A composite case of liquor, consisting of different brands and kinds 
of liquors which are the product of one producer or various producers, 
may be made up on wholesale liquor dealer premises. Section 194. 216 
of Regulations 20 provides that where the sale of such liquors to the 
same person on the same day does not exceed 10 gallons, the entry of 
such items in Record 52 "Wholesale Liquor Dealer's Record" and re- 
port, Form MB, "Wholesale Liquor Dealer's Monthly Report, " shall 
be stated as "Miscellaneous" or "Misc. " and shall show the date, the 
name and address of the person to whom sold, and the quantity. 
Where the sale of such liquors is in a quantity in excess of 10 gallons, 
the information required by the headings of columns 4 to 6 (name, 
registry or permit number, and State or country) of record 52, Part 
2, and transcript thereof on Form 52B shall be furnished. . Brackets 
may be placed around the names of the several producers shown in 
column 4 and around the applicable seria. l numbers of the composite 
cases shown in column 13 of such forms. The serial numbers of the 
composite cases should be marked with an asterisk, or other mark, 
identifying such cases. 

A wholesale liquor dealer receiving cases made up on other whole- 
sale liquor dealer prenaises will report such receipts in the normal 
manner on Record 52, Part 1, and on the transcript thereof on Form 
52A. , "Wholesale Liquor Deadlier's Monthly Report, " except that in 
the column headed "By Whom Distilled, Rectified or Bottled" the 
name and permit number of the wholesale liquor dealer from whom 
the liquors were received should be shown. 

REGULATIONS 20) SECTION 194. 217: Separate 
record of nanie of distiller, rectifier, or 
bottler. 

Rev. Rul. 54 — 205 

Distilled spirits received by a wholesale liquor dealer from an im- 
porter or another wholesale liquor dealer may be reported in Form 52A 
"Wholesale Liquor Dealer's Monthly Report" without specifying the 
name of the distiller, rectifier, or bottler of the spirits in column 4 
provided the proprietor keeps at his place of business a separate record 
of such information as required by section 194. 217 of Regulations 20 
and the registry or permit nunlber of the distiller, rectivier, bottler, 
or importer, as the case may be, is entered in columII 5, and the State 
or country is entered in column 6. 

RECULATIONs 21, SEcTIoN 191. 189: Record and Rev. Rul. 54-186 
report, Form 52E. 

( Also YAA. Act& Section 4. ) 
An importer who purchases distilled spirits ahroad for shipment 

to and resale in the United States, upon the order of a second im- 
porter to whom title to the distilled spirits passes prior to entry of 
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tlie spirits into custonis, is not rcqiiired to lreep It& cord: &", "&Uhole- 
sale Liquor Dealer's Record, " &overlay such spirits. The second 
importer who files the eni:ry for custonis purposes must m:iintain 
Record 52 in respect to receipt of the imported spirits an&1 their 
withdraival from customs custody, aud roust 1-eep Record 52 in 
respect to receii&t ot the spirits at his ivbolcsale li&iuor dealer 
pre&nises and their disposition therefroin. 

An importer's basic per&nit is hei&i to be active if, witliin 2 years, 
an entry of distilled spirits, «ines, etc. , has been filed with customs 
officials, anhougl& within this period the iiuporter i&as n&&t placed a 
direct or&ter al&ro;id nor purchased or pose 'i&d red sirip stami&s, 
a&id ivould therefore not be subject to revocation for reasons of in- 
activity as provided in sec&ion 4(e) & 2) of the I'ederal Alcohol Ad- 
miiiistratiou Act. 

Ad vice is requested as to the necessary records to bc kept on Record 
52& ")Vholes, &le I. iquor Dealer's Record&" where spirits are purchased 
abro, id by otic importer but, entered into customs custody in the name 
ol a seco«d importer. Advice is also requested xvhether an importer's 
basic per«iit is co«sidercd active if, ivithin 2 years, an entry ot dis- 
tilled spirits, v ines, etc. , has been filed with customs oScials& although 
v; ithin this lieriod the importer hiis not placed a, direct order abroad 
nor purcliascd or possessed re&1 strip stainps. 

In the i»stant case, a, wholesale liquor dealer in Baltimore, Mary- 
land, who possesses an importer's permit, places an order ivith a 
iNew York, 4. Y. , importer for a certain b&rand of whisky, the New 
York importer being the sole agent in the United States for the 
product. The Xeiv York importer forivards the order and the red 
strip st imps, overprinted by him, abroad, The cases of whisl&y are 
cnnsig«e&l to tlic B:baltimore importer and, in a&ldition to other infor- 
niation, they bear the n«mber of his importer&s basic permit. Title to 
tlie whisky passes to the Haltimoie importer prior to entry into 
c«stoms custod&. . -'&ll pertineiit piipers tire forivarded by the New 
York importer to the Baltiniore importer. These papers are, in 
t«rn, sent to a customliouse broker in B&tltimore who& upon arrival 
of tlie spirits, files an. immediate consumption entry in the name of 
the Baltimore iniporter. Bond is given and the tap& and duty are 
paid by the Haltiniore importer. 

Section 191. 189 of Pegulations 21 provides that every importer 
wlio imports and sells distilled spirits in bulk shall keep a record of 
all distilled spirits imported by him on Form 52E& or he may keep 
the record of bulk spirits imported on Form 52E and the bottled spirits 
cn Record O'. If bottled spirits only are imported, Record 52 shall 
be used, 

Since the Xcw York importer does not file entries with customs 
and does not have possession of the spirits, either physically or con- 
structively, Record 52 need not be maintained by him in respect of 
such spirits. 

Record 52 must be maintained by the Baltimore importer in accord- 
ance with the provisions of section 191. 189 oi Regulations 21, show- 
ing receipt of the imported spirits and their ivithdrawal from customs 
custody. This importer must also maintain Record 52 in respect 
to receipt of such spirits at his wholesale liquor dealer premises and the 
disposition of the spirits therefrom as required by section 191. 142 
of Regulations 21 and section 194. 210 of Regulations 20. 
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The passage of the title to the merchandise prior to arrival of the 
goods in this country under the stated circumstances does not affect 
the status of the New York importer as an importer and wholesale 
liquor dealer. Although he does not actually import the distilled 
spirits in the sense that he files an entry for the warehousing of such 
spirits or their withdrawal from customs custody, he does qualify as 
an importer through the holding of an importer's basic permit, by 
which he is permitted to purchase and ship red strip stamps abroad 
in his own name, and through the purchase of foreign spirits for ship- 
ment to and resale in the Lnited States. 

The Baltimore importer is required under customs and internal 
revenue regulations to qualify as an importer since he must file the 
entry for withdrawal of the distilled spirits from customs custody. 

Record 52 need not be maintained by an importer covering distilled 
spirits purchased in a foreign country by him but title to which has 
passed from him to a second importer prior to entry of such distilled 
spirits into customs custody. Reconal 52 in such case must be main- 
tained by the importer having title to the distilled spirits at the time 
they are entered into customs custody. 

ITnder the provisions of section 4(e) of the Federal Alcohol A. d- 
ministration Act, a basic permit shall, after due notice and oppor- 
tunity for hearing, be revoked if it is found that the permittee has not 
engaged in the operations authorized by the permit for a period of 
nlore than 2 years. 

An importer's basic permit is considered active if, within 2 years, 
an entry of distilled spirits, wines, etc. , has been filed with customs 
officials, although within tlrat period the importer has not placed a 
direct order abload nor purchased or possessed red strip stamps. 

SECTION 2871. — REGS, LATION OF TRAFFIC IN CON- 
TAINERS OF DISTILLED SPIRITS 

REGULATloNs 10) SEGTIQK 185. 924: Liquor 
bottles. 

(Also Section 185. 925; Section 2903, Sec- 
tions 185. 940, 185. 961, 185. 980. ) 

T. D. 6071 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 186. — 
WAREHOUSING OI' DISTILI. ED Sl'IRITS 

Amendment of requirements to permit bottlin ~ in boud of distilled 
spirits in Q gallon and 1 gallon size bottles. 

TREASURY DEPARTMENT~ 
OFF1CE oF Col@&fISSIONER OF INTERNAL REVENUE) 

washington 85, D. C. 
To Ogcers and Employees of the Infernal Revenue 8ervtce and Others 

Concerned: 
In order that distilled spirits may be bottled in bond, either for 

domestic use or for exportation, in &/2 gallon and 1 gallon size bottles, 
Regulations 10 [26 CFR, pt. 185] are amended as follows: 

PARAGRAPH 1. Section 185. 924 is amended by inserting immediately 
after the colon in the second sentence the followingt "1 gallon, 1/2 

gallon, ". 
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f 
Approved May 11, 1054. 

M. B. For, soM, 
Acting Secretary of the Treasnry. 

(Published hu the Federal RegLster May 14, 10541 

PAR. 2. Section 185. 025 is amended by inserting immediately after 
the colon in the first sentence the following: "1 gallon, I/s gallon, ". 

PAR. 3. Section 185. 940 is amended by inserting immediately after 
the colon in the first sentence the following: "4 bottles containing 1 
gallon each; 6 bottles containing I/s gallon each;". 

PAR. 4. Section 185. 961 is amended by inserting immediately after 
the colon in the first sentence the following "1 gallon, I/s gallon, ". 

P~ 5. Section 185. 080 is amended by inserting immediately after 
the colon in the first sentence the following: "1 g;illon, I/s gallon, ". 

Because the changes made are of a liberalizing chara~cter, it is f~ound 

that it is unnecessary to issue this Treasury Decision with notice and 
ublic procedure thereon under section 4(a) of the Administrative 
rocedure Act, approved June 11, 1946, or subject to tlie eQ'ective date 

limitations of section 4(c) of said act. 
This Treasury Decision shall be effective upon the date of publica- 

tion in the Federal Register. 
( This Treasury Decision is issued under the authority contained in 

sec. 3176 of the Internal Revenue Code (53 Stat, 375; 26 U. S. C. 
e176). ) 

T. COLEMAN ANDRFwSi 
Commis8ioner o Internal Revenue. 

REGULATIoNs 18, SEGTIQN 175. 55: Containers for Rev. Rul. 54 — 236 
distilled spirits. 

(Also section 175. 80. ) 
Wooden containers of a capacity of one wine gallon or less cannot 

be approved for the packaging of domestic or imported distiHed spirits 
for sale at; retail. Under the provisions of Regulations 18, section 
175. 55 to section 175. 50a, inclusive, and section 175. 80 to section 
175. 04a, inchisive, containers for packaging distilled spirits for sale 
at retail are restricted to glass& earthenware, or like materials which 
are made of hard substances which once formed or molded cannot 
thereafter be altered or changed. 

PART IIL — INTERNAL REVENUE BONDED WAREHOUSES 

SECTION 2872. — ESTA. BLISHMENT AND CONTROL 

RFGUI. ATIoNS 10, SEOTION 185. 840: Application Rev. Rul. 54-187 
of the surety for release from bond. 

Sectio» 185. 340 of Regulations 10 provides in part that; upon the 
proper filing of an application by the surety for relief from bond, 
in the case of bond, Form 1571„"Transportation and Warehousing 
Bond, " said surety shall be relieved. from liability for spirits trans- 
ferred or consigned to the internal revenue bonded warehouse wholly 
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subsequent to the date named in the notice, but that if a superseding 
bond has not been filed by the principal prior to the date named in 
the surety's notice, the surety shall continue to remain liable under 
the bond for all spirits on hand or in transit to the internal revenue 
bonded warehouse on said date, until such spirits have been lawfully 
disposed of or a new bond has been filed by the principal. However, 
under the circumstances the warehouseman is barred froin receivino 
additional spirits on the warehouse premises until a superseding bond 
is filed. 

The bottling of distilled spirits remaining in an internal revenue 
bonded warehouse or in transit thereto on the date given in the appli- 
cation for relief from liability on a transportation and warehousing 
bond (and no superseding bond is filed) would not affect the bond 
liability on such spirits and therefore may be permitted in accordance 
with the applicable provisions of Regulations 10. 

SECTION 2878. — DRAWING, GAUGING, AND MARKETING 
OF DISTILLED SPIRITS 

REGULATIQNs 4& SKcTIUN 183. 561: Application& 
Form 236. 

(Also Sections 188. 564a, 183. 572, 183. 574, 186. - 
577a, 188. 580; Sections 184. 601, 184. 604a, 
184. 612, 184. 614, 184. 617a, 184. 620, Regula- 
tions 5; Sections 185. 875, 185. 6M, 185. 6M, 
185. 706, 185. 707, 185. 708, 185. 711, 185. 712, 
Regulations 10. ) 

T. D. 6068 

TITLE 28 — INTERNAI. REVENUE. — CHAPTER I, SUBCHAPTER C, PARTS 183, 
181, AND 183 

Amendment of requirements for the ivei "hing of pacl-ages of dis- 
tilled spirits upon receipt at Internal Revenue bonded warehouses. 

TREASURv DEPARTMENT) 
OI'I'ICE OF CON&IISSIONKR OF INTERNAL REVENUE, 

Washington 8o~, D. C. 
To Officers and Employees of the Interna/Revenue Service and Others 

Concerned: 
In order to eliminate the requirenient that storekeeper-gaugers 

iveigh packages of distilled spirits at the time of their receipt after 
transfer in bond from a distillery not on the sanie or contiguous 
premises or from another warehouse when such consignor premises are 
operated by the consignee or an afmiate or subsidiary thereof in the 
immediate vicinity, or~xvhen sucli packages of spirits are transferred 
in conveyances sealed with Government cap seals, the following 
amendments to the regulations are hereby adopted: 

PARAGRAPH 1. Wherever the term "supervisor" or "district super- 
visor" appears in the sections of the regulations revised by this Treas- 
ury Decision, such term is hereby amended to read "A. ssistant Regional 
Commissioner, Alcohol and Tobacco Tax. " 

PAR. 2. Regulations 4 [26 CFR, pt. 188] are amended as follow:: 
(A) Section 188. 561 is amended by I 
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(1) Striking the words "supervisory district" in the first sentence 
and inserting in lieu thereof the word "region. ". 

(2) Inserting after the second sentence the following new sentence: 
"If the applicant desires to receive packages of. spirits in sealed con- 
veyances without weighing the pacl. -ages at time of receipt, he should 
indicate on part 1 of Form 286 that the packages are to be trans- 
ferred in sealed conveyances by entering the phrase 'Government- 
sealed conveyance. ' " 

(B) There is inserted immediately following section 188. 5M the 
following new section: 

Ssc. 183. 564a. SEALED Coxvarxxcas FoR PAcrraGEs. — Each conveyance used 
to transport packages of distilled spirits in bond, which is to be sealed in order 
that the weighing of spirits upon receipt at an internal revenue bonded ware- 
house will not be required, must be constructed in such a manner that all open- 
ings mav be closed and secured by seals in order that access cannot be gained 
without showiug evidence of tampering. Cap seals to be furnished by the Gov- 
ernment will be used in sealing the conveyance and such seals will be affixed 
as soon as the vehicle is loaded. If the conveyance is not constructed in accord- 
ance with the provisions ot this sectiou, the storel'eeper-gauger will notify the 
consignor proprietor that its use as a sealed conveyance cannot be authorized 
and, if distilled spirits are conveyed therein, that weighing of the packages at 
the consignee premises will be required. Under such circumstances, eap seals 
will not be applied to the conveyance. 153 Stat. 375; 26 U. S. C. 3176. ) 

(C) There is inserted after the first sentence in section 188. 572 the 
following new sentence: "If the transfer is to be made by sealed con- 
veyance, the storekeeper-gauger will note on Form 236 in the space 
provided therefor the serial numbers of the cap seals used. " 

(D) Section 188. 574 is amended by: 
(1) Striking the words "supervisory district" in the first sentence 

and inserting in lieu thereof the word "region". 
(2) Inserting after the second sentence the following new sentence: 

"If the applicant desires to receive packages of spirits without weigh- 
ing such packages at time of receipt he should indicate on part 1 of 
Form 286 that the packages are to be transferred in sealed conveyances 
by entering the phrase ' "overnment-sealed conveyance. ' " 

(E) There is inserted immediately following section 183. 577 the 
following new section: 

SEC. 183. 577a. SEaLED CoxvKY'ZKOE FGB PxcKsGEs. — If the packages of distilled 
spirits are to be transported in a sealed conveyance, in order that the weighing 
of the spirits upon receipt at an internal revenue bonded warehouse will not be 
required, such conveyance must be constructed and sealed as provided in section 
183. 564a. (53 Stat. 375; 26 U. S. C. 3176. ) 

(F) There is inserted immediately after the first sentence in section 
183. 580 the following new sentence: "If the transfer is to be made by 
sealed conveyance, the storekeeper-gauger will note on Form 286 in 
the space provided therefor the serial numbers of the cap seals used. " 

P~. 8. Regulations 5 I 26 CFR, pt. 184] are amend ed as follows: 
(A) Section 184. 601 is amended by: 
(1) Striking the words "supervisory district" in the first sentence 

and inserting in lieu thereof the word "region". 
(2) Inserting after the second sentence the following new sentence: 

"If the applicant desires to receive packages of brandy in sealed con- 
veyances without weighing the packages at time of receipt he should 
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indicate on part 1 of Form 286 that the packages are to be transferred 
in sealed conveyances by entering the phrase 'Government-sealed 
conveyance. ' " 

(B) There is inserted immediately following section 184. 604 the 
following new section: 

Scc. 184. 604a. SEALKD CowvKYAEcKs FoR PAGKAGKs. — Knell conveyance used to 
transport packages of brandy in bond, which is to be sealed in order that the 
weighing of the brandy upon receipt at an internal reveuue bonded warehouse 
will not be required, must be constructed in such a manner that all openings 
may be closed aud secured by seals in order that access cannot be gained without 
showing evidence of taiupering. Cap seals to be furnished by the Government 
will be used in sealing the conveyance and such seals will be affixed as soon as 
the vehicle is loaded. If the convevance is not constructed in accordance with 
the provisions of this section, the storekeeper-gauger will notify the consignor 
proprietor that its use as a sealed conveyance cannot be authorized and, if dis- 
tilled spirits are conveyed therein, that weighing of the packages at the consignee 
premises will be required. Under such circumstances, cap seals will not be 
applied to the conveyance. (53 Stat. 37, &; 26 U. S. C. 3176. ) 

(( ) There is inserted after the first sentence in section 184. 612 the 
following new sentence: "If the transfer is to be made by sealed con- 
veyance, the storekeeper-ganger v ill note on Form 286 in the space 
provided therefor the serial numbers of the cap seals used. " 

(D) Section 184. 614 is amended by: 
(1) Striking the words "supervisory district" in the first sentence 

and inserting in lieu thereof the word "region". 
(2) Inserting after tlie second sentence the following new sentence: 

"If the applicant desires to receive packages of brandy without weigh- 
ing such packages at time of receipt he should indicate on part 1 of 
Form 2M that the packages are to be transferred in sealed conveyances 
by entering tlie phrase 'Government-sealed conveyance. ' " 

(E) There is inserted imniediately following section 184. 617 the 
folio&ving new section: 

SEO. 184. 617a. SEALED ColvvKYANcK FQR PAOKAGES. — If packages of brandy are 
to be transported in a sealed conveyance, in order that the weighing of the brandy 
upon receipt at an internal revenue bonded warehouse will not be required, such 
convevance must be constructed and sealed as provided in section 184. 604a. 
(53 Stat. 375; 26 U. S. C. 3176. ) 

(F) There is inserted immediately after the first sentence in section 
184. 620 the following new sentence: "If the transfer is to be made by 
sealed conveyance, the storekeeper-gauger will note on Form 286 in 
the space provided tlierefor the serial niunbers of the cap seals used. " 

PAR. 4. Regulations 10 [26 GFR, pt. 1851 are amended as follows: 
(A) Section 185. 675 is amended by changing the period at the end 

of the first sentence to a colon and adding the following proviso: 
"Prouided, That the weighing of packages will not be required (a) 
where spirits are transfeired in bond, from any distillery or internal 
revenue bonded warehouse, in conveyances sealed. with Government 
cap seals in accordance with the provisions of section 185. 602 and the 
conveyances are received with such seals intact, or (b) where spirits 
are received from a distillery not on the same or contiguous premises, 
or from another warehouse, operated by the consignee or an affiliate 
or subsidiary of the consignee in the immediate vicinity so the transfer 
can be under observation by Government olficers at all tinies; where 
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packages are received without weighing the storekeeper-gauger will 
so indicate in the appropriate column on Form 1520 or 1619. " 

(B) Section 185. 6% and headnote are amended to read: 
Sso. 185, 602. SEALED Convex~Ncaa ron PscEAoss. — Each conveyance used to 

transport packages of distilled spirits in bond, which is to be sealed in order 
that the weighing of spirits upon receipt at an internal revenue bonded ware- 
house will not be required, must be constructed in such a maimer that all openings 
may be closed and secured by seals in order that access & annot be gained without 
showing evidence of tampering. Cap seals to be fur&&ished by the Governinent 
will be used in sealing the conveyance and such seals will bc affixed as soori as 
the vehicle is loaded. 1f the conveyance is not constructed in accordance with 
the provisions of this section, the storekeeper-gauger will notify the consign»r 
proprietor that its use as a scaled conveyance cannot be authorized and, if 
distilled spirits are conveyed therein, that weighing of the packages at the 
consignee premises will be required. Under such circumstances, cap seals will 
not be applied to the conveyance. 

(C) Section 185. 608 is amended by: 
(1) Striking the words "supervisory disti ict" in the first sentence 

and inserting in lieu thereof the word "region". 
(9) Inserting after the second sentence tlie following new sentence: 

"If the applicant desires to receive packages of spirits in sealed 
conveyances without weighin~ the packages at time of receipt he 
should indicate on part 1 of Form 286 that the packages are to he 
transferred in sealed conveyances by entering the phrase 'Govern- 
ment-sealed conveyance. ' " 

(D) Section 185. 706 is amended by striking the words "tank car" 
in the first sentence and inserting in lieu thereof "conveyance sealed 
with Government, cap seals". 

(K) Section 185. 707 is amended by striking the words "tank car" 
in the two places they appear in the third sentence and inserting in 
lieu thereof in the first instance "conveyance sealed with Governinent 
cap seals, " and in the second instance "conveyance". 

F) Section 185. 708 is amended by: 
1) Striking the words "supervisory districts" in the first sentence 

and inserting in lieu thereof the word "regions". 
(9) Inserting after the second sentence the following new sentence: 

"If the applicant desires to receive packages of spirits without weigh- 
ing such packages at time of receipt he shouM indicate on part 1 of 
Form 236 that the packages are to be transferred in sealed conveyances 
by entering the phrase 'Government-sealed conveyance. ' " 

(G) Section 185. 711 is amended by striking the words "tank car" in 
the first sentence and inserting in lieu thereof "conveyance sealed with 
Government cap seals". 

(H) Section 185. 712 is amended by: 
(1) Striking the words "tank car" in the two places they appear 

in the third sentence and inserting in lieu thereof in the first instance 
"conveyance sealed with Government cap seals, " and in the second 
instance "conveyance". 

(2) Striking the word "district" where it appears in the fourth 
and fifth sentences and inserting in lieu thereof the word "region". 

Because the changes made are of a liberalizing character, it is 
found that it is unnecessary to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Admin- 
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istrative Procedure Act, approved June 11, 1946, or subject to the 
effective date limitations of section 4(c) of said act. 

This Treasury Decision shall be effective upon the date of publica- 
tion in the Federal Register. 

(This Treasury Decision is issued under the authority contained 
in sec. 3176 of the Internal Revenue Code (53 Stat. 375; 26 U. S. C. 
3176) . ) 

O. GonnoN DEI. K, 
Acting Commissioner of Interna/2tevenue. 

Approved March 31, 1954. 
M. B. Fol, sol, 

Acting 8ecretary of the 2. 'reasury. 

(Published in the Federal Register April 6, 1951) 

SECTION 2891. — WITHDRAWAL OF DISTILLED SPIRITS 
TO MANUFACTURING BONDED WAREHOUSE 

RKOULATIQNS 10) SEcTIQN 185. 8 7: Bond. Rev. Rul. 54-237 

A blanket bond may be filed on Form 1618, "Transportation 
Bond, " covering withdrawals of distilled spirits from several ware- 
houses operated by the same proprietor within au internal revenue 
region. Each warehouse must be completely identified as to num- 
ber, name, location, street number, city and State, in a rider at- 
tached to the bond for that purpose. 

Advice is requested whether a blanket bond on Form 1618 may be 
filed covering transfers of distilled spirits from internal revenue 
boncled warehouses at, various locations within an internal revenue 
region to a Class 6 Customs Bonded Manufacturing Warehouse, in 
lieu of filing a separate bond covering transfers from each warehous. 

Section 185. 827 of Regulations 10 provides in part that the manu- 
facturer shall execute a bond to cover the transportation of spirits 
from the internal revenue bonded warehouse from which withdrawn 
to the customs manufacturing bonded ivarehouse. Form 1618 is used 
in those cases where the manufacturer desires to furnish bond under 
which spirits may be withdrawn from time to time. This section of 
Regulations 10 also provides that the bond shall be executed in a penal 
sum sufficient to cover the tax at the rate prescribed by law on the 
ma, ximum quantity which may be outstanding against the bond at 
any one time. 

There is no provision of regulations which would prohibit the execu- 
tion of a bond covering the ~~vithdrawal of distilled spirits from more 
than one warehouse operated by the same proprietor for transfer to a 
Class 6 Customs Bonded Manufacturing Warehouse. 

A blanket bond may be filed on Form 1618, "Transportation Bond, " 
covering withdrawals of distilled spirits from several warehouses 
operated by the same proprietor within an internal revenue region. 
Each warehouse must be colnpletely identified as to nulnber, name, 
location, street and number, city and State, in a rider attached to the 
boncl for that purpose. 
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PART IV — MISCELLANEOUS PROVISIONS RELATING To DISTILLED SPIRITS 

SECTION 2903. — BOTTLING OF DISTILLED . SPIRITS 
IN BOND 

Rev. Rul. 54 — 188 REGULATIONs 10, SrcTIov 185. 974: Propri- 
etor's application, Form 1515. 

Application on Irorrr 15]o, "Distilled Spirits Bottled in Bond, " 
for permisrion to bottle distilled spirits in bond may be submitted for 
approval with the data in part 5 oruitted in cases where the ware- 
houseman is not reasonably certain as to the size or sizes of bottles 
to be filled and the denominations of the domestic bottled in bond 
strip stamps to be required. In such case, part 5 of the form Ivill be 
completed when the spirits have been dumped for bottling and prior 
to the corumencement of the bottling. 

Permission is requested by the proprietor of an internal revenue 
bonded warehouse to nsake application for domestic bottled in bond 
strip stamps in quantities required for each bottling dump immedi- 
ately prior to the actual bottling of the spirits rather than estimating 
the number of stamps of a specified size or sizes when filing application 
on Form 1515 for permission to bottle. 

The requirements of section 185. 974 of Regulations 10, if strictly 
construed, result in a hardship in cases where it is found that the 
predetermined denomination of stamps according to bottle sizes is 
changed after the order for stamps is placed. Such hardship could be 
avoided if the stamps were requested and obtained pursuant to Form 
1515 after the spirits have been dumped and prior to the actual bottling 
of the spirits contained in the bottling tanks. 

Application on Form 1515 must be filed for each lot of spirits to be 
bottled in bond and Regulations 10 requires that such sp. 'rits be bottled 
expeditiously. Therefore, it is not contemplated by the regulations 
that the spirits will be held in bottling tanks for any length of time 
during which bottling orders would ordinarily be changed. However, 
it is possible that a bottling order may be received between the time the 
application to bottle is filed and the time the spirits are in bottling 
tanks ready to bottle, which will a6'ect the bottle sizes to be used 
and the strip stamps required. Accordingly, part 5 of Form 1515, 
showing the number and denomination of stamps required, may be 
executed after the spirits have been dumped for bottling and prior 
to the actual commencement of bottling operations, at which time 
the quantities and denominations of stamps required may be Inore 
accurately determined. 
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SECTION 2916. — REMOVAL IfOR DENATURATION OR 
DESTRUCTION OF DISTILLATES CONTAINING ALDE- 
IIYDES OR FUSEL OIL 

PiEGULATIGNs 3~ SEUTIUN 182. 692: Distll- 
lates from distilleries. 

(Also Sections 182. 700, 182. 779; Section 
183. 408, Regulations 4; Section 184. 441, 
Regni ations 5. ) 

T. D. 6067 

TITI E 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PARTS 182, 
188, AND 184 

Losses of distillates 

TREASURY DEPARTMENT) 
OI"FICE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 85, D. O. 
2'o Oftcers and E~up/oyees of the Interna/ Pevenne Service and Others 

Concerned: 
On December 15, 195, notice of proposed rulemaking, regarding 

anIendments to Regulations 3 (26 CFR, pt. 182), Regulations 4 (26 
CFR, pt. 183), and Regulations 5 (26 C~FR, pt. 184), to conform the 
regulations to the provisions of section 2901, Internal Revenue Code, 
as amended. by Public Law 448, Eighty-first Congress, by providing 
procedure for the remission of tax on distillates 1™ost while in transit 
in bond from registered or fruit distilleries to denaturing plants, or 
while on storage at denaturing plants prior to denaturation, and to 
provide that the proprietor of the denaturing plant to which dis- 
tillates are being transferred shall be liable for the tax thereon from 
the time the distillates are removed from a distillery for transfer to 
his denaturing plant, was published in the Federal Register (18 F. R, 
8206). No comments having been received during the 30-day period 
prescribed in such notice, the amenclments to Re«~ulations 3, 4, and 5 
set forth below are hereby adopted: 

PARAGRAPH 1. Wherever the term "district supervisor' appears in 
the sections of the regulations revised by. this Treasury Decision, such 
team is hereby amended to read "Assistant Regional Conmlissioner, 
Alcohol and Tobacco Tax. " 

PAR. 2. Regulations 3 [26 CFR, pt. 182] are amended as follows: 
(A) Section 182. 692 is amended as follows: 
(1) By striking from the first sentence of paragraph (b) the 

phrase "to cover the receipt, " and inserting in lieu thereof the phrase 
nto assume liability for the payment of the tax on such distillates 
from the tilne they leave the registered. distillery or fruit distillery 
fI orn which they are relnoved, including the transportation, receipt, ". 

(2) By striking the last sentence of paragraph (c), which begins, 
"The liability of the distiller". 

(3) By adding a new para«raph to read as follows: 
(e) Voluntary destruction. — If the distillates, after removal from the regis- 

tered distillery or fruit distillery where produced, are found to be unfit for 
denaturation, they may be destroyed at the denaturing plant upon filing notice 
of intent so to do and application for supervision of destruction. The notice and 
application shall be filed, in triplicate, with the storekeeper-gauger in charge, 
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and sh rll contain a description of the distillates as shown on the Form 1520 
received from the distillery, and shall show the reasons for destruction. The 
storekeeper-gauger will verify the description of the distillates, including the 
quantity reported, and will then supervise their destruction. Upon destruction 
of tbe distillates, the storekeeper-gau 'er will prepare a report on the back of the 
notice and application showin the method of destruction and certifying to the 
accuracy of the descriptiou of the distillates contained in the notice and appli- 
cation, and mill forward the orig'inai thereof to the assistant regional commis- 
sioner, return one copy to the proprietor, and retain the remaiuing copy for his 
files. The proprietor shall nmke proper entry on Form 1408-A covering the 
destructiou of the distillates, 

B) Paragraph (a) of section 182. 700 is revoked. 
C) There are inserted, immediately following section 182. 700, the 

following new sections: 
SEC. 182. 700a. Loss BY THEFT. — The tax shall be collected on distillates stolen 

while in transit to a denaturing plant or while stored therein prior to denatura- 
tion, unless the denaturer submits proof as to the cause of the loss and estab- 
lishes to the satisfaction of the assistant regional conuuissioner that it did not 
occur as the result of connivance, collusion, fraud, or negligence on the part of 
the denaturer, distiller, consignor, consignee, bailee, or carrier, or the employees 
of any of them. Claim for remission of tax ou distillatcs lost by theft shall be 
filed as provided in sections 182. 700f — 182. 700h, The tax on distillates lost by 
theft may be remitted or refunded only to the extent that the claimant is not 
indemnified or recompensed for such tax. (, &3 Stat. 840 as amended, 346, 358, 
864, 875; 2(i U. S. C. 2001, 2016, 8105, 3124, 8176. ) 

SEc. 182. 700b. UNAL BHCRIzED VQLUNTARY DEsTRUGTIoN. — The tax shall be 
collected on distillates voluutarily destroyed after removal from the registered 
distillery or fruit distillery where produced, except as provided in section 
182. 602(e). (58 Stat. 840 as amended, 846, 858, 364, 375; 26 U. S. C. 2001, 2016, 
8105, 8124, 8176. ) 

Szc. 182. 700c: LossEs ExcEPT BY THEFT. — The tax on distillates lost other- 
wise than by theft while in transit to the denaturing plant or vvbile stored 
therein prior to denaturation, may be remitted. In the case of anv such loss, 
the assistant regional commissioner may require the denaturer to submit proof 
as to the cause of such loss and, where deemed necessary, to file a claim for 
remission of the tax as provided in sections 182. 700f — 182. 700h. (53 Stat. 840 
as amended, 846, 358, 864, 875; 26 U. S. C. 2001, 2016, 8105, 8124, 8176. ) 

Szc. 182. 700d. REPOBY oF LossEs. — Losses of distillates in transit to a dena- 
turing plant or while stored therein prior to denaturation must be reported to 
the assistant regional commissioner by the denaturer immediately after the 
losses are discovered. Where losses of distilla!. es in the denaturing plant occur 
or are discovered while a Government officer is on duty, the oificer will imme- 
diately make a full report of the loss to the assistant regional commissioner. 
The reports should set out the nature, cause, and extent of the loss in sufficient 
detail to bring out all the known material facts and circumstances surrounding 
the loss. The condition of each tank or other container from which the loss 
has been sustained, and the quantity lost therefrom, should be reported. (58 
Stat. 840 as amended, 846, 358, 864, 875; 26 U. S. C. 2001, 2016, 8105, 8124, 8176. ) 

SEC. 182. 700e. INVEsTIGATION BY AsslsTANT REGIoNAL Coi&MIssIGKKR. — The 
assistant regional commissioner will consider the nature and extent of any loss 
reported by the denaturer or Government officer and will immediately make such 
investigation and require such evidence to be submitted as he may deem neces- 
sary. (53 Stat. 340 as amended, 846, 858, 864, 875; 26 U. S. C. 2001, 2016, 8105, 
8124, 3176. ) 

Sac. 182. 700f. FELENG oF CLAt~rs. — Claims for remission of tax on distillates 
lost on the premises of a denaturing plaut or in transit thereto, when required, 
will be filed promptly with the assistant regional commissioner of the region 
iu which the plant is located. V bere a required claim for remission of tax 
on such distillates is not filed as provided in sections 182. 700a aud 182. 700c, the 
assistant regional commissioner will require immediate payment of i. ax on the 
quantity lost. (53 Stat. 340 as amended, 846, 858, 864, 875; 26 U. S. C. 2001, 2016, 
3105, 8124, 8176. ) 
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SEc. 182. 700g. FOEM or CLAIMs — Claims for remission of tax for losses oc- 
curring on denaturing plant premises, or in transit thereto, shall be made on 
letter size paper (original only) and shall set forth, under oath, the following 
information: 

(a) The name of tbe denaturer and ihe registry number and location of 
the denaturing plant; 

(lr) The serial numbers of the tanks or other containers from which the 
distillates were lost; 

(c) The quantity of distillates lost from each tank or other container, 
and the total quantity of distillates covered by the claim; 

(d) The total amount of tax for which the claim is filed; 
(e) The date of the loss or, if such date is not known, the date on which 

the loss was discovered, and the cause and nature thereof, together with all 
the facts surrounding the loss; 

(f) The name of the carrier, if any; 
(g) If lost by theft, whether the loss occurred as a result of connivance, 

collusion, fraud, or negligence on tbe part of the denaturer, distiller, owner, 
consignor, consignee, bailee, or carrier, or the employees of any of-them; 

(h) Whether the claimant is indemnified or recompensed for the tax, and, 
if so, the amount and nature of such indemnity or reeoinpense. The actual 
value of the distillates, less the tax, must be stated explicitly, and where re- 
quired, certified copies of all policies of insurance or other documents of 
indemnity covering the distillates must be furnished. 

(53 Stat. 340 as amended, 346, 858, 364, 375; 20 U. S. C. 2901, 2916, 310o, 3124, 
3176. ) 

SEc. 132. 700h. SUPPQRTING STATEIIENTs. — Claims for remission of tax on dis- 
tillates lost while on the premises of a denaturing plant or in transit thereto, 
must be supported by aifidavits of persons having personal knowledge of the 
loss. (53 Stat. 340 as amended, 346, 858, 364, 375; 26 U. S. C. 2901, 2916, 8105, 
3124, 3176. ) 

SEc. 182. 700i. AcxroN oN CLAIM nx AssISTANT REGIGNAL CGMMIssIGNER. — When 
a claim for remission of tax is received by the assistant regional commissioner, 
he will carefully examine the same to see that all the required information has 
been furnished, and will cause such investigation to be made or require such 
additional evidence to be submitted as he may deem necessary. Upon completion 
of his investigation, if any, the assistant regional commissioner will allow 
or disallow the claim in accordance with existing law and regulations. (58 Stat. 
340 as amended, 846, 358, 364, 375; 26 U. S. C. 2901, 2916, 3105, 3124, 8176. ) 

SEc. 182. 700j. REcoims. — Lasses of distillates in transit to the denaturing 
plant or while stored therein shall be shown as a separate entry in tbe same 
columns in which losses of alcohol are shown on Form 1468 — A. (53 Stat. 846, 
858, 364, 875; 26 U. S. C. 2916, 3105, 8124, 3176. ) 

(D) Section 182. 7(9 is amended to read as follows: 
The tax on distillates lost while in transit to a denaturing plant or while stored 

therein prior to denaturation ma& be remitted in aceordauee with the provisions 
of sections 182. 700a — 182. 700i. 

PAR. 8. Section 183. 408 of Regulations 4 [26 CFR, pt. 183] is 
amended by striking therefrom the last sentence, which reads "The 
liability of the distiller to tax on such distillates removed for denatura- 
tion shall continue until they have been deposited in the denaturing 
plant. " 

PAR. 4. Section 184. 441 of Regulations 5 p6 (:FR, pt. 184] is 
amended by striking therefroln the last sentencer which reads "The 
liability of the distiller to tax on such distillates removed for denatura- 
tion shall continue until they have been deposited in the denaturing 
plant. " 

This Treasury Decision will be effective on the 81st day after publi- 
cation in the Federal Register. 
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(This Treasury Decision is issued under the authority contained 
in secs. 8105, 8124, and 3176 of the Internal Revenue Code (58 St, at. 
858, 864, 875) 26 U. S. C. 8105, 8124, 8176). ) 

T. COLEMAN ANDREws) 
Commissioner of Internal Revenue. 

Approved March 29, 1954. 
M. B. FonsoM, 

doting secretary of the Treasury. 
(Published in the Federal Register April 8, 1954) 

SUBCHAPTER B. — WINES 

SECTION 8080. — TAX 

REGuLATloNs 7, SEOTzoN 178. 819: Removal free Rev. Rul. 54-216 
of tax. 

Still win" may be removed from bonded wineries and bonded wine 
storerooms free of tax for use in the manufacture of vinegar in accord- 
ance with the provisions of section 178. 819 to section 178. 328) inclusive, 
of Regulations 7. It is the responsibility of the proprietor of the 
vinegar plant to see that the amount of tax on the quantity of wine 
shipped to him and which may be in transit to, or on hand at the 
vinegar plant at any one time does not exceed the penal sum of the 
bond, Form 1676, "Bond Covering Removal to and Use of Wine at 
Vinegar Plant. " The sufiiciency of the bond may be checked by the 
Assistant Regional Commissioner, Alcohol and 'I'obacco Tax, of the 
region in which the vinegar plant is located from copies of Forms 
1415, "Application to Procure Wine Tax Free for Manufacture of 
Vinegar, " and from the records maintained by the proprietor in ac- 
cordance with the provisions of section 178. 827 of Regulations 7. 

It is not imperative that the entire quantity of wine covered by an 
approved Form 1415 be shipped to the vinegar plant at one time. 
However) in order to avoid difiiculty in determining the penal sum of 
the bond to be filed by the proprietor of the vinegar factory, the total 
quantity of wine which may be shipped pursuant thereto should be 
exhausted before a new Form 1415 is approved for the removal of the 
same kind of wine from the same vendor. If there are outstanding 
approved Forms 1415 under which removals have not been made, the 
quantity of wine covered thereby must be taken into consideration 
in determining the penal sum of the bond, unless no shipments are to 
be made thereunder and such Forms 1415 are surrendered for 
cancellation. 

Grapes rejected by fruit packers because of size and/or color 
may be used in the manufacture of wine and such wine, whether or 
not fortified and regardless of alcoholic content, may be removed free 
of tax for use in the manufacture of vinegar. 
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Still wine which has acetified into vinegar and contains not less 
than 4 percent of acetic acid and not less than 6 percent of alcohol and 
acids combined may be removed free of tax for use as vinegar, pur- 
suant to approved application Form 1415 under sections 178. M9 and 
178. 8M of Regulations 7. 

No restrictions have been imposed on vinegar plants with respect 
to the use of wine removed from a bonded winery pursuant to section 
178. 822 of Regulations 7 other than to keep the prescribed records 
and premises available for inspection, as required by sections 178. M7 
and 178, M8 of Regulations 7. 

SUBCHAPTER C. — INDUSTRIAL ALCOHOL 

PART II. — INDUSTRIAL ALCOHOL PLANTS 

SECTION 8105. — REGUI. ATIONS FOR ESTABI ISHING, 
BONDING, AND OPERATION OF PLANTS AND 

XVAREHOUSES 

REGULATIGNs 3q SEcTIGN 182. M3: Prohibited 
hours of operation. 

Tank cars of alcohol for shipment in bond which have been loaded, 
sealed, locked, and documented during daylight hours, in accordance 
with the provisions of section 182. M8(a) of Regulations 8, may be 
transferred from the industrial alcohol plant premises during the 
hours between sunset and sunrise. Such tank cars should be moved as 
expeditiously as possible. 

REGULATIGNs 3) SEcTIoN 182. 874: Form 1482. Rev. Rul. 54-160 
(Also Section 182. 877. ) 

A report filed on Form 1482, "User's Report of Denatured Alcohol, " 
showing the proper disposition of all specially denatured alcohol by 
a specially denatured alcohol user who indicated his desire to dis- 
continue use thereof, may be accepted as "Final, " although not so 
marked. It will not be necessary that such permittee continue to file 

Forms 1482 each month showing "No Transactions" pending final 

approval of the notice of discontinuance. Such approval may not be 

given until actual disposition is made of all articles containing spe- 
cially denatured alcohol. The bond of the manufacturer, if any, 
should not be canceled until all such articles have been properly dis- 

posecl of in accordance with the applicable provisions of Regulations 3, 
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SECTION 8108. — VVITHDR eiVAL OF ALCOIIOL TAX FRLPL" 

REGULATIQNs 8) SEGTI0N 182. 887: Manu factul e 
of ethyl acetate. 

(Also Section 182. 888; Section 8100, Sections 
182. 840) 182. 841. ) 

T. D. 6070 

TITLE 2G — INTERNAL IIEVENUE. — CHAPTER I, SUBCHAPTER C, PAIIT 182. — 
tNOUSTlelAL AI. COHOI, 

Requirements for denaturing and packaging ethyl acetate 
amended. 

TREASURY DEPARTtuENT) 
OFFICE OF COEIEIISSIONER OF INTERNAL REVENUE) 

11'ashington 8~, D. C. 
To Oftcers and Employees o j the 1nternal Revenue Service and Others 

Concerned: 
In order (1) to permit the use of undenatured ethyl acetate in 

processes where it is shosrn that it is necessary to use such material 
in its pure state, (2) to permit the transfer of ethyl acetate in tank 
cars and tank trucks after the producer has divested himself of owner- 
ship, (3) to permit producers to transfer ethyl acetate by pipeline 
to the premises of an afhliate 'or wholly owned subsidiary entitled to 
receive ethyl acetate, and (4) to permit wholesale dealers receiving 
denatured ethyl acetate in tank cars, tank trucks, and by pipeline to 
package denatured ethyl acetate in containers not exceeding 55 gal- 
lons in capacity, and, subject to authorization of the Assistant Re- 
gional Commissioner, to transfer denatured ethyl acetate in tank 
trucks from their prenIises to the premises of others entitled to receive 
denatured ethyl acetate, Regulations 8, (26 CFR pt, 182) are hereby 
amencled as follows: 

PARAGRAPII 1. Section 182. 837 is amencled as folloirs: 
(A) By striking the ~ ord "~lanufacture" in the headnote and in- 

serting in lieu thereof the word 'Denaturation". 
(B) Hy striking the period at the end thereof and adding the fol- 

lowing: ": Provt'ded further, That upon. a showing to the satisfaction 
of the Commissioner that undenatured ethyl acetate is necessary in 
a manufacturing process other than for the production of pharmaceu- 
tical, scientific, food, or toilet preparations or for the production of 
specially denatured alcohol he may, as provided in section 182. 838, 
authorize the use and shipment of such undenatured ethyl acetate. 
ITndenatured ethyl acetate procured by a user may not be resold with- 
out prior approval of the Commissioner. " 

PAR. 2. Section 182. 838 is amended by striking the entire section 
with heaclnote and inserting in lieu thereof the follov. ing: 

SEC. 182. 888. ETHYL AcKTATE WITHovT DEisATvEANTs oa iI ITH OPTIOTIAL DE- 
EATnEAETs. — Any user desiring to procure undenatured ethyl acetate for use in 
a manufacturing process other than the production of pharmaceutical, scientific, 
food, or toilet preparations or for the production of specially denatured alcohol, 
as prorided in section 182. 887, shall make application to the Comnfissioner, stat- 
ing fully the purpose for which the ethyl acetate is to be used and why he cannot 
use denatured ethyl acetate. The application shall contain a complete descrip- 
tion of the process. Any user desiring to procure ethyl acetate denatured with 
products or chemicals in lieu of calol ethatate, denaturing grade wood alcohol, 
or Inethyl isobutyl ketone, shall niake application to the Commissioner, stating. 
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fully the purpose for which the ethyl acetate is to be used and why he cannot 
use ethyl acetate denatured wii. h authorized denaturants. The application shall 
show the kind and quantity of products or chemicals that he desires to have 
substituted for the calol ethatate, denaturing grade wood alcohol or methyl 
isobutyl ketone, in order that it may be determined that such products or 
chemicals possess satisfactory denaturing properties. The application shall 
also show the name of the producer of ethyl acetate from whom the applicant 
desires to procure the ethyl a& etate covered by the application. If ethyl acetate 
is to be procured from a producer located in the same region, the application 
shall be filed in quadruplicate, and if the ethyl acetate is to be procured from 
another region, the application shall be filed in quintuplicate. If the Commis- 
sioner approves the application, he will note his approval on all copies thereof, 
retain the original copy, return one copy to the applicant, forward one copy to 
the producer, and one copy to the Assistant Regional Coiuinissioner of the region 
in which the applicant is located, and, where shipment is to be made from 
another region, one copy to the Assistant Regional Commissioner of such region. 

PAR. 3, Section 189. 840 is amended by striking the entire section 
and inserting in lieu thereof the following: 

Denatured ethyl acetate produced with specially denatured alcohol may be 
sold by producers thereof to (a) other producers, (b) legitimate users for solvent 
or other manufacturin, purposes satisfactory to the Commissioner, not includ- 
ing manufacture, for sale, or preparations which do not contain suificient quan- 
tities of other inaterials to definitely change the composition and character of 
the ethyl acetate, (c) reputable wholesale dealers engaged in a bona fide paint 
or chemical trade, for resale to le 'itimate users in the producer's original pack- 
ages, in tank trucks or in packages not in excess of fifi gallons fille from station- 
ary stora e tanks on the premises of the ivholesale dealer or from the pro- 
ducer's original packages, and (d) reputable retail dealers engaged in a bona 
fide paint or chemical trade, for resale in accordance with section 182. 843. 

Section 189. . 841 as last amended by Treasury Decision 5767 is fur- 
ther amended by striking paragraph (b) thereof with headnote and 
inserting in lieu thereof the folloiving: 

(b) Transfers iri tunk cars, tank trucks, or by pipeline. — Upon written authori- 
zation of the Assistant Regional Commissioner, shipments of ethyl acetate may 
be made by producers in railroad tank cars, or in tank trucks operated by motor 
carriers as defined in this part, or in tank trucks operated or controlled by 
producers, their bona fide agents or wholesale dealers, to themselves at other 
locations, to their bona fide agents and to wholesale dealers; and producers, 
their bona fide agents and wholesale dealers may make shipment of ethyl 
acetate by such means to (1) other producers, (2) their bona fide agents, (3) 
wholesale dealers, and (4) to actual users for solvent or manufacturing pur- 
poses and not for resale. Upon written authorization of the Assistant Regional 
Commissioner, producers may transfer denatured ethvl acetate by pipeline to 
the premises of an affiliate or a wholly owned subsidiarv entitled to receive 
deimtured ethyl acetate. In the case of railroad tank car shipments the con- 
signee must have railroad siding facilities to receive such tank car shipments. 
In the case of tank car or tank truck shipments the consignee must have suf- 
ficient stationary storage tank facilities to receive such tank car or tank truck 
shipments. The ethyl acetate must be run directly from the tank car or tank 
truck to the stationary storage tank and may not be drawn into portable, un- 
marked containers. In the case of transfers by pipeline the pipeline must be 
connected with stationary storage tanks on the premises of the consignee. 

Because the amendments made by this Treasury Decision are of a 
liberalizing character, it is unnecessary to issue this Treasury De- 
cision vvith notice and public procedure thereon under section 4(a) of 
the Administrative Procedure Act, approved June 11, 1N6, or sub- 
ject to the effective date limitations of section 4(c) of said act. 

This Treasury Decision shall be effective upon its publication in the 
Federal Register. 
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(This Treasury Decision is issued under the authority contained 
in secs. 8105, 8124, and 8176 of the Internal Revenue Code (58 Stat. 
885, 864, 875; 26 U. S. C. 8105, 8124, 8176). ) 

T. COLEarAN ANDREWS) 
Commissioner of Interna/ Revenue. 

Approved April 18, 1954. 
AI. B. For, soar, 

Acting Secretary of the Treasury. 

(Published in the Federal Register April 20, IN4) 

Rev, Rul. 54-217 REGULATIQNs 8) SEGTIoN 182. 165: Application 
for permit, Form 1447. 

(Also Sections 182. 168, 182. 266. ) 
Elospitals, which hold tax-free alcohol permits and are operated 

by municipal subdivisions of States, controlled by a board of di- 
rectors or trustees appointed by the governing body of the city 
or county involved, are not ordinarily required to notify the As- 
sistant Regional Con)missioner, Alcohol and Tobacco Tax, of 
changes in the personnel of the board of directors or trustees. 

Advice is requested whether municipally-owned hospitals which 
are governed by a bo ird of directors or trustees and hold a tax-free 
alcohol user's permit need give notification in the event there is a 
change in the personnel of the board of directors or trustees. 

Usually, the board of directors or trustees is appointed by the gov- 
erning body' of the city or county involved, and certain members of 
the board are ex-officio members, such as tlie mayor of the city, the 
chairman of the county commissioners, or similar oflicers. 

Section 182. 165(a) of Regulations 8 provides in part that applica- 
tions for permits to use tax-free alcohol by municipal subdivisions of 
a State or Territory shall be made to the Assistant Regional Commis- 
sioner, Alcohol and Tobacco Tax, by the offlcer duly authorized to pro- 
cure such alcohol, and evidence of such authority shall be submitted 
avith the application. Section 182. 168 of Regulations 8 gives the Com- 
missioner or the Assistant Regional Commissioner, Al~cohol and To- 
bacco Tax, the authority to require persons carrying) on business under 
Regulations 8 to furnish such additional information as he may, at 
any time in his discretion, deem necessary avith respect to the qualify- 
ing documents. 

In the case of a corporation, section 182. 266 of. Regulations 8 requires 
that where there is a change in the officers or directors) the Assistant 
Regional Commissioner, Alcohol and Tobacco Tax, must be furnished 
extracts of the minutes of meetings showing such changes. However) 
the Internal Revenue Service holds that it is not necessary that the 
Assistant Regional Commissioner) Alcohol and Tobacco Tax, be noti- 
filed each time there is a change in tlie board of directors or trustees of 
a hospital operated by a municipal subdivision of a State where appli- 
cation for a permit to procure tax-free alcohol has been properly filed 
under section 182. 165(a) since such information may, in appropriata 
cases, be required under section 182. 168. 
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REGULATIGNs 8) SEOTIQN 182. 168: Other quali- 
fying documents. 

Change in board of directors or trustees of a municipally owned 
hospital using tax-free alcohol. (See Rev. Rul. 54 — 217, p. 828. ) 

REGUI. ATIGNs 8, SEGTIGN 182. 266: Changes ln 
OAicers and directors. 

Change in board of directors or trustees of a municipally owned 
hospital using tax-free alcohol. (See Rev. Rul. 54 — 217, p. 828. ) 

SECTION 8108 (c) . — WITHDRAWAL OF ALCOHOL TAX- 
FREE: FOR USE IN RESEARCH) HOSPITALS, OR 
CHARITABLE CLINICS 

REGULATIGNs 8) SEGTIQN 182. 661: Hospitals, 
sanitariums, or clinics. 

Rev. RuL 54-178 

Tax-free alcohol may not be used by a municipally-owned hos- 
pital in making tests of any nature for another institutio~ or indi- 
vidual unless such tests are made in pursuance of a recognized 
function of the hospital. A privately-owned hospital may not use tax- 
free alcohol withdrawn under its permit to mal-e pathological 
examinations or tests for other hospitals, for physicians, or for indi- 
viduals who are not patients of the hospital. A charge or fee may 
be made or accepted by the hospital, whether municipally or pri- 
vately owned, provided the payment is for examinations or tests 
using tax-free alcohol which the hospital is authorized to make. 

Advice is requested as to the uses, if any, which may be made of. 
tax-free alcohol withdrawn by a municipally-owned or a privately- 
owned hospital other than for routine medicinal, mechanical, and 
scientific purposes of the hospital itself. 

Section 182. 661 of Regulations 8 provides that tax-free alcohol 
withdrawn by hospitals, sanitariums, or clinics operated for charity 
and not for profit, may be used only for medicinal, mechanical, and 
scientific purposes and in the treatment of patients. The use of the 
tax-free alcohol and the resultant products shall be confined strictly 
to the premises of the institution withdrawing the alcohol, except 
that where any such resulting product does not contain alcohol and is 
to be used in further research, it may be removed, without sale, for 
that purpose only. Such further research may be conducted at any 
scientific university or college of learning, laboratory engaged in scien- 
tific research, or hospital or clinic. Bona fide medicines compounded 
with tax-free alcohol withdrawn by clinics operated for charity and 
not for profit may be used outside of such clinics for treatment of 
the patients thereof, but such medicines may not be sold. 

The following questions and answers illustrate the application of 
the foregoing statement of regulations. 

Question l. May a municipally-owned hospital conduct laboratory 
tests of any nature in which the use of tax-free alcohol is involved for 
another institution, either permittee, nonpermittee, or individual, 

Anstuer. The use of tax-free alcohol by a municipally-owned hos- 
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pital is authorized for the use of such hospital for medicinal, mechan- 
ical, and scientific purposes and for use in treating its patients. How- 
ever, the use of the tax-free alcohol in rnakin« tests of any nature for 
another institution or individual is not authorized under the pro- 
visions of Regulations 8 unless such tests are made in pursuance of state 
or county requirements and are in essence a recognized function of the 
municipally-owned institution. 

Question 8. Do the same conditions apply to a, privately-owned 
hospital as apply to a municipally-orvned hospital? 

Answer. A privately-ovvned hospital may not use tax-free alcohol 
withdrawn under its pernfit to make pathological examinations or 
tests for other hospitals, for physicians, or for individuals who are not 
patients of such hospital. Such laboratory work of a privately- 
owned hospital is not considered distinguislrable from that carried 
on by any commercial laboratory. 

Question 8. May a charge be made or a fee accepted by the tax- 
free permittee in whose laboratory the tests involving tax-free alcohol 
are made~ 

Ansurer. A. charge or fee may be made or accepted by the permittee 
hospital, whether municipally or privately owned, provided the pay- 
ment is for examinations or tests using tax-free alcohol which the 
hos ital is authorized to make. 

uestion $. )Vould the fact that a patient is charged for the test 
by the institution, physician, or other person submitting the specimen 
to the tax-free permittee for analysis have any bearing on the legiti- 
macy of the permittee's use of the tax-free alcohol ~ 

Ansu, er. If a permittee is not authorized to use tax-free alcohol 
in making examinations for other institutions, for physicians, or 
other persons submitting specimens to the permittee for analysis, the 
question of whether the patient is or is not charged by the submitting 
institution, physician, or other person, would have no bearing on the 
legitimacy of the permittee's use of tax-free alcohol. 

SECTION 8109. — SALE OF DENATURED ALCOIiOL 
TAX FREE 

REGULATIoivs 8& SEOTIGN 182. 840: To whom may 
be sold. 

Regulations 8 amended. (See T. D. 6070, p. Ml. ) 

SECTION 8114. — ALCOIIOL PERMITS 

REGULATICNS 3) SEOTIGN 182, 841: Sales to and 
by dealers. 

(Also Section 182. 847. ) 
Bulk shipments of ethyl acetate and proprietary solvents may be 

made by barge provided authority is first obtained therefor and the 
procedure prescribed for tank car and tank truck shipments of such 
materials as set forth in sections 182. 841(b) and 182. 847(a) of Regu- 



lations 3 is followed. Suitable dock and storage facilities must be 
made available. The carrier operating the barge in such cases should 
be one engaged in the regular transportation of merchandise and 
(lualified to make interstate shipments, or the barge should be owned, 
operated, or controlled by the producer or his bona fide agents. The 
shipment, sale, and delivery and/or repackaging of the proprietary 
solvents a~nd ethyl acetate must otherwise conform with the applicable 
provisions of Regulations 3. 

REGUI. ATIONS 3t SECTION 182. 847: Containers. 

Bulk shipments of proprietary solvents by barge. (See Rev. Rul. 
54 — 201, p. 325. 

SECTION 3115. — PENALTIES 
Possession of property "intended for use" in unlawfully evading 

liquor taxes. (See Ct. D. 1765, p. 326. ) 

SECTION 3116. — FORFEITURES AND SEIZURES 

(Also Section 3115. ) Ct. D. 1765 

CRIMINAL LIABILITY — INTERNAI. REVENUE CODE — DECISION OF 
SUPI(LrME COURT 

1. SEGTIoN 3116y INTERNAL REVENUE CoDE, ALso DEFINEs A CRIMINAL 
OFFENSE. 

The acts proscribed in section 3116, Internal Revenue Code, not 
only may result in forfeiture of the offending property but likewise 
are made criminal ancl punishable under the general penalty pro- 
visions of section 3115, Internal Revenue Code. 

SUPREME C0URT oI' THE UNITED STATEs 

The United States of America, appellant, v. Floyd Dizott 

On appeal from the United States District Court for tbc Northern District of Georgia 

[April 5, 1954] 

OPINION 

Mr. Justice CLARK delivered the opinion of the Court. 
The sole question here is whether sections 3116 and 3115 of the Internal 

Revenue Code make it a criminal otfense to possess property intended for use 
in producing nontaxpaid distilled spirits in violation of the Code. Appellee 
was indicted under these sections for wilfully and knowingly possessing 800 
pounds of sugar and parts of a still for the proscribed purpose. On motion 
the district court, relying ou dictum in a court of appeals decision, ' dismissed 
the indictment on the ground that section 3116 is "preventative and remedial 
rather than 'criminal, and that it does not deQne a criminal offense. " The Gov- 

~ Kent v, United States, 157 F. 2d 1 (1946), Scc also United States v. )Rindle, 158 
F. 2d 196 (1946). In those cases the Government had invoked only the forfeiture pro- 
visions of the section; as applied to such a civil proceeding, characterization of the section 
as preventive and remedial was obviously accurate. The two reported eases which pre- 
viously have faced squarely the present question hare upheld the indictments. United 
States v. B/a(r, 97 F. Supp. 718 (1951); United States v. Ifarv(n, 91 F. Supp. 249 (1950). 
sec also Godette v. United states, 199 F. 2d 881 (1952), in which the present issue 
apparently was not raised. 
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ernment appealed directly to this court under the Criminal Appeals Act, 18 
Ij. S. C. section 8731. 846 U. S, 080. 

Section 3116 of the Internal revenue Code is captioned "Forfeitures and 
Seizures, " and provides in peri. inent part: "It shall be unlawful to have or 
possess any liquor or propeity intended for use in violating the provisions of 
this part, or the internal revenue laws «s and no property riglits shall exist 
in any such liquor or property * * a. Nothing in this section shall in any 
nlanner limit or affect any criiuiual or forfeiture provision of. the internal 
revenue laws, or of any other law. " * "" Tlie section also provides for 
search Irarrants and for procedure in seizure and forfeiture. Section 3115 
bears the caption "Penalties" and provides tliat anyone violating any of the 
provisions of "this part" for which offense a special penalty is not prescribed 
"shall be liable, for the first offense, to a penalty of not exceeding $1, 000, or 
imprisonment not exceeding thirty days, or both * " n. " The t&ro sections 
are included within the same "part" of the Code. ' 

The appellant's position is that section 3115 mal-es violation of any of the 
provisions of "this part' a criminal offense punishable by fine and imprison- 
ment; section 8116 contains a provislou mal-ing it unlawful to possess property 
intended for use in violatin the provisions of that part or the internal revenue 
laws; hence the indictment alleging a violation of sections 3116 and 3115 by 
such possession charges a crime. We agree and so hold. We think the plain 
languag of the two sections read together can lead only to the conclusion that 
the acts proscribed in section 3116 not only may result in forfeiture but likewise 
are made criminal and punishable under the general penalty provisions of 
section 8110. 

The sections here involved were borrowed, with changes insignificant for 
present I urposes, from the National Prohibition Act of 1010, 41 Stat. 305 et seq. 
There the sections appeared as sectious 25 (compare section 8116) and 29 
(compare section 8115) of title II, and presented a statutory pattern virtually 
identical to the present one. It is most persuasive that the courts consisently 
upheld criminal prosecutions brought under these sections for the analogous act 
of possessing property desi' ned for the manufacture of liquor intended for use 
in violation of title II of the Prohibition Act. ' 

'Part II (" Industrial Alcohol Plants" ) of Subchapter C (" Industrial Alcohol" ) of 
Chapter 26 (" Liquor" ). The full text of the two sections is as follows: 
"SEC. 3115. PEI&ALTIES. 

"(a) VIDLATIQNs As To OPERATIoN DF PLANTs oB UNLAWFUL WITHDRA&vAL oF TANABLE 
ALOOIIDL. — whoever operates an industrial alcohol plant or a denaturing plaut without 
complying with the provisions of this part and lawful regulations made thereunder, or 
whoever withdraws or attempts to withdraw or secure tax free any alcohol subject to tax, 
or whoever otherwise violates any of the provisions of this part or of regulations lawfully 
made thereunder shall be liable, for the first oiFense, to a penalty of not exceeding $1, 000, 
or imprisonment not exceeding thirty days, or both, and for a second or cognate offense 
to a penaltv of not less than $100 nor more than $10, 000, and to iinprisonment of not less 
than thirty days nor more than one year. It shall be lawful for the Commissioner in all 
cases of second or cognate offense to refuse to issue for a period of one year a permit for 
the manufacture or use of alcohol upon the premises of any person responsible in' any 
degree for the violation. 

"(b) VIDLATIDNs IN GENERAL. — Any person violating the provisions of this part or of any 
regulations issued thereunder, for which oifense a special penalty is not prescribed, shall 
be liable to the penalty or penalties prescribed in subsection (a). It shall be the duty 
of the prosecuting oificer to ascertain, in the case of every violation of this part or the 
regulations made thereunder, for which offense a special penalty is not prescribed, whether 
the defendant has been previously convicted and to plead the prior conviction in the aff(- 
davit, information, or indictment. 

"(c) PREVIocs ConrlcTIox. — If any act or offense is a violation of this part, and also 
of any other law in regard to the manufacture or taxation of, or traffic in, intoxicating 
liquor, a conviction for such act or oifense under the one shall be a bar to prosecution 
theref& r under the other. 
"SL'C. 3116, FORFEITURES AND SEIZURES, "lt shall be unlawful to have or possess any liquor or property intended for use in 
violating the provisions of this part, or the internal revenue laws, or regulations prescribed 
under such part or laws, or which bas been so used, and no property rights shall exist in 
any such liquor or property. A search warrant may issue as provided in title XI of the 
act of June 15, 1917, 40 Stat. 228, for the seizure of such liquor or property. Nothing 
in this section shall in any manner limit or afFect anv criminal or forfeiture provision of the 
internal revenue laws, or of any other law. The seizure and forfeiture of any liquor or 
property under the provisions of this part, and the disposition of such liquor or propertv 
subsequent to seizure and forfeiture, or the disposition of the proceeds from the sale of 
such liquor or property, shall be in accordance with existing lairs or those hereafter in 
existence relating to seizures, forfeitures, and disposition of property or proceeds, for 
violation of the internal revenue laws. " 

I S. IL Re)&no(ds v. United Stateiu 280 F, 1. (1922); A damson. v. United States, 296 F. 110 
1924); Staker V, Un(ted States, 5 F. 2d 312 (1925); Patrilo v, United States, 'I F, 2d 804, 
05 (1925). Compare Page V. United State, 278 F. 41 (1&922). 
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This consistency of interpretation, followed by Congress' utilization in the 
Code of the same provisions, is also helpful in dealing with the limitation in 
section 3115 which makes the penalties of that section applicable only where 
no "special penalty" is provided for the offense. As a de nozo proposition it 
tnight be argued that in section 3116 a special penalty, forfeiture, is provided. 
But this ar ument was available with equal force under the Prohibition Act 
and appears to have barred no prosecution. Moreover, section 3116 contains 
a provision that "Nothing in this section sJ. all in any manner liinit or atfect any 
criminal e * ": provision of the internal revenue laws. " This would seem to 
settle the point. 

Clearly Con ress may impose both a criminal and a civil sanction in respect 
to the same act; this is neither unusual nor constitutionally objectionable. See 
EIeZve~ ing v. Afitchell, 303 U. S. 391, 399 — 400 (1938) [C. B. 1938 — 1, 317]. Like- 
wise it is common in drafting legislation to declare certain acts unlawful in 
one section and set forth penalties for their commission in another. ' 

The only suggestion on the face of the statute that section 3116 was meant 
to be remedial and nothing more comes from its caption, "Forfeitures and 
Seizures, " supplied by the codifiers in 1'939. But in enacting the Code Congress 
provided that "The arrangeuient and classificatton of the several provisions of 
the Internal Revenue Title have been made for the purpose of a more convenient 
and orderly arrangement of the same, and, therefore, no inference, implication 
or presumption of legislative construction shall be drawn or made by reason 
of the location or grouping of any particular section or provision or portion 
thereof, nor shall any outline, analysis, cross reference, or descriptive matter 
relating to the contents of said Titl be given any legal effect. " 53 Stat. la, 
To accomplish its primary purpose of bringin together all operative revenue 
laws and making them more comprehensible, the Code made "liberal use of 
catchwords. "' Typicallv, section 3116 is included in a subchapter entitled "In- 
dustrial Alcohol" and in a part entitled "Industrial Alcohol Plants"; Vet even 
under a most narrow interpretation of its terms the section is in no sense limited 
to industrial alcohol. 

So far as light is to be had from legislative history, it is meager and incon- 
clusive, in no way militating against the meaning we attribute to the statute. 

Reversed. 
Concurring opinion by Mr. Justice Black with whom Mr. Justice Douglas, Mr. 

Justice Jackson, and Mr. Justice Minton concur. 

SUBCHAPTER D. — FERMENTED LIQUORS 

SECTION 8150. — TAX 

REGULATIGNs 18, SEcTIoN 192. 250: Beer tax rate. Rev. Rul. 54-K8 

The exemption from Federal and local taxes granted to the in- 
dividual delegates to the United Nations does not entitle them to 
obtain fermented liquors free of interual revenue tax from a 
brewery in the United States. 

Advice is requested whether members of the delegation of a foreign 
country to the United Nations may, as members of a Diplomatic 
Embassy, obtain fermented liquors from a brewery in the United 
States free of the internal revenue tax. 

Section 3150(a) of the Internal Revenue Code provides in part 
that there shall be levied and collected a tax (at the current rate) 
on all fermented liquor containing one-half of 1 percent or more of 
alcohol, brewed or manufactured and sold, or removed for consump- 

' L~'. g. , Fair Labor Stan5ards Act. 29 U. S. C. secs. 215, 216; Internal Revenue Code 
(narcotics), 26 IJ. S. C. secs 2555, 2o54. 2557. 

'H. R. Rep. No. 6, 76th Cong. , 1st sess. 3; S. Rep, No. 20, 76th Cong. , 1st sess. S. 
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tion or sale, witliin the United States. Section 3150(b) of the Internal 
Revenue Code provides in p»rt that tlie tax on such fermented malt 
liquor sliall be paid by the owner, agent, or superintendent of the 
brewery or premises in which sucli fermented liquors are made. 

The internal revenue tax on fermented malt liquors must be paid by 
the breiver before removal from the brewery premises for consnmption 
or sale lecithin the United 8tatcs. The Intern»l Revenue Code does 
not provide any exception to this requir'ement. 

The exemption from Fedei", il and loc»l t;ixes granted to the individ- 
ual delegates to the United Nations does not entitle them to obtain 
fermented liquors free of internal revenue tax from a brewery in the 
United States. 

SECTION 8155. — REQUIREMENTS ON BREWERS 

REGULATIoxs 18, SEcTIQN 192. 440: Form 106. 

Regulations 18 amended. (See T. D. 6069, p. 330. ) 

SECTION 8155(f). — REQUIREMENTS ON BREWERS: 
BRIDE'VO NMIE OF MANUFACTURER AND PLACE OF 
MANUFACTURE ON CONTAINERS 

Rev. Rul. 54-127 REGULATIoxs 18, SEoriox 192. 166: Marking 
and branding. 

(Also Sections 192. 255 and 192. 259. ) 
Where the name of the brewer has been changed but no change of 

ownership is involved, the new name may be placed on the niet»l 
kegs additionally as successor by indentation such as sandblasting or 
other appropriate means. After the new name becomes effective the 
brewer may be allowed reasonable time in which to place the new 
naine on the existing cooperage but he should immediately place a 
sticker on the kegs bearing the marl-ings prescribed by section 192. 255 
of Regulations 18 until the kegs can be so branded, which must be 
done as expeditiously as possible. 

REGULATIGNS 18, SEOTioiv 192. 400: Notice Rev. Rul. 54-108 
to supervisor. 

Under the provisions of section 8155(f) of the Internal Revenue 
Code and section 192. 400 to section 192, 403, inclusive, of Re& ulations 
18, a brewer may purchase from another brewer fermented malt 
liquor in vessels branded with the name and location of the purchas- 
ing brewer, the taxpaid stamps to be attached by the producing breiver 
before removal; however, there is no authority in law or re«emulations 
under which brewers may siinilarly purchase bottled beer. I'crrnission 
for such a transaction may not be granted. Purchased taxpaid beer 
may not be received on breiveiy bottling house premises for labeling. 
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SECTION 3157. — BOTTLIN(x IPERMENTED LIQUORS 

REGULATIGNS 18, SEcTIoN 192. 281: Tax table 
computations, cases in barrel equivalents. 

(Also Section 3155, Sections 1M. 440, 192. 441. ) 

T. D. 6069 

TITLE 26 — INTLrRNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 162. — 
I ERSIENTKD MALT LIQUORS 

Amendment of requirements for dlling cases and preparing Forms 
103 and 139. 

TRZASURV DEPARTMENTS 
OrrIcK or COM3IISSIONER OF INTFRNAL REVENUE( 

Washington 8o~, D. C. 

To Officers and Employees of the Interna/ Revenue service and Others 
Concerned: 

On December 10, 19N, notice of proposed rulemaking, regarding 
amendments to Regulations 18 [26 CFR, pt. 192 ], to pI ovide for a more 
accurate determination of a brewer's tax liability by eliminating the 
present provisions for packaging an indiscriminate mixture of 7 
and 8 ounce bottles or 11 and. 12 ounce bottles of beer in one 
case, and to require that the daily statement of fermented malt 
liquor bottled be reported on Fortn 108 in lieu of Form 189 was pub- 
lished in the Federal Register (18 F. R. 8119). No comments having 
been received during the 80-day period prescribed in such notice, the 
amendments to Regulations 18 set forth below are hereby adopted: 

PARAGRAPH 1. Wherever the tenn "supervisor" or "district super- 
visor" appears in the sections of the regulations revised by this Treas- 
ury Decision, such term is hereby amended to read "Assistant Regional 
Commissioner, A. lcohol and Tobacco Tax. " 

PAR. 2. Section 1M. 281 is amended by changing the colon in the first 
sentence to a period and striking the proviso which begins "Provided, 
That due to conditions". 

PAR. 3. Section 192. 440 is amended as follows: 
(A) By inserting in the first sentence, immediately after the words 

"removed from the brewery premises, " the phrase "the quantity of 
fermented liquor bottled, ". 

(B) By striking the fifth sentence, which begins "The aggregates 
of quantities bottled". 

PAR. 4. Section 1M. 441 is amended as follows; 
(A) By striking from the second sentence the words "bottled and 

the aggregate quantity". 
(B) By striking from the last sentence the words "bottled and en- 

tI ies as to quantities". 
This Treasury Decision shall be efFective on the 1st day of the 1st 

month Ivhich begins not less than 80 days following the date of publi- 
cation in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
sec. 161 of the Revised Statutes and secs. 8176 and 8791 of the Inter- 
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nal Revenue Code (sec. 161 R. S. ; 5 O'. S. C. 22; 58 Stat. 875, 467; 26 
U. S. C. 8176, 8791). ) 

T. CCLE&IAN ANDREws, 
Commissioner o f Interna/ Revenue. 

Approved March 81, 1954. 
M. B. For. soM, 

Acting 8e&~retary of the Treasury. 

(Published in the Ii'ederal Register April 6, 1964) 

SECTION 8158. — IlltEiVERY PREMISES 

REGULATICN 18) SEOTICN 192. 81: Use of brewery Rev. Rul. 54 — 79 
premises. 

A product prepared from malt, hops, and a grain product, which is 
not subjected to any fermenting process after brewing, may be pro- 
duced on brewery premises as an unfermented malt bev~erage (cereal 
beverage) in accordance with the provisions of section 81~58 of the 
Internal Revenue Code and section 192. 81 of Regulations 18. 

'I'he requirements of Regulations 18, contained in section 192. 410 to 
section 192. 422, inclusive, with respect to the manufacture, bottling, 
etc. , of cereal beverages, must be followed in the production anil 
distribution of the product. 

SUBCHAPTER E. — MISCELLANEOUS GENERAL PROVISIONS 

SECTION 8171. — RECORDS, STATEMENTS, AND RETURNS 

REGULATICNs 8 SEGTIDN 182. 648: Preparation Rev. Rul, 54-202 
and disposition. 

Since alcohol produced from ethyleae gas, or other petroleum de- 
rivative, may be deposited in an industrial alcohol bonded warehouse 
and later withdrawn taxpaid, or transferred in bond and later with- 
drawn taxpaid, the proprietor of the industrial alcohol plant where 
such alcohol is produced should show "Alcohol — Petroleum Deriva- 
tive" on Form 1440, "Report of Alcohol Gauged. " Accordingly 
where the origin of alcohol is required to be shown on packages of ethyl 
alcohol produced from ethylene gas or other petroleum derivative, 
such origin should be shown as "Alcohol — Petroleum Derivative, " 

REGULATICNs 8i SEGTIQN 182. 877: Procedure. 

Discontinuance of use of specially denatured alcohol by a specially 
denatured alcohol user. (See Rev. Piul. 54 — 160, p. 820. ) 
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SL&'CTION 8176. — RULES AND REGULATIONS 

REGVLATIONS 7) SECTION 178, 245: General. Rev. Rul. 54 — 128 

Cases of taxpaid wine bottled on taxpaid bottling house or rectify- 
ing plant premises, after receipt of the wine by pipeline from a 
bonded winery or bonded storeroom, as provided in section 178. 245 
to section 178. 240, inclusive, of Reg~ulations 7, are not required to 
bear marks showing that the wine has been taxpaid. 

Rev. Rul. 54-155 RKGvLATICNs) SKcTICN 190. 706: Rebottling, 
relabeling and restamping of bottled spirits. 

Bottles of unsalable imported distilled spirits may be dumped and 
rebottled, under the supervision of a Government OScer. The re- 
bottling, restamping, and relabeling operations must be conducted in 
accordance with the applicable provisions of Regulations 15. 

SECTION 3379. — EXEMPTION AND DR A WBACK IN 
CASE OY EXPORTATION 

RKcvI, ArIoNs 28, SEOTIoN 176. 15: Export storage Rev. Rul. 54 — 150 
room. 

Export storage rooms may be established at ports of exportation for 
the storage of distilled spirits and wines bottled or packaged especially 
for export with benefit of drawback only in connection with taxpaid 
bottling houses, rectifying plants and internal revenue bonded ware- 
houses, as authorized by section 176. 16 of Regulations 28. Such ex- 
port storage rooms for the storage of wine Inay be established only 
in or contiguous to bonded wineries and bonded storerooms as au- 
thorized by section 176. 15 of Regulations 28. Export storage rooms 
may not be established at the port of exportation in or contiguous to 
wholesale liquor dealer premises. The bottling-in-bond department 
of an internal revenue bonded warehouse may not be operated alter- 
nately as a cia, ss 6 customs bonded manufacturing warehouse for ex- 
port purposes. Applications for withdrawal of export spirits from 
an export storage room or from an internal revenue bonded warehouse 
may not be approved by a customs OAicer in the name of the assistant 
regional commissioner and such withdrawals may not be made under 
the supervision of a customs otlicer. Such approval must be made by 
the assistant regional comnIissioner as authorized in section 176. 86 of 
Regulations 28. 
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CHAPTER 27. — OCCUPATIONAL TAXES 

SUBCHAPTER A. — SPECIAL PROVISIONS 

PART VEL — LEQEiOR 

SECTION 8250. — TA. X 

RzuTELATzoNs 23, Szcrzow 181. 80: Repairs or 
alterations. 

Rev. Rul. 54-218 

A distiller would not incur liability to special (occupational and 
commodity) taxes by reason of the replacement of all of the tubes 
of a condenser at one time, without other moditication or change, 
nor by reason of replacing the entire outer jacl-et of a condenser 
without other modification or change. 

Advice is requested whether liability is incurred by a distiller to 
special (occupational and commodity) taxes as a result of the replace- 
ment of all copper tubes in a condenser. Advice is also requested 
whether the replacement of the entire outer jacket of a condenser 
would subject the distiller to such taxes. 

Section 8250 (j) of the Internal Revenue Code provides a special oc- 
cupational tax of 855 upon manufacturers of stills and a commodity 
tax of 822 {to be paid by the manufacturer) for each still or worin 
manufactured. Section 3254 (h) defines a Enanufacturer of stills as 
"any person who manufactures any still or worm to be used in 
distilling. " 

Section 181. 80 of Regulations 28 provides that whenever a still, 
worm, or condenser, to be used in distilli!ig, is repaired or altered by 
the addition of new material to such an extent as virtually to result 
in the construction of a new still. worm, or conilenser, the person mak- 
ing such repairs or alterations will be held liable to the special (com- 
modity) tax for each still, worm, or condenser so required or altere&l 
and will incur liability to the special (occupational) tax as a manu- 
facturer of stills. 

It is not considered that the repair of a condenser by replacing all 
of the tubes at one time would "virtually result in the construction 
of a new "' s s condenser. " The shell a. nd ends were in existence at 
all times and would have been referred to as a "condenser. " Simi- 
larly, the replacement of the entire outer jacket of a condenser. with- 
out other modification or change, would not constitute the Enanufac- 
ture of a new condenser. 

Accordingly, it is held that a distiller would not incur liability to 
special (occupational and commodity) taxes by reason of (1) the 
replacement of all of the copper tubes in a condenser, without other 
modification or change or (2) by reason of the replacement of the en- 
tire outer jacket of a condenser, without other modification or change. 
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SECTION 8251. — CA. SUAL SALES 

Rev. Rul. 54-189 REGULATI0Ns 20' SEGTIoN 194. 189: Sales by 
executor, administrator, or other fidu- 
ciary. 

Under the provisions of section 8251(a) of the Internal Revenue 
Code, and section 194. 189 of Regulations 20, no special tax will accrue 
on a sale of distilled spirits, wines, or malt liquors made by a fire 
insurance company, or its salvaging agents, acting in a fiduciary 
capacity, whicl has taken over such products after their dalnage by 
fire, provided the products are sold in one parcel only or at public 
auction in parcels of not less than 20 wine gallons. 

SECTION 8254. — DEFINITIONS 

REGULATIoNs 20) SEOTIGN 194. 29: )Vholesale 
dealers in liquors; persons liable. 

(Also Sections 8, 6, Federal Alcohol Adminis- 
tration Act; Section 1, FAA Regulations 
No. 1; Section 8. 20, FAA Regulations No. 8. ) 

Rev. Rul. 54-129 

A retail liquor dealer may purchase warehouse receipts for dis- 
tilled spirits and have the spirits transferred to au internal rev- 
enue bonded warehouse of his choice for the purpose of bottling, 
on his order pursuant to a contract for payment of Federal, State, 
and local taxes, plus storage and bottling charges, without in- 
curring liability for special tax as a wholesale liquor dealer and 
without obtaining a wholesaler's basic permit as long as the dis- 
tilled spirits are bottled for sale by the retail liquor dealer. 

The proprietor of an internal revenue bonded warehouse, holding 
a special tax stamp as a wholesale liquor dealer, is not precluded 
by section 2S00 of the Interns. l Itevenue Code, from receiving more 
than 20 wine gallons of distilled spirits owned by a retail liquor 
dealer when such spirits are received for the purpose of storage and 
bottling on the order of the retailer and the ownership of the 
spirits remains with the retail liquor dealer. 

Advice is requested whether a retail liquor dealer may, within the 
intent of the internal revenue laws relating to liquors and of the 
Federal Alcohol Administration Act, purchase warehouse receipts 
covering distilled spirits, have such distilled spirits transferred to 
an internal revenue bonded warehouse for bottling and shipped to 
him, the retailer, through a wholesale liquor dealer. 

A retail liquor dealer purchased warehouse receipts for bulk spirits 
in excess of' 20 wine gallons from a qualified broker. He gave pos- 
session of the warehouse receipts to the proprietor of an internal 
revenue bonded warehouse who had the spirits transferred in bond 
to his warehouse, The proprietor of the warehouse then issued new 
receipts to the retail liquor dealer who invoiced them back to the 
proprietor of the internal revenue bonded warehouse. This transac- 
tion was not a sale but merely a bottling agreement. No payment of 
money or transfer of other consideration n. as made by the proprietor 
of the internal revenue bonded warehouse for the warehouse receipts 
and he continued to treat the whisky as the property of the retail 
liquor dealer. The warehouse receipts were held by the warehouse- 
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man for bottling of the whisky on the order of the retnil liquor dealer 
under nn agreeinent for payment of stornge and bottlin«clinrges, 
p]us Federal, State, and locnl taxes. Upon completion of bott]ing, 
the bottled wlhisky was invoiced to the retnil liquor dealer throu«h 
n qunlified wholesale liquor denier who wns paid by the retailer for 
taxes, storage and bottling charges, nnd the wholesale hquor dealer's 
charges. 

In the instant case, it vi as neccssnry that the bottled whisky be con- 
signed to the retniler through a vvholesnler to satisfy the requirements 
of the hiws of the State in ivhich the retailer's business is carried on. 
There are no Federal requiremeiits that a retailer receive bottled 
distilled spirits through a person holding a, wholesaler's bnsic permit. 

Section 6(a) of tlie federal Alcohol Administration Act, 40 Stat. 
985, rencls in part: 

It shall be unlawful for any person " * * to sell or offer to sell, contract 
to sell, or otherwise dispose of warehouse receipts for distilled sijirits in bulk 
unless such warehouse receipts require that the warehouseman shall package 
such distilled spirits, before delivery, in bottles labeled and marlred in accord- 
ance with law, or deliver such distilled spirits in bulk only to persons to whom 
it is lawful to sell or otherwise dispose of distilled spirits in bulk. 

Such provisions and the provision of Regulntions Xo. 8 issued there- 
under relating to bulk sales nnd bottling of distilled spirits, do not 
prohibit a retnil liquor dealer from puichnsing warehouse receipts 
for distilled spirits or from transferring the warehouse receipts to a 
permittee qualified to bottle such spirits. The agreement between 
the retailer and the bottler re«arding the trnnsfer of the wnrehouse 
receipts and the bottling of the ivhisky is a commerci;il trnnsnction 
for which no specific form is specified or required by Federal law 
or regulations, except that the whisky must be delivered to a, person 
authorized to receive whisky in bulk. 

Section 82o0(a) of the Internal Revenue Code provides that whole- 
sale dealers in liquors shall pay a special (occupational) tax at a 
given rate. Under section M54(b) of the Internal Revenue Code, 
persons engaged in tile business of selling warehouse receipts must 
pay the specinl tnx as a wholesale dealer in liquors. IIoivever, in 
view of the fact that neither title to nor beneficial ownership of 
the whisky passed from the retail liquor dealer to the internal rev- 
enue bonded warehouse proprietor in the course of the transaction, 
the giving possession oi the receipts is not a sale within the meaning 
of the special tax laws or under the provisions of Regulations 20. 

Section 2860 of tlie Internal Revenue Code niakes it unlawful for 
any rectifier of distilled spirits, or xvholesale or retail liquor dealer, 
to purchase or receive any distilled spirits in quantities grenter than 
20 wine gallons from any person other than an authorized rectifier 
of distilled spirits, distiller, or wholesale dealer. 

Each company involved in the instant transaction has paid the spe- 
cial tax as a wholesale liquor dealer except the retailer. Any "pur- 
chase" by the boftlcr of distilled spirits from the retail liquor dealer 
in quantities greater than 20 wine gallons would make the bottler 
liable for the penalty of $1, 000 prescribed by section 2800 of the In- 
ternal Revenue Code. The warehouse receipts represent the v hisky 
and tlie transfer of the receipts represent constructive or symbolic 
delivery of the whisky for the purpose of sale. Taney v. Penn. Eat'l 
Bank, 282 U. S. 174. IIowever, the transfer of the warehouse receipts, 
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without, payment and on the basis of the agreement that the retai 
liquor dealer would pay taxes and storage and bottling charges, wouli 
not constitute a "purchase" of the whisky within the meaning of sec 
tion 2860 of the Internal Revenue Code. 

In the case of V. 8. v. Fridenburg, U. S. District Court N. D. Fla 
(1869), Fed. Cas. No. 15168, the court held that the word "receive' 
as used in this section means receive for sa/e and that when a rectifie& 

or wholesale liquor dealer receives, for storage only and not for sale 
more than 20 wine gallons of spirits from a person other than on& 

authorized to sell such spirits, he does not incur the penalty. 
The retail liquor dealer did not incur liability for the special tax ai 

a wholesale liquor dealer through purchase of the warehouse receipt„ 
and did not engage in transactions for which a basic permit is re. 
quired under the ~provisions of section 8 of the Federal Alcohol Ad. 
ministration Act. 

The giving possession of warehouse receipts to the warehouseman 
(bottler) by the retail liquor dealer under the agreement for payment 
of taxes, and storage and bottling charges, did not constitute receipt 
of the spirits from the retail liquor dealer within the Ineaning of sec- 
tion 2860 of the Internal Revenue Code. 

CHAPTER 28. — PROVISIONS COMMON TO 
MISCELLANEOUS TAXES 

SUBCHAPTER A. — GENERAL PROVISIONS 

PART IV. — MISCELLANEOUS PROVISIONS 

SECTION %81. — EXEMPTION FROM TAX OF DOMESTIC 
GOODS PURCHASED FOR THE UNITED STATES 

REGULATIONs 10( SEGTIGN 185. 840: Persons 
entitled to make withdraavals. 

Rev. Rul. 54-249 

Distilled spirits may be bottled in bond for sale, free of tax, to 
the Armed Services Medical Procurement Agency, 

Advice is requested relative to the sale of distilled spirits, free of 
tax, to the Armed Services Medical Procurement Agency, and the 
procedure to be followed therefor. 

Distilled spirits may be bottled in bond for sale, free of tax, to the 
Armed Services Medical Procurement Agency. Proprietors of in- 
ternal revenue bonded warehouses may be authorized to proceed with 
the bottling of such spirits upon receipt of an order from the Armed 
Services Medical Procurement Agency in advance of the filing of the 
application on Iform 543, "Application for the Withdrawal of Dis- 
tilled Spirits Other than Alcohol, Free of Tax, Under the provisions 
of Section 8831, Internal Revenue Code, f' or Use of the United States, " 
in order that tile serial numbers of the cases may be made available 
for inclusion in the required bond, Form 544, and the application, 
I&'orm 54o. In such case, a, copy of the order from the Armed Service-' 
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Medical Procurement Agency must be exhibited to the storekeeper- 
i auger and the spirits may not be shipped until the necessary permit 
on Form 1508, 'Permit for AVith&lrnwnl of Distilled Spirits from 
Bond, Free of Tax, for Use of the United States, " has been received 
by the warehouseman. 

If the spirits are bottled nt 100' of proof, the warehouseman mny 
exercise an option regnrdin« the use of » veen strip stamps on the 
bottles, based on a preference expressed in the contract by the Armed 
Services Medical Procurement Agency. However, in order that 
green strip stnmps may be used the spirits must be eligible in all 
r~espects for designation as bottled-in-bond spirits in accordance with 
the provisions of Regulations 10. In the event green strip stamps 
are to be used, the bottles will be labeled as bottled-in-bond spirits 
in accordance with the applicable provisions of Regulations 10. 

YVhere the contract calls for spirits of 100' of proof but specifies 
that green strip stamps are not to be used, plain strips, bennng the 
legend "Bottled Especially for the Armed Services Medical I'rocure- 
ment Agency, " may be substituted therefor, If the spirits are eligible 
for desi& nation as bottled-in-bond "pirits, the bottles will be labeled 
as bottled-in-bond spirits. 

)%here the contract, calls for spirits of less than 100' of proof plain 
strips will be used in lieu of green strip stamps and such spirits, as 
mell as spirits of 100' not eligible for designation as bottled-in-bond 
spirits, ~ill not bear bottled-in-bond caution notices or the designa- 
tion "In Bond. " (government labels or strips of plnin paper over 
the necks of the bottles must bear the legend "Bottled Especially for 
the Armed Services Me&lical Procurement Agency. " 

The distilled spirits may not be stored elsev;here than in the internal 
revenue bonded warehouse. The bottling of distilled spirits for the 
Armed Services 31e&lical Procurement Agency may be conducted simul- 
taneously v;ith the bottling in bond of spirits of 100' of proof in the 
bottling-in-bond department of the internal revenue bonded ware- 
house provided the bottlin» lines are entirely separated from each 
other and the bottled spirits are stored separately. 

FEDERAL ALCOHOL ADi&IINISTRATION ACT 

SECTION 3. — UXI. lWYUL BI'SIXESSES AVITHOUT 
PKRAIIT 

FAA RFnumz&oxs Xo. 1, Szci&ox 1: AVhen required. 

Purchase of v-arehonse receipts by a retail liquor dealer. (See 
Rev. Rul. 54 — 120, p. 334. ) 

SECTION 4. — PERMITS 

Distilled spirits purchased abroad by one importer an&: entered into 
customs custody in the name of a second importer. (See Rev. Rul. 
54 — 186& p. 306. ) 
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SECTION 5(b). — UNFAIR COMPETITION AND UNLAWFUL 
PRACTICES: TIED HOUSE 

FAA Rzovr. ATroNs No. 6, SzcTroN 6. 20: Appli- Rev. Rul. 54-180 
Ca troll. 

The collection of dues by members of a wholesale liquor dealers' 
association from retailers on behalf of a retail liquor dealers' associa- 
tion, whether or not the wholesalers are compensated for such collec- 
tion service, falls within the intent of section 5(b) (3) of the Federal 
Alcohol Administration Act, and, if the dues collection service results 
in the direct or indirect inducement of the retailers to purchase from 
such wholesalers to the exclusion in whole or in part of goods sold or 
offered for sale by other persons in interstate commerce, violations 
of the act would ensue. 

FAA Rzovr. ATroNs No. 6, SEGTIQN 6. 20: Appli- Rev. Rul. 54 — 151 
cation. 

The practice, on the part of a producer, importer, or wholesaler of 
malt beverage", of giving or selling branded or plain glassware to 
retailers of malt beverages for use on their premises, would fall within 
the provisions of section 5 (b) (3) of the Federal Alcohol Administra- 
tion Act, if the law of the State in which the retailer is located also 
prohibits this practice. A violation of the act would ensue if the 
practice induced. retailers to purchase from the industry member 
making such gifts or sales to the exclusion in whole or in part of 
similar products sold or offered for sale by others in interstate or 
foreign commerce. 

FAA RzuvLATICNs No. 6, SEGTIQN 6. 20: Appli- Rev. Rul. 54-161 
cation. 

Price reductions, rebates, refunds, and discounts given by a whole- 
sale liquor dealer to a retail liquor dealer pursuant to an agreement 
made at the time of the sale of the merchandise involved are con- 
sidered a part of the sales transaction, constituting reductions in price 
pursuant to the terms of the sale. Such transactions do not fall 
within the purview of section 5(b) of the Federal Alcohol Adminis- 
tration Act, provided they do not involve the imposition of any re- 
quirement upon the retailer to take and dispose of a certain quota 
of the wholesale dealer's products, or do not involve any of the other 
practices set forth in section 5(a) to 5(d), inclusive, of the Act. This 
view would hold irrespective of whether the quantity discount was 
prorated and allowed on each delivery, given in a lump sum after the 
entire quantity of merchandise purch~ased had been delivered, or 
based on dollar volume or on the quantity of merchandise purchased. 

Ordinarily, "free" goods are nothin~ more than price reductions 
in the same status as discounts ance, similarly, are not within 
the purview of section 5(b) of the Federal Alcohol Administration 
Act. For example, if a wholesale liquor dealer agreed to "give" a 
retail liquor dealer a "free" case for each 10 cases purchased, such 
transaction is essentially a reduction in the usual price. However, if 
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the amount of tlie product, given free with the order is such that the 
pricing aspect is merely a subterfuge, the transaction would constitute 
a ngiPt" within the meaning of tliis section of the Federal A. lcohol 
Adnlinistratioli Act, . 

FAA RFuIIi, . nioxs No. 6, Szcriov 6. 28: Signs. Rev, Rul. 54 — o08 
(Also Section 5(e); FAA Regulations No. 5, 

Section 70. ) 
The term Texas Fifth" may be used to describe half-gallon 

bottles of distilled spirits provided the packages are clearly marked 
to show the actual contents. 

The furnishing of things of value by a wholesaler to his salesmen 
does not come within the provisions of section 5tb) (3) of the Ired- 
eral Alcohol Administration Act and is therefore perniissible. 

It is permissible in the case of chain-store operations to place 
displays not exceeding $10 in cost in any or all of the stores included 
in the chain. The $10 limitation prescribed by section 6. 23 of Regu- 
lations No. 6 is applicable to each retail establishment. 

Advice is requested whether the term "Texas Fifth" may be used 
to describe half-gallon bottles of distilled spirits. Advice is also 
requested whether a wholesale liquor dealer may furnisli Texas hats 
and shirts to his salesmen for the purpose of advertising a, product 
in connection with the use of the term "Texas Fifth, " and whetlier 
Texas hats may be furnished to retailers for display purposes. 

Section 5(e) of the Federal Alcohol Administration Act, among 
other things, Inakes it unlavvful for any person engaged in business as 
a Ina. nufacturer, bottler, importer, or ivholesaler of alcoholic beverages 
to introduce into interstate commerce any distilled spirits, wine, or 
malt beverages, unless such products are bottled, packaged, and labeled 
in conformity with regulations, in such manner as will prohibit de- 
ception of the consumer with respect to the quantity of such product. 

Since the containers must, under sections M and 87 of Regulations 
No. 5 be clearly marked to show the actual contents, the use of the term 
"Texas Fifth" to describe the half-gallon bottles is not "deceptive" 
within the intent of section 5(e) of the Federal A. lcohol Administra- 
tion Act and is permissible. 

Section 5 (b) (8) of the Federal Alcohol Administration Act, sub- 
ject to the jurisdictional limitations in respect, to malt beverages, pro- 
hibits a manufacturer, importer, or wholesaler of alcoholic beverages 
from inducing a retailer to purchase his products to the exclusion in 
whole or in part of similar products of other persons sold or overed 
for sale in interstate or foreign commerce under the conditions stated 
therein by furnishing, giving, renting, lending, or selling to the re- 
tailer any equipment, fixtures, signs, supplies, money, services, or other 
thing of value, subject to such exceptions as may by regulations be 
pres~cribed. 

This subsection of the Federal Alcohol Administration A. ct is ap- 
plicable only to the furnishing of equipment, fixtures, signs, etc. , to 
retailers. Therefore, there would be no objection to a wholesale 
liquor dealer furnishing his salesmen with Texas hats and shirts for 
the purpose of advertising a product distributed by the wholesaler. 

Section 653 of Regulations No. 6, issued pursuant to the Federal 
Alcohol Administration Act, provides that signs, posters, placards, 



etc. , bearing advertising matter and for use inside a retail establish- 
ment may be furnished, given, rented, loaned, or sold to the retailer 
if they have no value to the retailer except as advertisements and if the 
total value of all such materials furnished by any industry member and 
in use at any one time in any retail liquor dealer's establishment does 
not exceed $10. 

There would be no objection to the wholesaler setting up displays 
in retail stores by placing merchandise of the retailer around one of 
the Texas hats furnished by the wholesaler provided the total value 
of all of the material furnished by the wholesaler (including the cost 
of setting up the display) will not exceed $10. The $10 limitation 
referred to in the regulations is applicable to each retail establishment 
and not to each retailer. Therefore, it mould be permissible in the 
case of chain-store operations to place such a display in each of the 
stores included in the chain. 

Rev. Rul. 54-169 

The prohibitions of section 5 (b) (6) of the Federal Alcohol Ad- 
rninistration Act against inducing purchases of alcoholic beverages 
by extending excessive credit to a retailer are not violated so long as 
a current order from a retailer whose account is in arrears is accom- 
panied with a payment equal to or greater than the value of such 
current order. This would be true regardless of the manner in which 
the transaction is handled on the records of the supplier. 

Rev. Rul. 54-175 

The practice of producers, importers, or wholesalers of alcoholic 
beverages under the Federal Alcohol Administration Act of furnish- 
ing merchandise or other things of value, such as barbecue sets, to 
retailers of alcoholic beverages, in conjunction with the sale of dis- 
tilled spirits, or wine, would fall within the coverage of section 5(b) 
of the Federal Alcohol Administration Act, Violations of the act 
would ensue if the furnishing of such merchandise induced the re- 
tailers to purchase alcoholic beverages from the industry member 
furnishing the merchandise, to the exclusion in whole or in part of 
alcoholic beverages sold or offered for sale by other persons in inter- 
state or foreign commerce. 

Rev. Rul. 54 — 176 

Any contribution by a wholesale liquor dealer to a cooperative ad- 
vertisement falls within the coverage of section 5(b) of the Federal 
Alcohol Administration Act. Therefore, contributions by wholesale 
liquor dealers (even though in amounts of not exceeding 10 dollars 
each) towards the cost of advertising for the purpose of celebrating 
the renovation and redecoration of a retail liquor dealer's cocktail 
lounge would constitute violation if "inducement" and "exclusion" 
result therefrom. 

Rev. Rul. 54-177 

A violation of section 5(b) (8) of the Federal Alcohol Administra- 
tion A. ct will ensue if retailers are induced, within the jurisdictional 
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limitations prescribed therein, to purchase a brewer's product to the 
exclusion in whole or in part of similar products sold or o8ered for 
sale by other persons in interstate or foreign commerce as a result of 
the brewer guaranteeing a manuf'acturer of refrigerating equipment 
that he can sell a specific number of mechanical beer coolin«cabinets 
having the trade name of the brewer permanently embossed thereon, 
and salesmen of the brewer informing retail dealers that they can buy 
at the wholesale price. The brewer would be furnishing or giving 
something of value within the meaning of section 5(b) (3) of the 
Federal Alcohol Administration Act as the purchase of the beer 
cooling cabinet with the embossed trade-mark would result in sa, vings 
to the retailer which he could not otherwise get by purchasing cabinets 
which do not bear the permanently embossed trade-mark. 

In the case of' malt beverages, section 5(b) (8) of the Federal Alco- 
hol Administration Act applies to transactions between a retailer in 
a State and a brewer or wholesaler of malt beverages outside such 
State only to the extent that the law of the State in which the retailer 
is located imposes similar requirements with respect to transactions 
between retailers and brewers or wholesalers in the State. Therefore, 
this ruling would not apply if the retailer were located in a State not 
having provisions similar to those contained in the Federal Alcohol 
Administration Act. 

SECTION 5(c). — UXFAIR COMPETITION AXD UXL. USEFUL 
PR VCTICES: COMAIERCIAL BRIBERY 

FAA REGELATIOÃs Xo. 6, SEGTIox 6. 20: Appli- Rev. Rul. 54-181 
cation. 

(Also Section 5(b). ) 
A premium oRer, which states that six stainless steel knives (with a 

$8 value) will be furnished for $1 and one neck band from a bottle 
of a particular brand of wine, or a similar o6'er, is not contrary to 
any provisions of the Federal Alcohol Administration Act, provided 
retailers and employees of wholesalers and retailers are excluded from 
participation therein. 

SECTIOX 5(e). — UXFAIR COMPETITIOX AND UNLAg FUI 
PRACTICES: LABELIi% G 

FAA RrocrATzo~s Xo. 4, SrcTIox 21: The stand- Rev. Rul. 54 — 1I4 
ards of identity. 

A product v, hich is compounded from grape wine, with herbs and 
other natural aromatic flavoring materials, and which possesses the 
taste, aroma, and characteristics generally attributed to vermouth, 
and has an alcoholic content of less than 15 percent, by volume, ~ould 
be appropriately designated as "A Grape )Vine Flavored with Herbs 
Customarily Used in the Flavoring of Vermouth. " 
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FAA REGULATIGNs No. 4, SECTIGN 21: The stand- 
ards of identity. 

Production and labeling of "May Wine. " (See Rev. Rul. 54 — 126, 
p. 304. ) 

FAA REGULArzoNs No. 4, SEcrzoN 84: Class and Rev. Rul. 54-288 
type. 

The term "Dry" may be properly applied only to wines less sweet 
than average wines of the same class and type, but in no event may 
"Dry" be used on labels of wine having a total solids content of more 
than 17 grams per hundred cubic centimeters. The words "Extra 
Dry" may be applied only to wines considerably less sweet than aver- 
age wines of the same class and type. 

FAA REGULATioNs No. 4, SEOTioN 89: Prohibited Rev. Rul. 54-250 
practices. 

Blended wines composed of two or more distinct vintagcs may not 
bear back labels showing the percentages and vintages of each of the 
blend's components. 

SECTION 5(f). — UNI AIR COMPE'I'ITION AND UNI. AWFUL 
PRACTICES: ADVERTISING 

I AA REGULATIGNS No. 4, SEcTioN 64: Prohibited Rev. Rul. 54-168 
statements. 

Section 64(a) (8) of FAA Regulations No. 4 prohibits the use of 
any statement, design, device, or representation which relates to alco- 
holic content in the advertisin~g of wine. 

It is held that statements of alcoholic content given by oral presenta- 
tion on radio and television or contained in advertising other than on 
label reproductions are in violation of the regulations. However, no 
objection is interposed to the reproduction of an approved wine label, 
which bears the statement of alcoholic content, on any advertising 
media, or to the displaying on television of an actual wine bottle 
showing the approved label bearing the statement of alcoholic content. 

SECTION 6. — BULIZ SALES AND BOTTLING 

FAA REGULATIoNs No. 8, SEOTioN 8. 20: Distilled 
spirits in bulk. 

Purchase of warehouse receipts by a retail liquor dealer. (See 
Rev. Rul, 54 — 129, p. 834. ) 



PART IV. — LEGISLATION AND TREATIES 

PUBI. IC LA)V 804, EIGHTY-TIIIRD CONGRESS 
[SECOXI) SESSIOiV] 

H. R. S'~24 

An Act To reduce excise taxes, and for other purposes 

Be it enacted by the 8enate and House of Representatives of the 
'United 8tates of Avnerica in Congress assembled, That (a) SrroRT 
TITLE. — This Act nlay be cited as the "Excise Tax Reduction Act of 
1%4" 

(b) AUT AMENDAToRT or" INTERNAL REVEivUE CODE. — Except as 
otherwise expressly provided, wherever in this Act an amendment or 
repeal is expressed in terms of an amendment to or repeal of a sec- 
tion, subsection, paragraph, or subparagraph, the reference shall be 
considered to be made to a provision of the Internal Revenue Code. 

TITLE I — RETAILERS' EXCISE TAXES 

SEC. 101. RETAILERS' EXCISE TAX ON LUGGAGE, ETC. 
Section 1651(a) (relating to retailers' excise tax on lu'gage, etc. ) is hereby 

amended by striking out '20 per centum" and inserting in lieu thereof "10 
per centum". 

SEC. 102. RETAILERS' EXCISE TAXES ON JEWELRY, FURS, AND TOILET 
PREPARATIONS. 

For reduction in rate of retailers' excise taxes on jewelry, furs, and toilet 
preparations, see section 504(a). 

SEC. 108. EFFECTIVE DATE OF TITLE I. 
For eftective date of this title see section 505(a). 

TITLE II — TAXES ON ADMISSIONS AND DULcS 

SEC. 201. TAX ON ADMISSIONS. 

(a) PERIIANENT Uss 08 LEARE oF BCXEs CR SEATS. — Section 1700(b) (1) (relat- 
ing to tax on permanent use or lease of boxes or seats) is hereby amended by 
striking out "11 per centum" and inserting in lieu thereof "10 per centum". 

(b) SAr. rs OussrDE Box OFFIOE. — Section 1700(c) (1) (relating to tax on sales 
outside box otfice) is hereby amended by striking out "11 per centum" and 
inserting in lieu thereof "10 per centum". 

(c) CABARETS, RooF GABDENs, ETc. — The first sentence of section 1700(e)(1) 
(relating to tax on cabarets, roof gardens, etc. ) is hereby amended to read as 
follows: "A tax equivalent to 20 per centum of all amounts paid for admission, 
refreshment, service, or merchandise, at any roof garden, cabaret, or other similar 
place furnishing a public performance for profit, by or for any patron or guest 
who is entitled to be present during any portion of such performance. " 

(d) SINGLE oR SEASCN TIGKETs AND SUBscRIBIIGNS. — For reduction in rate of 
tax on admission by single or season ticket or subscription, see section 504(a). 

(e) -RATE To AFFLx To MAJoR FRAOIIONs. — Section 1700(a) (1) (relating to 
(343) 



rate of tax on single or season tickets and subscriptions) is hereby amended by 
slril'ing out "fraction" and iiiserting in lieu thereof "major fraction". 

(f) EKEMPTION oF ADMissioNs oF I'IFTY CENTs on LEss. — Section 1700(a) (1) 
(relating to rate of single or season tickets and subscriptions) is hereby amended 
bv striking out the second sentence tbcrer&f and inserting in lieu thereof the 
following: DNo tax shall be imposed under this para raph on the amount paid for 
Il dillissloil— 

"(A) if ihe amount paid for adinission is 50 cents or less, or 
"(B) in tl&e case of a season ticl'et or subscription, if the amount 

ivhich would be chai ged to tlie holder or subscriber for a single adinission 
is 50 cents or less. " 

(g) ADMIssICNs To CERTAIN llAcE Tl&AcKs. — 
(1) Section 1700(a) (relating to rate of tax on single or season tickets and 

subscriptions) is liereby anicnded by adding at the end thereof the followirig: 
"(g) CKRrAIN RACK iaxcas. — In lieu of the tax iinposed under paragraph 

(1), a tax of 1 cent for ea& h 5 cents or major fraction thereof of the amount 
paid for admission to any place (iiicluding admission l&y season ticket or 
subscription) if the principal aniusement or recreation oftered with respect 
to such admission is horse or dog racing at a race track. Tlie tax imposed 
under this paragraph shall be paid by the person paying for such admission. " 

(2) Section 1700(b) (relating to rate of tax on permanent use or lease of 
boxes or seats) is hereby amended— 

(A) by striking out "paragraph (1) of subsection (a)" and inserting 
in lieu thereof "paragraph (1) or (8) of subsection (a)"; and 

(B) by inserting after "per centum" the following: "(20 per centum if 
paragraph (8) of subsection (a) ivould otherwise apply)". 

(8) Section 1700(c) (relating to rate of tax on sa. les outside box oifice) is 
hereby amended— 

(A) by striking out "para raph (1) of subsection (a)" and inserting 
in lieu thereof "paragraph (1) or (8) of subsection (a)"; and 

(8) by inserting after "per centum" the following: "(20 per centum 
if paragraph (g) of subsection (a) applies)". 

(4) The last sentence of section 1700(e) (1) (relating to tax on cabarets, 
roof gardens, etc. ) is hereby amended by striking out "subsection (a) (1)" 
and inserting in lieu thereof "paragraph (1) or (8) of subsection (a)". 

(ll) CERTAIN ATHLETIC GAMES FOR BENEFIT OF HOSPITALS FOR CRIPPLED CHIL. 
DREN. — Section 1701(a) (2) (relating to nonexempt admissions) is hereby amend- 
ed by striking out "between two elementary or secondary schools" and inserting 
in lieu thereof the following: "between teams composed of students from ele- 
mentary or secondary schools". 

(i) EKEMPTICN oF ScnooL oR CCLLEOK ATHLETIG EVENTs. — Section 1701(a) (2) 
(relating to nonexempt adriiissions) is hereby amended by adding at the end 
thereof the following new sentence: "Clauses (A) and (B) shall not apply in 
the ease of any athletic event between educational institutions held during the 
regular athletic season for such event, if the proceeds therefrom inure exclusively 
to the benefit of such institutions. " 

(j) Hisroicic SITKs, 5(UsEUMs, AND PLANKTARIUMs. — Section 1701(e) (2) (re- 
lating to exemption from admissions tax of historic sites) is hereby amended to 
read as follovvs: 

"(2) HIBToRIc sITKS, MUDEUMs, AND PLANETARIUMs. — Any admission to an 
historic site, house, or shrine, to a museum of history, art, or science, to a 
planetarium, or to any exliibition in connection with any of the foregoing, 
operated— 

"(A) by any State or political subdivision thereof or by the United 
States or any agency or instrumentality thereof — if the proceeds there- 
from inure exclusively to the benefit of the State, political subdivision, 
United States, agency, or instrumentality, or 

"(B) by any society or organization not organized for profit — if no 
part of the net earnings thereof inures to the benefit of any private 
stockholder or individual. 

For the purposes of subparagraph (A), the term 'State' includes Alaska, 
Hawaii, and the District of Columbia. " 

(k) CERTAIN AMATKIJR 'IHEATER PERFCRMANOEs. — Section 1701 (relating to 
exeniptions from the admissions tax) is hereby amended— 
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(1) bv striking out the period at the end of subsection (e) and inserting 
in lieu thereof "; or"; and 

(2) by adding at the end thereof a new subsection as follows: 
"(f) CERTAIN ARIAYEUR THEATER PERFoRMANOES. — Any admission to an ama- 

teur performance presented and perfoI'mctl by a civic or community theater group 
or organization — if no part of the net earnings thereof inures to the bencdt of 
any private stockholder or iudividual. " 

SEC. 202. TAX ON DUES. 

(a) DUEs oR IlsxrssssHIP FEEs. — Section 1710(a) (1) (relating to tax on dues 
or membership fees) is hereby amended by strilring out "11 per centuIn" and 
inserting in lieu thereof "20 per centum", 

(b) INITIsTIos YEEs. — Section 1710(a) (2) (relating to tax on initiation fees) 
is hereby amended by striking cut "11 per centuIu" and inserting in lieu thereof 
"20 per centum", 

SEC. 203. EFFECTIVE DATE OF TITLE II. 
The amendments made by section 201 (other than subsection (b) thereof) 

shall apply only with respect to amounts paid for admissions on or after April 1, 
1954. In addition, such amendments shall apply— 

(1) in the ease of any season ticket or subscription, only if all the admis- 
sions under such ticket or subscription can occur only on or after April 1, 
1954; and 

(2) in the ease of the perInanent use of a box or seat or a lease for the 
use of such box or seat, only if all the performances or exhibitions at vvhich 
the box or seat is used or reserved by or for the lessee or holder can occur 
only on or after April 1, 1054. 

The amendment made by subsection (b) shall apply only with respect to amounts 
paid on or after April 1, 1954, for admissions on or after such date. 

TITLE III — MANUFACTURERS' EXCISE TAXES 
SEC. 301. EXCISE TAXES IMPOSED BY THE REVENUE ACT OF 1941. 

(a) Txx oN SPURTING Goons. — Section 8406(a) (1) (relating to manufacturers' 
excise tax on sporting goods) is hereby RInended by stril-in" out "15 per centum, 
except that on and after April 1, 1954, the rate shall be 10 per centum;". 

(b) Tax ox Pnoxoos~nrc APPRRsrus. — Section 8406(a) (4) (relating to man- 
ufacturers' excise tax on photographic apparatus) is hereby amended by striking 
out "20 per centum" and inserting in lieu thereof "10 per centum". 

(c) T~ oN EIEcxRIO Lmur BUIRs RNO Tusss. — Section 8406(a) (10) (relatin ~ 

to manufacturers' excise tax on electric light bulbs and tubes) is hereby aruended 
to read as follows: 

"(10) EIEcrRIc ErtIIIT RUIss RNn rUREs. — Electric light bulbs and tubes, 
not including articles taxable under any other provision of this subchapter, 
10 per centum. " 

SEC. 302. TAX OV MECHANICAL PENCILS, FOUNTAIV AND BALL- 
POINT PEAS, AND MECHANICAL LIGHTERS FOR CIGARETTES, 
CIGARS, AND PIPES, 

Section 3408(a) (relating to tax on mechanical pencils, fountain and ball- 
point pens, and mechanical li "hters for cigarettes, ci ars, and pipes) is hereby 
amended by striking out "15 per centum" and inserting in lieu thereof "10 per 
centum". 

SEC. 303. TAX OV MATCHES. 

Section 8409(a) (relating to manufacturers' excise tax on matches) is hereby 
amended by striking out "2 cents per 1, 000 matches" and inserting in lieu 
thereof the following: "2 cents per 1, 000 matches but not more than 10 per 
centum of the price for which so sold". 

SEC. 304. CUTTING OILS. 
Section 3418 (relating to tax on lubricating oils) is hereby amended- 
(a) by inserting after "6 cents a gallon" the following: "(except that, in the 

case of cutting oils, the tax shall not exceed 10 per centum of the price for which 
so sold)"; and 



(b) by adding at the end of such section a new sentence as follows: "For the 
purposes of this section, the term "cutting oils" means oils used primarily in 
cuitin«and machining operations (including forging, drawing, rolling, shearing, 
punching, and stamping) on metals and known commercially as cutting oils. " 
SEC. 305. REDUCTION OF TAX ON REFRIGERATORS AND QUICK- 

I'REEZE UNITS AND ON ELECTRIC, GAS, AND OIL HOUSEHOLD 
APPLIANCES. 

(a) RrnvcTIoN OF TAx. — Section 3405 (relating to manufacturers' excise tax 
on refrigerators, quick-freeze units, and self-contained air-conditioning units) is 
hereby amen&led by striking out "10 per centum" and inserting in lieu thereof 
the following: "5 per centum (10 per centum in the case of articles subject to 
tox under subsection (c) )"; and section 8406(a) (8) (relating to manufacturers' 
excise tax on electric, gas, and oil appliances) is hereby amended by striking out 
"10 per centuru" and inserting in lieu thereof "o per centum". 

(b) FI. ooa SToczs REFvND. — Subchapter A of chapter 29 (relating to manu- 
facturers' excise taxes) is hereby ameuded by adding at the end thereof a new 
section as follows: 

"SEC. 3416. FLOOR STOCKS REFUND ON REFRIGERATORS, QUICK- 
FREKZE UNITS, AND ELECTRIC, GAS, AND OIL HOUSEHOLD 
APPLIANCES. 

"(a) IN GENERAL, . — Where before April 1, 1954, any article subject to the tax 
imposed by section 8405(a), section 8405(b), or section 8406(a) (8) has been 
sold by the manufacturer, producer, or importer, aud on such date is held by a 
dealer and has not been used and is intended for sale, there shall be credited or 
refunded (without interest) to the manufacturer, producer, or importer an 
amouut equal to tbe difference between the tax paid by such manufacturer, pro- 
ducer, or importer on his sale of the article and the tax made applicable to such 
article on and after April 1, 1954, if such manufacturer, producer, or importer— 

"(1) has paid such amount as reimbursement to the dealer who held such 
article on April 1, 1954; and 

"(2) files claim for such credit or refund before August 1, 1954. 
"(b) DEFINITIGN oF DEALER. — As used in this section, the term 'dealer' includes 

a wholesaler, jobber, distributor, or retailer. For the purposes of this section, 
an article shall be considered as 'held by a dealer' if title thereto has passed to 
such dealer (whether or not delivery to him hs. s been made), and if for purposes 
of consumption title to such article or possession thereof has not at any time 
been transferred to any person other than a dealer. 

"(c) LIMITATIGN GN ELIGIBILITT. — No person shall be entitled to credit or 
refund under this section unless he has in his possession such evidence of the 
inventories with respect to which he has made the reimbursements described in 
subsection (a) as may be required by regulations prescribed under this section. 

"(d) PENALTIEs AND ADMINIBTRATIvE PRDCEDOREs. — All provisions of law, 
including penalties, applicable in respect of the taxes imposed under sections 
8405(a), 8405(b), and 8406(a) (8) shall, insofar as applicable and not incon- 
sistent with this section, be applicable in respect of the credits and refunds 
provided for in this section to the same extent as if such credits or refunds con- 
stituted credits or refunds of such taxes. " 

SEC. 306. EFFECTIVE DATE OF TITLE III. 
For effective date of this title, see section 505(a). 

TITLE IV — TAX ON COMMUNICATIONS 

SKC. 401. TAX ON TELEGRAPH, TELEPHONE, RADIO, AND CABLE 
FACILITIES. 

(a) TEIFPHoNE MEssAGEs, KTO. — Section 8465(a) (1) (A) (relating to tax on 
telephone messages, etc. ) is hereby amended by striking out "20 per centum" 
and inserting in lieu thereof "10 per centum". 

(b) TELEGRAPH, CABLE, AND RADIG DIsPATOHEs. — Section 8465(a) (1) (B) re- 
lating to tax on telegraph, cable, and radio dispatches or messages) is hereby 
amended by striking out "15 per cent of the amount so paid, except that in the 
case of each international telegraph, cable, or radio dispatch or message the rate 
shall be 10 per centum" and inserting in lieu thereof the following: "10 per 
centum of the amount so paid", 



(c) LE&sED WIDE Sravicz. — Section 8465(a) (2) (A) (re1ating to tax on leased 
wire service, etc. ) is hereby amended bv striking out "15 per centum" and in- 
serting in lieu thereof "10 per centum". 

(d) IVII&E AND EqUIPMENT SalivicE. — Section 8465(a) (2) (B) (relating to tax 
on wire and equipnient service) is hereby amended to read as follows: 

"(B) A tax equivalent to 8 per centum of the ainount paid for any 
wire and equipment service (including stock quotation a&i&1 information 
services, burglar alarm or fire alarm service, and all other similar serv- 
ices, but not including service described in subparagrapli (A) ). " 

(e) LocaL TrLEPHovE SEEFICE. — I'or Ieductiou in rate of tax on local tele- 
phone service, see section 504(a). 

SEC. 402. EFFECTIVE DATE OF TITLE IV. 
(a) IN CENEE&r. . — Subject to the provisions of subsection (b), the amend- 

Inents Inade by section 401 shall apply &vith respect to ainounts I&aid on or after 
April 1, 1054, for services rendered on or after such date. 

(b) AM01 NTS Px&D I'Uasukvr To Bi&i. s RENDENED. — The amendments made 
by section 401 shall not apply with respect to amounts paid pursuant to bills 
rendered before April 1, 1954. In the case of amounts paid pursuant to bills 
rendered on or after such date for services for which no previous bill was ren- 
dered, such amendments shall applv except with respect to such services as were 
rendered more than 2 months before such date. In the case of services rendered 
more thau2 iuonths before such date the provisions of sections 165&0 and 8465 
of tlie Internal Revenue Code in effect at the time such services were rendered 
shall apply to the amounts paid for such services. 

(c) TEGHNicxz. AxrsvnirEN r. — Section 1658 is hereby repealed. 

TITLE V — JIISCELI. ANKOUS TAXES 

SEC. 501. TAX ON SAFE DEPOSIT BOXES. 
Section 1850(a) (relating to tax on the use of safe deposit boxes) is hereby 

amended by striking out "20 per centuiu" and inserting in lieu thereof "10 per 
centum". 

SEC. 502. TAX ON PISTOLS AND REVOLVERS. 

Section 2700(a) (relating to tax on pistols and revolvers) is hereby amended 
by striking out "11 per centum" and inserting in lieu thereof "10 per centum". 

SEC. 500. TAX ON TRANSPORTATION OF PERSONS, ETC. 
For reduction in rate of taxes on the transportation of persons and on seats, 

berths, etc. , see section 504(a). 

SEC. 504. TECHNICAL AMENDMENTS. 

(a) TERMINATIoN oF TAX RATEs UNDED SEcTICN 1650. — Se&'tion 1650 (rehiting 
to war tax rates of certain miscellaneous taxes) is hereby amended by inserting 
after "beginning with the effective date of title III of the Revenue Act of 1043" 
the folloiving: "and ending Jlarch 81, 1054, ". 

(b) R~TE REDUGTIoN f&~TE. — Section 1659 (relating to definition of "rate re- 
duction date") is hereby amended to read as follows: 

"SEC. 1659. DEFINITION OF 'RATE REDUCTION DATE'. 
"For the purpose of this chapter the term 'rate reduction date' means April 

I, 1954. " 
(c) Fiooa STG&'Ivs REFUNDs oN ELEcTBIc LIGHT BUTBs. — Section 1657(a) (re- 

lating to IIoor stocks refunds on electric light bulbs) is hereby amended (1) by 
striking out "the tax that would have been paid if section 1650 had not been 
applicable" and inserting in lieu thereof the following: "the tax that would have 
been paid if the applicable rate had been 10 per centum"; and (2) by strikin, 
out "prior to the expiration of three months after the rate reduction date" and 
inserting in lieu thereof the following: "prior to August 1, 1054, based upon a 
request for reimbursement submitted by such person to the manufacturer or 
producer of such article prior to July 1, 1954". 



(d) BowLING AI. LKYs AND I'II, LIARD AND Poor. TABLES. The erst sentence of 
section 3268(a) (relating to tax on bowling alleys, and billiard and pool tables) 
is hereby aruended to read as follows: "Every person who operates a bowling 
alley, billiard room, or pool room shall pay a special tax of $20 per year for 
each bowling alley, billiard table, or pool table. " 
SEC. 505. EFFECTIVE DATES. 

(a) The amendments made by title I, title III, and section 502, and the 
amendnu nt made by section 504(a) insofar as it affects the rates of tbe retailers' 
excise taxes imposed by sections 2400, 2401, and 2402 of the Internal Revenue 
Code and the rate of the Inanufacturers' excise tax imposed by section 
3406(a) (10) of such Code, shall apply only with respect to articles sold on or 
after April 1, 1954. l~ or the purposes of the preceding sentence, an article shall 
not be considered sold before April 1, 1954, unless possession or right to possession 
nasses to the purchaser before such date. In the ease of— 

(1) a lease, 
(2) a contract for the sale of an article wherein it is provided that the 

price shall be paid by installments and title to the article sold does not pass 
until a future date notwithstanding partial payment by installments, 

(3) a conditional sale, or 
(4) a chattel mortgage arrangement wherein it is provided that the 

sales price shall be paid in installments, 
entered into before April 1, 1954, payments made on or after April 1, 1054, shall, 
for purposes of this subsection, be considered as payments made with respect 
to articles sold on or after April 1, 1954. 

(b) The amendment made by section 501 shall apply only with respect to 
amounts paid on or after April 1, 1954. 

(c) The amendment made by section 504(a) shall apply— 
(1) insofar as it affects the rate of the tax imposed by section 1700(a) (1) 

of the Internal Revenue Code, vvith respect to amounts paid for admissions 
on or after April 1, 1054, but, in the case of any season ticket or subscription, 
only if all the admissions under such ticket or subscription can occur only 
on or after April 1, 1954; 

(2) insofar as it affects the rates of the taxes imposed by subsections (b), 
(c), and (e) of section 1700 of the Internal Revenue Code, as though the 
rates listed under the beading "Old Rate" in the table in section 1650 of 
such Code were the rates established by the amendments made by title 11 
of this Act; 

(3) insofar as it affects the rates of the taxes imposed by subsections 
(a) (1) (A), (a) (2) (A), and (a) (2) (B) of section 3465 of the Internal 
Revenue Code, as though the rates listed under the heading "Old Rate" in 
the table in section 1650 of such Code were the rates established by the 
amendments made by section 401 of this Act; 

(4) insofar as it affects the rate of the tax imposed by section 3456(a) (3) 
of the Internal Revenue Code, as though such amendment were an amend- 
ment made by section 401 of this Act; and 

(5) insofar as it affects the rates of the taxes imposed by section 3469 of 
the Internal Revenue Code, with respect to amounts paid for or in connection 
with transportation which begins on or after April 1, 1054. 

SEC. 506. SPECIAL CREDIT OR REFUND OF TRANSPORTATION AND 
ADMISSIONS TAXES. 

Notwithstanding any other provision of law, in any case in which tax has 
been collected prior to April 1, 1054, at the rate in effect (without regard to 
the ameudments made by this Act) prior to April 1, 1054, for or in connection 
with the transportation of persons which begins on or after April 1, 1054, or 
for admissions (referred to in section 201, other than subsections (b), (c) 
aud (g) thereof, of this Act) on or after April 1, 1954, the person wbo collected 
the tax shall pay the same over to the United States; but credit of refund (with- 
out interest) of the tax collected in excess of that applicable (by reason of the 
amendments made by this Act) on or after April 1, 1954, shall be allowed to the 
person who collected the tax as if such credit or refund were a credit or refund 
under the applicable provision of the Internal Revenue Code, but only to the 
exteIit that, prior to the time such transportation has begun or prior to the 



event to vvhich the riglit to adniission relates, he hns repaid the amount of su&qi 
excess to the person from wliom he collected the tax, or has obtained the consent 
of such person to the allowance of the credit or refund. bor the purpose of 
this Act, transportation shall not be considered to have begun on or after April 1, 
1054, ii any part of the transportation paid for (or for which payment has 
been obligated) conimenced before April 1, 1054. 

SEC. 507. SPECIAL FUELS. 

(a) ExEXIPTIUN FR0M MANUFAcTUI'ERs ExcIsi' TAx. — 
(1) ARIENnnzNY oz szcTIox 8412(c). — Section 8412(c) (2) (relating to 

manufacturers' excise tax on gasoline) is hereby amended to read as follows: 
"(2) the term ' asoline' nieans all products commonly or commercially 

knoivn or sold as gasoline (including casin head and natural gasoline). " 
(2) CRznrrs ANB REFUNns. — Except in the case of any liquid with respect 

to vvhich tax was paid under section 3412 as in eRect prior to the eRective 
date of this section, clause (iii) of section, '344& (a) (3) (A) is hereby repealed, 
and clauses (iv), (v), (vi), and (vii) of section 3443(a) (3) (A) are re- 
designated clauses (iii), (iv), (v), and (vi), respectively. 

(b) IHPOEITION OF RFTAILERs' ExcIsF. TAx. — Section 2450 of the Internal 
Revenue Code is hereby amended to read as follows: 

"SEC. 2450. TAX. 
"(a) Dizszr. FvEI. . — There is hereby imposed a tax of 2 cents a gallon upon 

any liquid (other than any product taxa!ile under section 8412)— 
"(1) sold by any person to an owner, lessee, or other operator of a diesel- 

powered highway vehicle, for use as a fuel in such vehicle; or 
"(2) used by any person as a fuel in a diesel-powered highway vehicle 

unless there was a taxable sale of such liquid under paragraph (1). 
"(b) SPEcIAL MoToR FIIEIs. — There is hereby imposed a tax of 2 cents a gallon 

upon benzol, benzene, naphtha, liquefied petroleum gas, or any other liquid 
(other than kerosene, gas oil, or fuel oil, or any product taxable under section 
3412 or subsection (a) of this section)— 

"(1) sold by any person to an owner, lessee, or other operator of a motor 
vehicle, motorboat, or airplane for use as a fuel for the propulsion of such 
motor vehicle, motorboat, or airplane; or 

"(2) used by any person as a fuel for the propulsion of a motor vehicle, 
motorboat, or airplane unless there was a taxable sale of such liquid under 
paragraph (1). 

"(c) RATE RznvcrION. — On and after April 1, 1955, the taxes imposed by tliis 
section shall be 1I/z cents a gallon in lieu of 2 cents a gallon. " 

, (c) TEcHNIcAL AMENDMENTS. — 
(1) CREBIrs ANn RzFvxns. — Section 2452(a) (relating to credits and re- 

funds) is hereby amended to read as folloivs: 
"(a) NUNTAxABLE Usz oR SALE BY VENDEE. — A. credit against tax under this 

chapter, or a refund, may be allowed or made to a person in the amount of tax 
paid by him under this chapter with respect to his sale of anv liquid to a vendee 
for use as fuel in a diesel-powered highway vehicle, or with respect to his sale 
of benzol, benzene, naphtha, liquefied petroleum gas, or any other liquid to a 
vendee for use as fuel for the propulsion of a motor veliicle, motorboat, or air- 
plane, if such person establishes, in accordance with regulations prescribed 
by the Secretary, that— " (1) either— 

"(A) the vendee used such liquid otherwise than as fuel in such a 
vehicle, motorlioat, or airplane or resold such liquid; or 

"(B) such liquid was used or was resold for use for any of the 
purposes, but subject to the conditions, provided in section 3451; and 

"(2) such person has repaid or agreed to repay the amount of such tax 
to such vendee, or has obtained tlie consent of the vendee to the allowance 
of the credit or refund. 

No interest shall be allowed &vith respect to any amount of tax credited or 
refunded under the provisions of this subsection. " 

(2) TAx-FRFE sxrzs. — Section 2458 (relating to tax-free sales) is hereby 
amended by stril&in out "as fuel in a diesel-powered hi"hway vehicle" and 
insertin« in lieu thereof "covered by this chapter. " 
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(3) Cziin, IN vzsszi. s. — Chapter 20 (relating to special fuels) is hereby' 
aniended by adding at the end thereof the following new section: 

"SEC. 2456. EXEMPTION OF SPECIAL MOTOR FUELS USED FOR CER 
TAIN VESSELS. 

"The exemption from tax under chapter 29 provided in section 3451 shall also 
apply to the tax imposed under section 2450(b). " 

(4) CLzzic~L AIIzNDI4zNr. — The heading of chapter 20 is hereby amended to 
read as follows: 

"CHAPTER 20. — SPECIAL FUELS" 

(d) Ezzzcrivz Dxrz. — The amendments made by this section shall take effect 
on the first day of tbe first month which begins more than ten days after the date 
of the enactment of this Act. However, the tax imposed under section 2450(b) 
shall not apply to any liquid which has been sold by a producer or importer 
prior to the eftective date of this section and wliich is taxable under section 3412 
(relating to gasoline tax) as in effect prior to the effective date of this section. 

TITLE VI — ONE-YEAR EXTENSION OF CERTAIN EXCISE TAX RATES 

SEC. 60L ONE-YEAR EXTENSION OF CERTAIN EXCISE TAX RATES. 

(a) ExizzsioN or RIrzs. — The following provisions are hereby amended by 
striking out "April 1, 1954" each place it appears and inserting in lieu thereof 
"April 1, 1955"; 

(1) The second sentence of section 2800(a) (1) (relating to distilled 
spirits generally). 

(2) The last sentence of section 2800(a) (3) (relating to imported per- 
fumes containing distilled spirits). 

(3) Section 3030(a) (1) (A) (relating to tax on still wines). 
(4) Section 3030(a) (2) (relating to tax on sparkling wines, liqueurs, and 

cordials). 
(5) The second sentence of section 3150 (a) (relating to tax on fermented 

malt liquors) . 
(6) The second sentence of section 3412(a) (relating to tax on gasoline). 
(7) Section 2000(c) (2) (relating to tax on cigarettes). 
(8) Section 3403 (relating to tax on automobiles, etc. ). 

(b) TzcHNIcAL AMzNDMzNrs. — 
(1) Section 1656 (relating to floor stocl-s refunds on distilled spirits, 

mines and cordials, and fermented malt liquors) is hereby amended by 
striking out "April 1, 1954" each place it appears and inserting in lieu 
thereof "April 1, 1955", and by strikin " out "Jlay 1, 1954" and inserting in lieu 
thereof "May 1, 1955". 

(2) Section 3412(g) (relating to fioor stoclrs refunds on gasoline) is 
hereby amended by striking out "April 1, 1951" each place it appears and 
inserting in lieu thereof "April 1, 1955", and by striking out "July 1, 1954" 
and inserting in lieu thereof "July 1, 1955". 

(3) Section 2000(g) (relatin to floor stocks refunds on ci arettes) is 
hereby amended by striking out "April 1, 1954" each place it appears and 
inserting in lieu thereof "April . 1, 1955", and by striking out "July 1, 1954" 
and inserting in lieu thereof "July 1, 1955". 

(4) Section 3250(1) (5) (relating to drawback in the case of distilled 
spirits used in the manufacture of certain nonbeverage products) is hereby' 
amended by striking out March 31, 1054" and insertin in lieu thereof 
"March 31, 1955". 

(5) Section 497 of the Revenue Act of 1951 (relating to refunds on articles 
from foreign trade zones) is hereby amended by striking out "April 1, 1954" 
each place it appears and insertin, in lieu thereof "April 1, 1955". 

(c) Frooa STocics RzzUNDs oN AUxorroaiLzs, Erc. — Section 3403 (relating 
to tax on automobiles, etc. ) is hereby amended bv adding at the end thereof 
the following new subsection: 

"(f) FLooR STocics REFUNDs. — 
"(1) Where before April 1, 1955, any article subject to the tax imposed 

by subsection (a) or (b) has been sold by the manufacturer, producer, or 
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importer, and is on such date held by a dealer and bas not been used and 
is intended for sale, there shall be credited or refunded (without interest) 
to the manufacturer, producer, or importer an amount equal to i: he difference 
between the tax paid by such manufacturer, producer, or inq&orter on his 
sale of the article and the amount of tax n&ade appli&u&ble to such article 
on and after April 1, 10, »;. 

"(2) As used in this subsection, the term 'dealer' includes a wholesaler, 
jobber, distributor, or retailer. For the purposes of this subsection, an 
article shall be considered as 'held by a dealer' if title thereto has passed 
to such dealer (&vhether or not delivery to him has been made), and if for 
purposes of consumption title to such article or possession thereof has not 
at any time been transferred to any pers&m otl&er than a dealer. 

"(8) Under regulatious prescribed by the Secretary, the refund provided 
by this subsection ruay be made to the dealer iustead of the manufacturer, 
producer, or importer, if the manufacturer, producer, or iinporter waives 
any claim for the amount so to be refunded. 

"(4) When the credit or refund provided for in this subsectiou has been 
allowed to the manufacturer, producer, or importer, he shall remit to the 
dealer to whom was sold the article in respect of which the credit or re- 
fund was allowed so much of that amount of the tax corresponding to 
the credit or refund as v as included in or added to the price paid or 
agreed to be paid by the dealer. 

"(5) No person shall be entitled to credit or refund under this subsection 
unless (A) he has in his possession such evidence of the inveutories with 
respect to which tbe credit or refund is claimed as may be required by 
regulations prescribed under this subsection, and (B) claim for such credit 
or refund is filed with the Secretary before July 1, 1055&. 

"(0) All provisions of law, including penalties, applicable in respect of 
the tax, imposed under subsections (a) and (b) shall, insofar as applicable 
and not inconsistent with this subsection, be applicable in respect of the 
credits and refunds provided for in this subsection. " 

Approved M rch 81, 1954. 

COMMITTEE PrEPORTS 

EXCISE TAX REDUCTION ACT OF 1054 

[House of Representative Report Ko. 1307, Eighty-third Congress, Second Session] 

[March 4, 1054] 

Mr. Reed of New York, from the Committee on Ways and Means, submitted 
the following report [to accompany LL R. 82241: 

The Committee on Ways and Means, to whom was referred the bill (H. R. 
8224) to reduce excise taxes, and for other purposes, having considered the 
same, report favorably thereon without amendment and recommend that the 
bill do pass. 

GEE&ERAL STATEi&IENT 

Those excise tax rates which are now above 10 percent are reduced to 10 
percent under this bilL The committee believes that this reduction will stimu- 
late business and employment, not only in those industries directly affected by 
these taxes, but also in other industries, since consumers will pay less for many 
of these taxed items and have more money available for other purchases. Some 
of these taxes enter directly into business costs and a reduction of such costs 
is desirable. Furthermore, this change provides a more equitable tax svstem 
by leveling down those rates which are now excessively high and thus removes 
discrimination. 

The following table lists the taxes which are reduced under this bill, showing 
the rates under present law, and the estimated reductions in excise tax 
collections: 
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Rates under 
present law 

Rates under 
this bill 

Reduction in 
excise. tsx 
collection s 
(full year 

effect) 

Retailers' excises: 
Furs 
Jewelry 
Luggage 
Toilet preparations 

Total 

Manufacturers' excises: 
Sporting goods 
Mechanical pens, pencils, lighters 
Electric light bulbs and tubes 
Pistols and revolvers 
Firearms, shells, and cartridges 
Cameras, lenses, and film 

Total 

Miscellaneous excises: 
Telephone, telegraph, radio, cable 
Local telephone 
Transportation of persons 
Leashs of safe deposit boxes 
Admissions: 

General 
Cabarets 

Club dues initiation fees 

Total 

Grand total 

Percent 
20 
20 
20 
20 

f15 
15 
20 
11 
11 
20 

(') 
15 
15 
20 

" 20 
20 
20 

Percent 
10 
10 
10 
10 

10 
10 
10 
10 
10 
10 

10 
10 
10 
10 

10 
10 
10 

Jtrfl. dcl. 
20 

100 
40 
55 

215 

3 
4 

20 
Negligible 

1 
15 

235 
125 

95 
5 

) 175 

19 

912 

r Under present law this rate is scheduled for reduction to 10 percent on Apr. 1, 1954. ' Telephone or radio telephone messages, toll charges over 24 cents, 25 percent; domestic telegraph, cable, 
and radio dispatches, 15 percent; international telegraph, cable and radio d'ispatches, 10 percent; leased 
wire service, teletypewriter, or talking circuit special service, 25 percent. ' Under present law a penalty tsx of 50 percent is imposed on sales by proprietors in excess of the estab- 
lished tax; this rate is not reduced. 

The bill also provides that those excise taxes which, under present law, would 
be reduced on April 1, 1904, will remain at present levels except in the case of 
the tax on sporting goods. In his budget luessage, the President stated that 
because of the pr sent need for revenue ha recommended continuation of the 
excises scheduled to be reduced April 1, and this bill carries out that recommenda- 
tion. The tax on sporting goods is the only ad valorem tax above 15 percent in 
this group; hen&e it was included in the group reduced to 10 percent. It is 
contemplated that the committee will review excise tax rates next year. 

The taxes which are continued at present rates are listed below and the esti- 
mates of increased tax collections due to continuation are shown: 



ggctse tax rates increased by the Revenue Act of 105I continued under the bill 

Unit of tax 
Present rate 
corrtinued 
under bill 

Rate prior 
to Revenue 
Act oi 1951 

Increased 
collections 
due to con- 
tinuatiou 
(full year 

effect) 

Liquor taxes: 
Distilled spirits . 
Fermented malt liquors 
Wine: 

Still wine: 
Coutaining less than 14 percent al- 

cohol. 
Containing 14 to 21 percent alcohol 
Containing 21 to 24 percent alcohol 
Containing more than 24 percent 

alcohol. 
Sparkling wines, liqueurs, cordials, etc. : 

Champagne or sparkling wine 
Liqueurs, cordials, etc. , and arti- 

ficially carbonated wines. 
Tobacco taxes: Cigarettes 
Manufacturers' excises: 

Gasoline 
Passenger cars and motorcycles 

Trucks, buses, truck trailers 
Parts and accessories 

Miscellaneous excises: Diesel fuel used for high- 
way vehicles. 

Total 

Per proof gallon 
Per banul . . 
Per wine gallon . 

do 
do. 
do 

Per )4 pint 
do. 

Per 1, 000. . 
Per gallon . 
Manufacturers' 

sale price. 
do 
do 

Per gallon 

$10. 50 
$9 

$9 
$8 

17 cents 
12 cents 

15 cents 
10 cents 

$4 $3. 50. . 
2 cents 1)4 cents 
10 percent ? percent 

8 percent 5 percent 
do do 

2 cents . ('). . . . 

17 cents 15 cents 

67 cents 60 cents 
$2. 25 $2 
$10 50 . . $9 

Million 
$150 

87 

191 

225 
276 

75 
60 

5 

1, 077 

1 No excise tax prior to Revenue Act of 1951. 

EFFECTIVE DATE 

For the retail and manufacturers' taxes and safe-deposit boxes the new tax 
rates are to apply to transactions on or after April 1, 1954. However, in the 
case of (1) leases, (2) installment sales, (0) conditional sales, or (4) chattel 
mortgage installment arrangements, entered into before April 1, 1054, payments 
made after April 1, 1054, are to be suoject to the new rates. 

For admissions, the new tax rates apply to amounts paid on or after April 1, 
1954, for admissions ou or after that date. For the carbaret tax, the new rates 
apply with respect to periods after 10 a. m. on April 1. For dues, the new tax 
rates apply to amounts paid on or after April 1 as dues or membership fees for 
periods beginning on or after April 1 or as initiation fees, 

The new communications tax rates will apply with respect to amounts paid 
pursuant to bills "endered on and after April 1, 1054, for services rendered ou 
and after such date, and for any services rendered in February and March for 
which no previo. is bill was rendered. 

The new rate of tax on transportation of persons applies with respect to 
amounts paid on and after April 1, 1054, for or in connection with transportation 
which begins on or after such date. 

CHANGES IN EXISTING LAW 

In compliance with clause 5 of rule XIII of the Rules of the House of Repre- 
sentatives, changes in existing law made by the bill, as introduced, are shown 
as follows (existing law proposed to be omitted is enclosed in black brackets, 
new matter is printed in italics, existing law in which no chan "e is pronosed is 
shown in roman): 

INTERNAL REVENUE CODE 

CHAPTER 9A — WAR TAXES AND WAR TAX RATES 

SEC. 1650. WAR TAX RATES OF CERTAIN MISCELLANEOUS TAXES, 
In lieu of the rates of tax specified in such of the sections of this title as are 

set forth in the following table, the rates applicable with respect to the period 



beginning wiih the effective date of title III of the Revenue Act of 1943 and 
ending ijfarcft 81, 10510 shall be the rates set forth under the heading, "War Tax 
Rate": 

Section Description of tax Old rate War tax rate 

1 00(a) 

1700(b) 

1700(c) 

1700(e) 
ino(a)(i)------------- 
I Jia(a)(2) 
2400 (except as respects 

watches selling at re 
tail for not more than 
$65 and alarm clocks 
selling at retail for not 
more than $5). 

2401 
2402 
3268 

3406(a)(10) 
3465(a)(1)(A) 
3465(Q)(2)(A) 
3465(a)(21(B) 
3465(a)(3) 
3460(a) 
3466(c) 

Permanent use or lease of 
boxes or seats. 

Sales of tickets outside box 
office. 

Cabarets, roof gardens, etc 
Dues or membership fees 
Initiation fees 
Jewelry 

11 per centum 

11 per centum 

5 per centum 
11 per centum 
11 per centum 
10 per centum 

Furs 
Toilet preparations 
Billiard and pool tables; and 

bowling alleys. 

Flcctric light bulbs and tubes 
Telephone, long distance 
Leased wires, etc 
Wire and equipment service 
Local telephone service 
Transportation of persons 
Seats, berths, etc 

10 per centum 
10 per centum. 
$10 per year per table; 

$10 per year per 
alley. 

5 per centum 
20 per centum 
15 per centum 
5 pcr centum 
10 per centum 
10 per centum 
10 per centum 

Admissions . . 1 cent for each 10 cents 
or fraction thereof. 

1 sent for each 5 oents 
or major fraction 
thereof. 

20 per centum. 

20 per centmn. 

20 per centum. 
20 per centum. 
20 per centum. 
20 per centum. 

20 per centum. 
20 per centum. 
$20 per year per table; 

per year per 
alley. 

20 per centum. 
25 per centum, 
25 per centum. 
8 per centum. 
15 per centum. 
15 per centum. 
15 per centum. 

SKC. 1651. RETAILERS' EXCISE TAX ON LUGGAGE, ETC. 
(a) TAx. — There is hereby imposed upon the following articles (including in 

each case fittings or accessories therefor sold on or in connection with the sale 
thereof) sold at retail a tax equivalent to 1. 20$ 10 per centum of the price for 
which so sold: 

(1) Trunks, valises, traveling bags, suitcases, satchels, overnight bags, 
hat boxes for use bv travels, beach ba s, bathing suit bags, brief eases made 
of leather or imitation leather, and salesmen's sample and display cases. 

(2) I'urses, handbags, yocketbooks, wallets, billfolds, and card, pass, and 
key cases. 

(8) Toilet cases and other cases, bags, and kits (without regard to size, 
shape, construction, or material from which made) for use in carrving toilet 
articles or articles of wearing apparel. 

SEC. 1657. FLOOR STOCKS REFUNDS ON ELECTRIC LIGHT BULBS. 
(a) Irr GENESAL. — With respect to any article upon which tax is imposed under 

section 8406 (a) (10), upon which internal revenue tax at the rate prescribed in 
section 1650 has been paid, and which, on the rate reduction date is held by any 
person and intended for sale, or for use in the manufacture or yroduction of anV 
article intended for sale, there shall be credited or refuuded to the manufacturer 
or producer of such article (without interest), subject to such re "ulations as maV 
be prescribed by the Conimissioner ivith the approval of the Secretarv, an amount 
equal to so much of the difference bettveen the tax so paid aud the tax that would 
have been paid if /section 1650 had uot been applicable' the applicable rate Itad 
been, 10 pcr centum, as has been paid by sucli manufacturer or producer to such 
person as reimbursement for the tax reduction on such articles, if claim for such 
credit or refund is filed with the Commissioner yrior to the expiration of three 
months after the rate reduction date. 

/SEC. 1658. TELEGRAPH, TELEPHONE, RADIO, AND CABLE FACILITIES. 
ENottvithstanding section 1650, the rates therein prescribed with respect to the 

taxes iniposed by section 8465 (a) (1), (2), and (8) shall continue to apply with 
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respect to amounts paid pursuant to bills rendered prior to the rate reduction 
date; and, in the case of amounts paid pursuant to bills rendered on or after the 
rate reduction date for services for which no previous bill was rendered, the 
decreased rates shall apply except with respect to such services as were rendered 
more than two mouths before such date; and, in the case of services rendered more 
than two months before such date, the provisions of sections 1050 aud 3465 in 
effect at the time such services ivere rendered slnrll be applicable to the amounts 
paid for such services J 
SEC. 1659. DEFINITION OF "RATE REDUCTION DATE". 

For the purposes of this chapter the term "rate reduction date" means /such 
date as the Congress shall by law prescribe/ A pri1 I, 1954. 

CHAPTL'R 10 — AD5IISSIONS AND DUES 

SUBCHAPTER A — ADIIISSIONS 
SEC. 1700. TAX. 

There shall be levied, assessed, collected, and paid— 

(b) PERMANENT USE OR LEASE OF BOXES OR SEATS. — 
(I) RATE. — In the case of persons having the permanent use of boxes or 

seats in an opera house or any place of anIusement or a lease for the use of 
such box or seat in such opera house or place of amusement (in lieu of the tax 
imposed under paragraph (1) of subsection (a) ), a ta. x equivalent to f11' IO 
per centum of the amount for Ivhich a similar box or seat is sold for each per- 
formance or exhibition at which the box or seat is used or reserved by or for 
the lessee or holder. 

Note. — The rate of tax presently in efFect on permanent use or lease of boxes 
or seats is the temporary war rate of 20 per centum as provided in section 1650 
of the Internal Revenue Code, which under the bill expires March 31, 1954. 

(c) SAEEs OUTsIDE Box OFFIcz. — 
(I) RATz. — Upon tickets or cards of admission to theaters, operas, and 

other places of amusement, sold at news stands, hotels, a. nd places other than 
the ticket offices of such theaters, operas, or other pla. ces of amusement, at a 
price in excess of the sum of the established price therefor at such ticket 
oflices plus the amount of any tax imposed under paragraph (1) of subsection 
(a), a tax equivalent to l117 10 per centum of the amount of such excess. 

Note. — The rate of tax presently in e(Feet on sales outside box ol6ces is the 
temporary war rate of 20 per centum as provided in section 1650 of the Internal 
Revenue Code, which under the bill expires March 31, 1954. 

t III 

(e) TAX oN CABARETs, RooF GARDENs, ETc. — 
(1) RATz. — A tax equivalent to f5/ 10 per centum of all amounts paid for 

admission, refreshment, service, or merchandise, at any roof garden, cabaret, 
or other similar place furnishing a public performance for profit, by or for 
any patron or guest who is entitled to be present during any portion of such 
performance. ~ ~ ' 

Note. — The rate of tax presently in effect on cabarets, roof gardens, etc. , is 
the temporary war rate of 20 per centum as provided in section 1658 of the 
Internal Revenue Code, which under the bill expires March 31, 1954. 

III 

SUBCHAPTEB B — DUES 
SEC. 1710. TAX. 

(a) RATE. — There shall be levied, assessed, collected, and paid— 
(I) DUzs oz MEMBERSHIP FEEs. — A tax equivalent to f11/ IO per centum 

of any amount paid as dues or membership fees to any social, athletic, or 
sporting club or organization, if the dues or fees of an active resident annual 
member are in excess of $10 per year. 



Note. — The rate of tax presently in elect on dues or membership fees is the 
temporary war rate of 20 per centum as provided in section 1650 of the Internal 
Revenue Code, which under the bill expires March 31, 1954. 

(2) INITIATIoN FEEs. — A tax equivalent to $11$ 10 per centu~ of any 
amount paid as initiation fees to such a club or organization, if such fees 
amount to more than $10, or if the dues or membership fees, not including 
initiation fees, of an active resident annual member are in excess of $10 
per year. 

Note. — The rate of tax presently in effect on initiation fees is the temporary 
war rate of 20 per centum as provided in section 1650 of the Internal Revenue 
Code, which under the bill expires March 31, 1954. 

CHAPTER 12 — SAFE DEPOSIT BOXES 

SEC. 1850. TAX. 

(a) RATE. — There shall be imposed a tax equivalent to f20/ 10 per centum of 
the amount collected for the use of any safe deposit box. 

CHAPTER 15 — TOBACCO, SNUFF, CIGARS, AND CIGARETTES 

SUBOIIAPTKR A. — RATE AND PAYMENT QF TAx 

SEC. 2000. RATE OF TAX. 

(c) CIGARs AND CmARETTEs. — Upon cigars and cigarettes manufactured in or 
imported into the United States, which are sold by the manufacturer or importer, 
or removed for consumption or sale, there shall be levied, collected, and paid the 
following taxes: 

(2) CIGARETTEs. — On cigarettes made of tobacco, or any substitute there- 
for, and weighing not more than three pounds per thousand, $4 per thousand 
/until April 1, 1954, and $3. 50 per thousand on and after April 1, 1954$; 

Weighing more than three pounds per thousand, $8. 40 per thousand; 
except that if more than 6/z inches in length they shall be taxable at the rate 
provided in the preceding paragraph, counting each 2+4 inches (or fraction 
thereof) of the length of each as one cigarette. 

The tax imposed by this subsection shall be in addition to any import 
duties imposed upon imported cigars and cigarettes. 

III 

f(g) FLCGR STocrs REFUNDs oN CIGARKTTEs. — 
$(1) IN GENERAL. — With respect to cigarettes, weighing not more than 

three pounds per thousand, upon which the tax imposed by subsection (c) 
(2), or upon which iioor stocks tax imposed by subsection (f), bas been paid, 
and which, on April 1, 1954, are held by any person and intended for sale, 
or are in transit from foreign countries or insular possessions of the United 
States to any person in the United States for sale, there shall be credited or 
refunded to such person (without interest), subject to such regulations as 
may be prescribed by the Secretarv, an amount equal to the difference 
between the tax paid on such cigarettes and the tax made applicable to such 
articles on April 1, 1954, if claim for such credit or refund is filed wi h the 
Secretary prior to July 1, 1954. 

f (2) LIMITATIONs GN ELIGIBILITY F08 cREDIT oR REFUND. — No person shall 
be entitled to credit or refund under paragraph (1) unless (A) such person, 
for such period or periods both before and after April 1, 1954 (but not 
extending beyond one year thereafter), as the Secretary shall by regulations 
prescribe, m=kes and keeps, and files with the Secretary such records of inven- 
tories, sales, and purchases as may be prescribed in such regulations; and (B) 
such person establishes to the satisfaction of the Secretary, with respect to 
the cigarettes for which credit or refund is claimed by him under this sectio» 
that on and after April 1, 1954, and until the expiration of three months 
thereafter, the price at which cigarettes of such class were sold (until a 
number equal at least to the number on hand on April 1, 1954, were sold) 



reiiected, in such manner as the Secretary may by regulations prescribe, the 
amount of the tax reduction. 

g(3) PENALTY AND ADMINIsTRATIvz PRocEDUREs. — All provisions of law, 
including penalties, applicable in respect of internal revenue taxes on ciga- 
rettes shall, insofar as applicable Bnd not inconsistent with this subsection, 
be applicable in respect of the credits and refunds provided for in this subsec- 
tion to the same extent as if such credits or refunds constituted credits or 
refunds of such taxes. g 
4 4 

CHAPTER 20 — DIKSKI. FUEL 

SEC. 2450. TAX ON DIESEL FUEL. 
There is hereby imposed a tax of 2 cents a gallon upon any liquid (other than 

any product taxable under section 3412)— 
(1) sold by any person to an owner, lessee, or other operator of a diesel- 

powered highway vehicle, for use as a fuel in such vehicle, or 
(2) used by any person as a fuel in a diesel-powered highway vehicle 

unless there was a taxable sale of such liquid under clause (1). 
/On and after April 1, 1954, the tax imposed by this section shall be 1P& cents a 

gallon in lieu of 2 cents a gallon. g 
4 4 4 

CHAPTER 25 — FIREARMS 

SUBcHAPrzR A — PIsTCLs AND REVCLvERs 

SEC. 2700. TAX. 

(a) RATE. — There shall be levied, assessed, collected, and paid upon pistols 
and revolvers sold or leased by the manufacturer, producer, or importer, a tax 
equivalent to /Ii%3 IO per centum of the price for which so sold or leased. 

CHAPTER 26 — LIQUOR 

SUBCHAPTER A — DISTILLED SPIRITS 

PART I — PROVISIONS RELATING To TAX 

SEC. 2800. TAX. 

(a) RATE. — 
(1) DIBTILLED sPIRITs GENERALLY. — There shall be levied and collected on 

all distilled spirits in bond or produced in or imported into the United State- 
an internal revenue tax at the rate of $10. 50 on each proof gallon or wine 
gallon when below proof and a proportionate tax at a like rate on all frac- 
tional parts of such proof or wine gallon, to be paid by the distiller or importer 
when withdrawn from bond. COD and after April 1, 1954, the rate of tax 
imposed by this paragraph shall be $9 in lieu of $10. 50, $ 

4 

(3) IMPozrzn PERFUMES coNTAINING DIBTILLED sPIRITs. — There shall be 
levied and collected upon all perfumes imported into the United States con- 
taining distilled spirits, a tax of $10. 50 per wine gallon, and a proportionate 
tax at a like rate on all fractional parts of such wine gallon. Such tax shall 
be collected by the collector of customs and deposited as internal revenue 
collections, under such rules and regulations as the Commissioner, with the 
approval of the Secretary, may prescribe. JOB and after April 1, 1954, the 
rate of tax imposed by this paragraph shall be $9 in lieu of $10. 50. $ 

SEC. 3030. TAX. 
SUBCHAPTER Pi — %VINES 

(a) RATz. — 
(1) STILL WINES. — 

(A) Imposition. — Upon all still wines, including vermouth, and all 
artidcial or imitation wines or compounds sold as still wine, produced in 



or imported into the United States on or after the effective date of sec- 
tion 452 (a) of the Revenue Act of 19ol, or which on such date were 
on any winery premises or other bonded premises or in transit thereto 
or at any customhouse, there shall be levied, collected, and paid taxes 
at rates as follows, when sold, or removed for consumption or sale: 

On wines containing not more than 14 per centum of absolute alcohol, 
17 cents per wine-gallon, the per centum of alcohol under this section to 
be reckoned by volume and not by v-eight f, except that on and after 
April 1, 1954, the rate shall be 15 cents per wine-gaffong; 

On wines containiug more than 14 per centum and not exceeding 21 
per centum of iibsolute alcohol, 67 cents per wine-gallon g, except that 
on and after April 1, 1!)54, the rate shall be 60 cents per wine-gaRong; 

On wines containing more than 21 per centum and not exceeding 24 
per centum of absolute alcohol, $2. 25 per wine-gallon g, except that on 
and after April 1, 1954, the rate shall be $2 per wine-gallon/; 

All such wines containing more than 24 per centum of absolute alcohol 
by volume shall be classed as distilled spirits and shall pay tax accord- 
ingly. 

Any such wines may, under such regulations as the Commissioner 
may prescribe, with the approval of the Secretary, be sold or removed 
tax-free for the manufacture of vinegar, or for the production of dealco- 
holized wines containing less than one-half of 1 per centum of alcohol 
by volume. 

The taxes imposed by this subparagraph (A) of this paragraph shall 
not apply to dealcoholized wines containing less than one-half of 1 per 
centuiu of alcohol by volume; nor, subject to regulations prescribed by 
the Commissioner, with the approval of the S'ecretary, to wines produced 
for the family use of the duly registered producer thereof and not sold 
or otherwise removed from the place of manufacture and not exceeding 
in any ease two hundred gallons per year. 

(2) SPARKLING wINEs, LIQUEITRs, AND coRDIALS. — Upon the following 
articles which are produced in or imported into the 1;nited States, on or 
after the effective date of section 452 (a) of the Revenue Act of 1951, or 
which on such date are on any winery premises or other bonded premises or 
in transit thereto or at any customhouse, there shall be levied, collected, and 
paid, in lieu of the internal-revenue taxes imposed thereon by law prior to 
such date, taxes at rates as follows, when sold, or removed for consumption 
or sale: 

On each bottle or other container of champagne or sparkling wine, 17 cents 
on each one-half pint or fraction thereof f, except that on and after April 1, 
10ii4, the rate shall be 15 cents on each one-half pint or fraction thereog; 

On each bottle or other container of artificially carbonated wine, 12 cents 
on each one-half pint or fraction thereof f, except that on and after April 1, 
1(i, &4, the rate shall be 10 cents on each one-half pint or fraction thereof'; 

On each bottle or other container of liilueurs, cordials, or similar com- 
pounds, by whatever name sold or offered for sale, containing sweet wine, 
citrus-fruit wine, peach wine, cherry wine, berry wine, apricot wine, prune 
wine, plum wine, pear wine, pawpaw wines, papaya wines, pineapple wines, 
cantaloup wines, or apple vvine, fortified, respectively, with grape brandy, 
citrus-fruit brandy, peach braniiy, cherry brandy, berry brandy, apricot 
brandy, prune brandy, plum brandy, pear brandy, pawpaw brandy, papaya 
brandy, pineapple brandy, cantaloup brandy, or apple brandy, 12 cents on 
each one-half pint or fraction thereof f, except that on and after April 1, 
1954, the rate shall be 10 cents on each one-half pint or fraction thereof/; 

Any of the foregoing articles containing more than 24 per centum of 
absolute alcohol by volume (except vermouth, liqueurs, cordials, and similar 
compounds made in rectifying plants and containing tax-paid sweet wine, 
citrus-fruit wine, peach wiue, cherry Ii ine, berry wine, apricot wine, prune 
wine, plum wine, pear mine, pawpaw wines, papaya wines, pineapple wines, 
cantaloup wines, cr apple wine, fortified, respectively with grape brandy, 
citrus-fruit brandy, peach brandy, cherry brandy, berry brandy, apricot 
brandy, prune brandy, plum brandy, pear brandy, pawpaw brandy, papava 
brandy, pineapple brandy, cantaloup brandy, or apple brandy) shall be 
classed as distilled spirits and shall be taxed accordingly. 
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The Commissioner, unrler regulations prescribed by him, with the approval 
of the Secretary, is authorized to remit, refund, and pay back the ainount 
of all taxes on such liqueurs, cordials, and similar compounds paid by or 
assessed against rectifiers at the distilled spirits rate prior to June 20, 1980. 

SUBCHAPTER D — FERMENTED LIQUORS 

SEC. 8160. TAX. 

(a) RATE. — There shall be levied and collected on all beer, lager beer, ale, 
porter, and other similar fermented liquor, containing one-half of 1 per centum, 
or more, of alcohol, brewed or manufactured and soil, or removed for consump- 
tion or sale, within the United States, or imported into the United States, by 
whatever name such liquors may be called, a tax of $9 for every barrel containing 
not more than thirty-one gallons, and at a like rate for any other quantity or for 
the fractional parts of a barrel authorized and defined by law. COD and after 
April 1, 1904, the tax imposed by the preceding sentence shall be at the rate of 
88 in lieu of $9, J In estimating and computing such tax, the fractional parts of 
a barrel shall be halves, thirds, quarters, sixths, and eighths; and any fractional 
part of a barrel, containing less than one-eighth, shall be accounted one-eighth; 
more than one-eighth, and not more than one-sixth, shall be accounted one-sixth; 
more than one-sixth, and not more than one-fourth, shall be accounted one- 
fourth; more than one-fourth, and not more than one-third, shall be accounted 
one-third; more than one-third, and not more than one-half, shall be accounted 
one-half; more than one-half, and not Inore than one barrel, shall be accouuted 
one barrel; and more than one barrel, and not more than sixty-three gallons, 
shall be accounted two barrels, or a hogshead. 

The provisions of this section requiring the accounting of hogsheads, barrels, 
and fractional parts of barrels at the next higher quantity shall not apply where 
the contents of such hogsheads, barrels, or fractional parts of barrels are within 
the limits of tolerance established by the Commissioner by regulations Ivhich he 
is hereby authorized to prescribe with the approval of the Secretary; and no 
assessment shall be made and no tax shall be collected for any excess in any case 
where the contents of the hogsheads, barrels, or fractional parts of barrels here- 
tofore or hereafter used are within the limits of the tolerance so prescribed. 

III 

CHAPTER 27 — OCCUPATIONAL TAXES 
SUBGHAPTEB A — SPEcIAL PaovrsroNs 

PART X — BOWLING ALLEYS, A'ND BILLABD AND POOL TABLES 

SEC. 3268. TAX ON BOWLING ALLEYS, AND BILLIARD AND POOL 
TABLES. 

(a) RATE. — Every person who operates a boivling alley, billiard room, or pool 
room shall pay a special tax of f810/ $90 per year for each bowling alley, billiard 
table, or pool table. Every building or place where bowls are thrown or where 
games of billiards or pool are played, except in private homes, shall be regarded 
as a bowling alley, billiard room, or pool room, respectively. No tax shall be 
imposed under this section with respect to a billiard table or pool table in a hos- 
pital if no charge is made for the use of such table. The tax imposed under this 
section shall not apply for any period beginning after June 80, 1962, with respect 
to any bowling alley, billiard table, or pool table maintained 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. 

JVote. — The rate of tax presently in effect on bowling alleys and billiard and 
pool tables is the temporary war rate of $20 as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 81, 1964. 

A& 0 III 



CIIAPTER 29 — MANUFACTURERS' EXCISE AND 151PORT TAXES 

SUBCHAPIKR A — MalvUFEGTUREas' ExcIsE TAxks 

SEC. 3403. TAX ON AUTOMOBILES, ETC. 
There shall be i. nposed upon the followin articles sold by the manufacturer, 

producer, or importer, a tax equivalent to the following percentages of the price 
for which so sold: 

(a) Automobile truck chassis, automobile truck bodies, automobile bus chassis, 
automobile bus bodies, truck and bus trailer and semitrailer chassis, truck and 
bus trailer and semitrailer bodies, tractors of the kind chielly used for highway 
transportation in combination with a trailer or semitrailer (including in each of 
the above cases parts or accessories therefor sold on or in connection therewith 
or with the sale thereof), 8 per centum/, except that on and after April 1, 1954, 
the rate shall be 5 percentum/. A sale of an automobile truck, bus, truck or 
bus trailer or semitrailer shall, for the purposes of this subsection, be considered 
to be a sale of the chassis and of the body. 

(b) OrHga CH&ssxs san BomEs, Erc. — Other automobile chassis and bodies, 
chassis and bodies for trailers and semitrailers (other than house trailers) suit- 
able for use in connection with passenger automobiles, and motorcycles (includ- 
in" in each case parts or accessories therefor sold on or in connection therewith 
or with the sale thereof), except tractors, 10 per centum/, except that on and 
after April 1, 1954, the rate shall be 7 per centum/. A sale of an automobile, 
trailer, or semitrailer shall, for the purposes of this subsection, be considered to 
be a sale of the chassis and of the body. 

(c) Parts or accessories (other than tires and inner tubes and other than radio 
and television receiving sets) for any of the articles enumerated in subsection (a) 
or (b), 8 per centum/, except that on and after April 1, 1954, the rate shall be 5 
per centum/, For the purposes of this subsection and subsections (a) and (b), 
spark plugs, storage batteries, leaf springs, coils, timers, and tire chains, which 
are suitable for use on or in connection with, or as component parts of, any of 
the articles enumerated in subsection (a) or (b), shall be considered parts or 
accessories &r such articles, whether or not pritnarily adapted for such use. 
This subsection shall not apply to chassis or bodies for automobile trucks or 
other automobiles. Under regulations prescribed by the Commissioner, with the 
approval of the Secretary, the tax under this subsection shall not apply in the 
case of sales of parts or accessories by the manufacturer, producer, or importer 
to a manufacturer or producer of any of the articles enumerated in subsection 
(a) or (b). If any such parts or accessories are resold by such vendee otherwise 
than on or in connection with, or with the sale of, an article enumerated in 
subsection (a) or (b) and manufactured or produced by such vendee, then for 
tbe purposes of this section the vendee shall be considered the manufacturer or 
producer of the parts or accessories so resold. In determining the sale price 
of a rebuilt automobile part or accessory there shall be excluded from the 
price, in accordance with regulations prescribed by the secretary, the value of 
a like part or accessorv accepted in exchan 'e. 

SEC. 3406. EXCISE TAXES IMPOSED BY THE REVENUE ACT OF 1941. 

(a) I~tposvvxor . — There shall be imposed on the following articles, sold by the 
manufacturer, , :roducer, or importer, a tax equivalent to the rate, on the price for 
which sold, set forth in the following paragraphs (including in each case parts or 
accessories of such articles sold on or in connection therewith, or with the sale 
thereof): 

(1) Spoavnvu coons. — Badminton nets; badminton rackets (measuring 22 
inches over all or more in length); badminton racket frames (measuring 22 
inches over all or more in length); badminton racket strings' , badminton 
shuttlecocks; badminton standards; billiard and pool tables (measuring 45 
inches over all or more in length); billiard and pool balls and cues for such 
tables; bowling balls and pins; clay pigeons and traps for throwing clay 
pigeons; cricket balls; cricket bats; croquet balls and mallets; curling 
stones; deck tennis rings, nets, and posts; golf bags (measuring 26 inches or 
more in length); golf balls; golf clubs (measuring 30 inches or more in 

. length); lacrosse ba. lls , 'lacrosse sticks; polo balls; polo ma. llets; skis; ski 
poles; snow shoes; snow toboggans and sleds (measuring more than 60 



inches over all in length); squash balls; squash racl'ets (measuring 22 inches 
over all or more in len th); squash racket frames (measuring 22 inclies 
over all or more in length); squash racket string; table tennis tables, balls, 
nets, and paddies; tennis balls; tennis nets; tennis rackets (measuring 22 
inches over all or more in length); tennis racket frames (measuring 2'i inches 
over all or more in length); tenuis racl-et string; $15 per ceutum, except that 
on and after April 1, 1054, the rate shall be 10 per centunr;g fishing rods, 
creels, reels, aml artificial lures, baits, and fiies; 10 per centum. 

Ifl e 

(4) Prrorooaaerrrc arrxaxrrrs. — Cameras and caniera lenses, and unex- 
posed photographic film in rolls (includin" motion picture film), f20/ 10 per 
centum. The tax imposed under this paragraph shall not apply to X-ray 
cameras, to cameras weighing more than four pounds exclusive of lens and 
accessories, to still camera lenses having a focal length of more than one 
hundred and twenty millimeters, to inotion picture camera lenses having a 
focal length of more than thirty millimeters, to X-ray film, to unperforated 
microfilm, to film more than one hundred and fifty feet in length, or to film 
more than twenty-five feet in length and more than thirty millimeters in 
width. Any person who acquires unexposed photographic film not subject 
to tax under this par. graph and sells such unexposed film in form and dimen- 
sions subject to tax hereunder (or in connection with a sale cuts such film 
to form «nd dimensions subject to tax hereunder) shall for the purposes of 
this subsection be considered the manufacturer of the film so sold by him. 

(10) ELEcrarc rrorrr scans ann rvsss. — Electric light bulbs and tubes, 
not including articles taxable under any other provision of this subchapter, 
f53 10 per centum. 

Note. — The rate of tax presently in eÃect on electric light bulbs and tubes is 
the temporary war rate of 20 per centum as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 31, 1954. 

SEC. 3407. TAX ON FIREARMS, SHELLS, AND CARTRIDGES. 
There shall be imposed upon firearms, shells, and cartriilges, sold by the man- 

ufacturer, producer, or importer, a tax equivalent to $113 10 per centum of the 
price for which so sold. The tax imposed by this section shall not apply (1) to 
articles sold for the use of any State, Territory of the United States, or political 
subdivision thereof, or the District of Columbia, or (2) to pistols and revolvers. 

The taxes imposed by this section shall not apply to any firearm on which the 
tax provided by sectirn 2720 has been paid. 

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

SEC. 3408. TAX ON MECHANICAL PENCILS, FOUNTAIN AND BALLPOINT 
PENS, AND MECHANICAL LIGHTERS FOR CIGARETTES, CIGARS, 
AND PIPES. 

(a) Irrrosrrrorr oF Tax. — There shall be imposed on the following articles, 
sold by the manufacturer, producer, or importer, a tax equal to f153 10 per 
centum of the price for whi"h so sold: lriechanical pencils, fountain pens, and ball- 
point pens; mechanical lighters for cigarettes, cigars, and pipes. 

t 0 0 

SEC. 3412. TAX ON GASOLINE. 
(a) There shall be imposed on gasoline sold by the producer or importer 

thereof, or by any producer of gasoline, a tax of 2 cents a gallon, except that 
under regulations prescribed by the Commissioner with the approval of the Secre- 
tary the tax shall not apply in the case of sales to a producer of gasoline. fOn 
and after April 1, 1054, the tax imposed by this section shall be 1r/s cents a gallon 
in lieu of 2 cents a gallon. g 

(b) If a producer or importer uses (otherwise than in the production of 
g'asoline) gasoline sold to him free of tax, or produced or imported by him, such 
use shall for the purposes of this chapter be considered a sale. Any person to 
whom gasoline is sold tax-free under this section shall be considered the producer 
of such gasoline. 



(c) As used in this section— 
(1) the term "producer" includes a refiner, compounder, or blender, and 

a dealer selling gasoline exclusive'ly to producers of gasoline, as well as a 
producer. 

(2) the term gasoline means (A) all products commonly or commercially 
I;nown or sold as gasoline (including casinghead and natural gasoline), ben- 
zol, benzene, or naphtha, re "ardless of their classifieations or uses; and (B) 
any other liquid of" kind prepared, advertised, offered for sale or sold for use 
as, or used as, a fuel for the propulsion of motor vehicles, motorboats, or 
airplanes; except that it does not include any of the foregoing (other than 
products commonly or commercially known or sold as gasoline) sold for 
use otherwise than as a fuel for the propulsion of motor vehicles, motorboats, 
or airplanes, and otherwise than in the manufacture or production of such 
fuel, and does not include kerosene, gas oil, or fuel oil. 

(d) Every person subject to tax under this section or section 3413 shall, before 
incurring any liability for tax under such sections register with the collector for 
the district in which is located his principal place of business (or, if he has no 
principal place of business in the United States, with the collector at Baltimore, 
I(iaryland) and shall give a bond, to be approved by such collector, conditionerl 
that he shall not engage in any attempt, by himself or by collusion with others, 
to defraud the United States of any tax under such sections; that he shall render 
truly and completely all returns, statements, and inventories required by law or 
regulations in pursuance thereof and shall pay all taxes due under such sections; 
and that he shall comply with all requirements of law and regulations in pur- 
suance thereof with respect to tax under such sections. Such bond shall be in 
such sum as the collector may require in accordance with regulations prescribed 
by the Commissioner with the approval of the Secretary, but not less than $2, 000. 
The collector may from time to time require new or additional bond in aeeord- 
ance with this subsection. Every person who fails to register or give bond as 
required by this subsection, or who in connection with any purchase of gasoline 
or lubricating oil falsely represents himself to be registered and bonded as pro- 
vided by this subsection, or who wilfully makes any false statement in an appli- 
cation for registration under this subsection, shall upon conviction thereof be 
fined not more than $5, 000 or imprisoned not more than five years, or both, 
together with the costs of prosecution. If the Commissioner finds that any 
manufacturer or producer has at any time evaded any Federal tax on gasoline or 
lubricating oil, he may revoke the registration of such manufacturer or producer, 
and no sale to, or for resale to, such manufacturer or producer thereafter shall 
be tax-free under section 3413, this section, or section 3442, but such manufac- 
turer or producer shall not be relieved of the requirement of giving bond under 
this subsection. 

(e) Under regulations prescribed by the Commissioner with the approval of 
the Secretary, records required to be I-ept with respect to taxes under section 8418, 
or this section, and returns, reports, and statements with respect to such taxes 
filed with the Commissioner or a collector, shall be open to inspection by such 
officers of any State or Territory or political subdivision thereof or the District 
of Columbia as shall be charged with the enforcement or collection of any tax on 
gasoline or lubricating oils. The Commissioner and each collector shall furnish 
to any of such oflicers, upon written request, certified copies of any such state- 
ments, reports, or returns filed in his office upon the pavment of a fee of $1 for 
each one hundred words or fraction thereof in the copy or copies requested. 

(f) 1951 FLoon Srocns TAx. — On gasoline subject to tax under this section 
which, on the effective date of section 489 (a) of the Revenue Aet of 1951, is held, 
and intended for sale, there shall be levied, assessed, collected, and paid a floor 
stocks tax at the rai. e of Ps cent per gallon. The tax shall not apply to gasoline 
in retail stocks held at the place where intended to be sold at retail, nor to gasoline 
held for sale by a producer or importer of gasoline. The provisions of section 3443 
shall be applicable to the iioor stocks tax imposed by this subsection so as to 
entitle, subject to all the provisions of such section, (1) any manufacturer or pro- 
ducer to a refund or credit of such tax under subsection (a) (1) of such section, 
and (2) any person payin ~ such floor stocks tax to a refund or credit thereof 
where gasoline is by such person or any other person used or resold for any of 
the purposes specifie in subparagraphs (A) (i), (ii), and (iii) of subsection 
(a) (3) of such section. 

g(g) Frooa Srocgs RnruNns oN GAsoLrvE. — 
g (1) IN GENEEAL. — XVith respect to any gasoline taxable under this section, 

upon which tax (including floor stocks tax) at the applicable rate has been 



paid, and which, on April 1, 1954, is held and &»tc»ded for sale by any ~&era&&n, 

there shall be credited or refunded (without interest) to tile l&reducer or 
ilnporter who paid the tax, subject to such regulations as nmy be prescribed 
by the Secretary, an amount equal to so much of the difference between the 
tax so paid and the amount of tax t»ade applicable to such gasoline on and 
after April 1, 1954, as has been paid by such producer or il»porter to such 
person as reimbursement for the tax reduction on such gasoline, if claim for 
such credit or refund is Qled with the Secretary prior to July 1, 1!)54. No 
credit or refund shall be allowable under this subsection with respect to 
gasoline in retail stocks held at the place where inteuded to be sold at 
retail, nor with respect to gasoline held for sale by a producer or i»lporter 
of gasoline. 

g(2) LIMITATIGN oN KI. IGIRILITY I'GR cREDIT oR RKKUND, — No pt'of»eel' 01' 

importer shall be entitled to a credit or refund under par:lgraph (1) unless 
he has in his possession satisfactory evidence of the inventories with respect 
to which he has made the reimbursements described in such paragraph, and 
establishes to the satisfaction of the Secretary with respect to the quantity 
of gasoline as to which credit or refund is clail»ed under such paragraph, that 
on or after April 1, 1954, such quantity of gasoline was sold to the ultimate 
consumer at a price which rejected the amount of the tax reduction. 

g(8) PENA(Tv AND ADMINIBTRATIvE PRocEDvaxs. — All provisions of law, 
including penalties, applicable in respect of the tax imposed under this 
section shall, insofar as applicable and not inconsistent with this subsection, 
be applicable in respect of the credits and refunds provided for in this sub- 
section to the same extent as if such credits or refunds constituted credits 
or refunds of such taxes. g 

&l& ll& 

CHAPTER 80 — TRANSPORTATION AND CO5IPRUNICATION 

SDBOHAPTER B — TELEGRAPH, TELEPHGNE, RADIo, AND CABLE I AcILITIKs 

SEC. 8465. IMPOSITION AND RATE OF TAX. 

(a) There shall be i(»posed: 
(1) TELEPHoNE AND TELEGRAPH, ETC. — 

(A) On the amount paid within the United States for each telephone 
or radio telephone message or conversation for which the toll charge is 
more than 24 cents, a tax equal to $20$ 10 per centum of the amount so 
paid. If a bill is rendered the taxpayer for the services described in this 
subparagraph, the amount upon which the tax shall be based shall be 
the sum of all such charges included in the bill, and the tax shall not be 
based upon the charge for each item, separately, included in the bill. 

Note. — The rate of tax presently in eifect on long distance telephone messages 
is the temporary war rate of 25 per centum as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 81, 1954. 

(B) On the amount paid within the United States for each telegraph, 
cable, or radio dispatch or message a tax equal to f15 per centum of the 
amount so paid, except that in the case of each international telegraph, 
cable, or radio dispatch or message the rate shall be 10 per centum/ 10 
per centum of the amount so paid. . If a bill is rendered the taxpayer for 
the services described in this subparagraph, the amount upon which the 
tax at each of the rates in this subparagraph shall be based shall be the 
sum of all such charges at that rate included in the bill, and the tax 
shall not be based upon the charge for each item, separately, included 
in the bill. 

If the tax under subparagraph (A) or (B) is paid by inserting coins in coin- 
operated telephones, the tax shall be computed to the nearest multiple of 5 
cents, except that where the tax is midway between multiples of 5 cents, the 
next higher multiple shall apply. Only one payment of a tax imposed by 
subparagraph (A. ) or (B) shall be required notwithstanding the lines or 
stations of one or more persons are used in the transmission of such dispatch, 
message, or conversation. 
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(2) LrABKD wmss, xrc. — 
(A) A tax equivalent to f15/ f0 per centum of the amount paid for 

leased wire, teletypewriter, or talking circuit special service, but not 
including an amount paid for leased wire, teletypewriter, or talking cir- 
cuit special service used exclusively in rendering a service taxable under 
subparagraph (B). 

Note. — The rate of tax presently in elect on Ieased wires, etc. , is the temporary 
war rate of 25 per centum as provided in section 1650 of the Internal Revenue 
Code, which under the bill expires March 31, 1954. 

(8) A tax equivalent to g5g 8 per centum of the amount paid for 
any wire and equipment service (including stock quotation and informa- 
tion services, burglar alarm or fire alarm service, and all other similar 
services, but not including service described in subparagraph (A) ). 

The tax shall apply under this paragraph whether or not the wires or services 
are within a local exchange area. 

Note. — The rate of tax presently in effect on wire and equipment service is the 
temporary war rate of 8 per centum as provided in section 1659 of the Internal 
Revenue Code, which under the bill expires March 31, 1954. 

MINORITY VIE%VS 

We supported the excise tax reductions in this bill. We object, however, to the 
hasty action of the committee and the inadequate consideration given to the 
subject of excise taxes. 

Involved in the bill is a total of $1. 989 billion in excise tax revenue, made up 
by reductions in excise taxes of $912 million and increases of $1. 077 billion. The 
next ei'feet is an increase of $165 million in excise taxes. 

The bill was not available to the members of the committee until we met to 
consider it in executive session, and deliberations on it were completed in 1 day. 
In all our experience in handlin tax legislation, there has never been such hasty 
consideration of legislation involving so much revenue. 

We deny the claim that the bill "reduces a number of excise tax rates on a 
selective basis. " The only selection involved in this bill is more or less a line-of- 
sight proposition where an ad valorem rate that stands up above 10 percent is 
leveled to 10 percent. Such a selection completely ignores any excise tax which 
is below 10 percent, or which is levied on a dollar-and-cents basis per unit taxed. 

We do not mean that relief is not needed in the areas covered in the bill, but 
we do believe that consideration should be given to other areas of excise taxes and 
the voluminous testimony which the committee received last summer relating to 
administrative problems in the excise tax field. 

Frankly, we were not prepared ourselves on such short notice to make well- 
considered recommendations for other adjustments in the field of excise taxes. 
We did fall back on the adjustments which were recommended in the revenue 
bill of 1950 as it passed the House, which provided for excise tax reductions of 
$1 billion. It will be recalled that these reductions were deleted in the Senate, due 
to the advent of the Korean conflict and the necessity of increasing rather than 
decreasing revenues. The recommendations in the revenue bill of 1950 were 
made by the committee after long hearings and consideration, and there were 
justifiable reasons for making them. Most of the reductions contained in the 
current bill were also contained in that bill. 

Among the additional adjustments which we attempted to make in the current 
bill and which were defeated by thc majority were the following, many of which 
were also included in the revenue bill of 1050: to repeal the tax on handbags, 
billfolds, key cases, etc. ; watches selling for less than $65, and clocks and alarm 
clocks selling for less than $5; household water heaters; mechanical pens and 
pencils; admissions; admissions where the admission price is 50 cents or under; 
admissions to moving picture theaters where the admission price is 50 cents or 
under; admissions to amusement parks and rides where the admission price does 
not exceed 15 cents; household ironers and driers; communications; leased wire 
service furnished to shut-in students; local telephone calls; college and school 
athletic games; and bowling alleys, billiard and pool tables operated without 
charge by nonprofit organizations or governmental agencies. We also proposed 
to cut the tax on transportation of property in half. . 



These may not be the only, or necessarily the most deserving, cases for a&ljust- 
ments or for reductions at this time, but due to the fact that the bill was 
considered on such short notice we were not as fully prepared to make adjust- 
ments as we would like to have been. 

Another unusual feature of this bill which seems to us to be difficult to def& nd 
on its face is the fact that the net effect of the bill amounts to an increase in 
excise taxes of $165 million. It is piously claimed in ibe title of the bill that 
it reduces excise taxes. We dispute this. A more appropriate title would be "A 
bill to increase excise taxes. " 

We are also disturbed by the fact that the majority are not just continuing the 
increases in excise taxes that were provided in the Revenue Act of 1951 to 
finance defense preparations for the Korean confiict for a temporary period— 
they are making them permaneiit. This contrasts to their proposal to continue 
present corporate taxes at their present level for only 1 year. This increase in 
excise taxes amounts to over $1 billion. Our only purpose in increasing these 
excise tax rates in the Revenue Act of 1951 was to finance these defense prepara- 
tions, and we inserted a termination date so that the taxes would expire auto- 
ma ti cally. 

We attempted in the current bill to permit the reductions to take place on 
April 1 as scheduled, because these excise tax rates are even higher than they 
were during World War II, and, since they are selective, it seems to us that these 
particular industries should not be singled out from all others to bear such a 
heavy load. Failing in this, we attempted to assure these industries that these 
high rates would be continued only for 1 year. The majority defeated us in 
both of these attempts, and the effect of their action, as we stated, is to make 
these increases perinanent. 

The majority was determined to present this bill to the House as it was intro- 
duced, and all our efforts at making it more equitable were precluded from 
success even before they were made. 

The majority also ignored the Treasury Department, which felt that the only 
adjustments in excise taxes which should be made at this time are in distressed 
industries, which they name as being the fur industry and the movie industry. 
The usual procedure of the committee in consulting the Treasury Department on 
legislation which it is considering was not followed in this case. 

We would like to point out that this is the third instance in which the majority 
party has increased taxes, despite their claims during the last presidential 
campaign that they were not only going to reduce taxes but also balance the 
budget. We do not mean that we believe that the fiscal condition of the Treasury 
may not require tbe revenue involved in these increases, but we are concerned 
about the misleading promises which the majority party made. It will be recalled 
that the excess profits tax was continued from June 30, 1953, to December 31, 
1953. The committee has already voted to continue the corporate tax at 52 
percent for another year, and in this bill the excise tax rate increases made in the 
Revenue Act of 1951 are being made permanent. These increases in taxes and 
the estimated deficit of almost $3 billion in the current year's budget is a c:ise, 
in our opinion, of actions again speaking louder than words. 

JERK COOPER. 
JOHN D. DINGKLL. 
WILBIIR D. MILLS. 
NOBLE J. GREGORY. 
A. SIDNEY CAMP. 
AIME J. FORAND. 
HERM AN P. EBERHARTKR. 
CECIL R. KING. 
THoMAS J. O' BRIEN. 
HALE BOGGS. 
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EXCISE TAX REDUCTION ACT OF 1954 

[Senate Report No. 1085, Eighty-third Congress, Second Session. Calendar No. 1088] 

[March 19 (legislative day, March 1), 1954] 

Mr. Millikin, from the Committee on Finance, submitted the following report 
[to accompany H R, 8224]: 

The Committee on Finance, to whom was referred the bill (H. R. 8224) to re- 
duce excise taxes, and for other purposes, having considered the same, report 
favorabiy thereon, with amendments, and recommend that the bill do pass. 

I. GENEaaL STLTEstI'. NT 

The bill as passed by the Elouse provides that all ad valorem excise taxes 
(i. e. , tax expressed as a percent of the price at which articles or services are 
sold) which are now above 10 percent are to be reduced to 10 percent. The House 
bill also extended for 1 more year the rates scheduled for reduction on April 1, 
19o4, by present law (except the tax on sporting goods). 

The report of the House committee with respect to the rate reductions sug- 
gests that these reductions will stimulate business and employment, not only in 
those industries directly atfected by these taxes, but also in other industries, since 
consumers will pay less for many of these taxed items and have more money 
available for other purchases. It was also suggested that some of these taxes 
enter directly into business costs and that a reduction in such costs is desirable. 
Furthermore, it is suggested that these changes provide a more equitable tax 
system by leveling down those rates which are now excessively high and thus 
discriminatory. 

In general your committee agrees with the reasons presented in the House 
report for making excise reductions at this time. However, it does not believe 
that a certain few of the present tax rates above 10 percent constitute a hard- 
ship either to the person supplying the article or service or to the person purchas- 
ing it. It is believed that this is true with respect to the tax on admissions to 
racetracks for horse and dog racing; the tax on club dues and initiation fees; 
and the tax on safe deposit boxes. As a result your committee continues the 
20-percent tax rates in these eases. 

Your committee also believes that the admissions tax constitutes a special 
hardship in certain cases. It is believed that this is true in the case of small 
theaters and others where the charge is 60 cents or less; in the case of college 
athletic events (not including postseason games such as bowl games); in the 
case of museums of history, art, or science operated by a governmental unit or 
nonprofit organization; and in the case of athletic events between students of 
several elementary or secondary schools where the proceeds inure to the beneiit 
of a hospital for crippled children. As a result your committee exempts admis- 
sions charged in such cases from the 10-percent admissions tax. 

Your committee's attention has also been called to certain manufacturers' 
excise taxes not levied ou the basis of price where the tax is equal to more than 
10 percent of the manufacturer's price. The tax on ordinary matches which is 
2 cents per 1, 000 usually represents something like 17 percent of the retail price 
for matches and cutting oil which is subjected to the 6 cents per gallon tax on 
lubricating oil is substantially above 10 percent of the manufacturer's price. 
Your committee in these cases provided that in no event is the tax to exceed 10 
percent of the manufacturer's price. This will give these excises equal treat- 
ment with those levied on an ad valorem basis which were reduced to 10 percent 
by the House bill. 

Your committee has added another amendment to the bill which does not 
affect the payment of taxes in any way but does have the effect of eliminating 
the unnecessary collection and subsequent refund ef the 2 cents per gallon tax 
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on gasoline substitutes. In the case of benzol, benzene, naphtha, or other liquids 
(not including gasoline), prescnt law requires that this tax be paid by the pro- 
ducer and then if this liquid is used, or sold for use, in farm tractors or other 
than for use in motor vehicles, motorboats, or airplanes, a refund or credit of 
tbe tax is provided. This unnecessary tax collecting and refunding is avoided 
under the amencled bill by collecting the tax at the retail level in the case of 
these fuels where they are used for a motor vehicle, motorboat or airplane and 
by collecting no tax at all where they are used for other purposes. 

Several technical amendments have also been made by your committee. Most 
of these deal with the transition to the new reduced rates. In the ease of the 
retail and manufacturers excises, an amendment has been adopted to provide 
that an article is not to be considered as sold prior to April 1, 1954, unless 
possession, or right to possession, of the article has passed before such date. 
This makes the reduced rates applicable in the case of "lay-aways" where pos- 
session passes after April 1, 1954. 

For both the admissions tax and the transportation-of-persons tax an amend- 
ment was adopted providing that where tickets were purchased prior to April 1, 
1954, for admissions or transportation on or after that date, the purchasers of 
the tickets are to be eligible for refunds (to be obtained through the issuer of 
the ticl-et) equal to the tax reduction provided in the bill. 

The floor stock refund provision for electric light bulbs was modiffed by your 
committee to provide that the manufacturer is to have 4 rather than 9 months 
after the reduction date in which to Qle his claim for refund or credit. However, 
those to whom the manufacturer sold the bulbs must still submit their requests 
for refunds to the manufacturer within 3 months of this date. 

A technical change was also made in the manner in which the admissions 
tax is to be applied. Your committee's bill provides that this tax is to be 1 
cent for each 10 cents or "major" fraction thereof. This is the rule under 
existing law. The House bill provided that the tax was to be 1 cent for each 
10 cents or fraction thereof. This was the rule in effect prior to the enactment. 
of the Revenue Act of 1948. 

Your committee made no change in the House provision extending until April 1, 
1955, the rate reductions (other than the reduction in the tax on sporting goods) 
scheduled under present law to take effect April 1, 1954. Nor did it make any 
changes in the Door-stock refunds provided for automobiles and trucks, gaso- 
line, cigarettes, and alcoholic beverages. Many requests were received to pro- 
vide expiration or reduction dates for excises not so provided for by the House 
bill. Your committee did not believe it was desirable to do so because of the 
adverse effect such dates are likely to have on sales and because of the time limi- 
tations at present if this bill is to take effect as of April 1, 1954. 

A start has been made in this bill toward reducing excise taxes by bringin, 
down to 10 percent oppressive and discriminatory rates above the 10-percent 
level. Your committee would have liked to have made reductions in excise 
tax rates which were at or below the 10-percent level. This was not possible 
because of the present state of the budget. As soon as the budget will permit, 
it is the intention of the committee to make a comprehensive revision of the 
entire excise tax system. itfany of the excise taxes now in effect were imposed 
during World War II or at the outbreak of the Korean war and need to be 
completely overhauled or eliminated. Among the taxes which are particularly 
troublesome and which will receive attention as soon as the state of the budget 
will permit are those relating to home appliances and the tax on transportation 
of propertv. 

II, RATE CHAVGES AND KxsxfPTIOlvs 

The following table lists the taxes which are reduced under this bill, showing 
the rates under present law, and the estimated reductions in excise tax 
collections. 



TArtf E 1, — HI'vc(se rate rcdttctions effective ff pr. 1, 1Mtf, H. R. 888fs as passed by 
the House, an&3 as reported by Henate Committee on Finance 

House bill Finance Committee bill 

Rates under 
present law 

Rates 

Reduction 
in excise 
tax col- 
lections 

(fun-year 
eifeet) 

Rates 

Reductton 
in excise 
tax col- 
lections 

(full. year 
effect) 

Retailers' excises: 
Furs 
Jewelry 
Luggage 
Toilet preparations 

Manufacturers' excises: 
Sporting goods 
Mechanical pencils and pens, 

and lighters. 
Electric light bulbs and tubes 
Pistols and revolvers. . 
Firearms, shells and cartridges 
Cameras, lenses, and film 
Matches 

Lubricating oil 

Cutting oil 

20 percent 
do 
do 
do 

15 percent I 

do . 
20 percent. 
11 percent 

do 
20 percent 
2 cents per 

thousand. 

6 cents per 
gallon. 

do 

10 percent 
do 
do 
do 

do. 

do 
do 
do 
do 

No change 

do 

do 

Millions of 
dollar s 

20 
100 
40 
65 

20 
neg. 

1 
15 

10 percent 
do. 
do 
do 

do 

Iio 
do 
do 
do 

Not to ex- 
ceed 10 

percent. 

Not to ex- 
ceed 10 
percent. 

Millions of 
dollars 

'20 
«100 

«40 
'55 

~ 3 
«4 

«20 
'neg. 

"1 
«15 

4 

Miscellaneous excises: 
Long distance telephone, tele. 

graph, etc 
Local telephone 
Transportation of persons 
Leases of safe-deposit boxes 

Admissions: 
General 

15 percent. 
do 

20 percent 

do 

Cabarets do 
Club dues and initiation fees . . do 

Total 

10 percent 

do 
do 
do 

do 

do 
do 

125 
95 

5 

152 

23 
19 

912 

10 percent 

do 
do 

20 percent 

10 percent if 
price ex- 
ceeds 60 
cents. & 

10 percent . 
20 percent 

'235 

«125 
'95 

I 217 

953 

' Under present law this rate is scheduled for reduction to 10 percent on Apr. 1, 1954. ' Telephone or radio-telephone messages, toll charges over 24 cents, 25 peroent; domestic telegraph, cable, 
and radio dispatches, 15 percent; international telegraph, cable and radio dispatches, 10 percent; leased wire 
service, teletypewriter, or talking circuit special service, 25 percent. 

I Under present lsw a penalty tax of 60 percent is unposed on sales by proprietors in excess of the estab. 
lished tax; this rate is not reduced. 

I The rate on all admissions to horse and dog races remains at 20 percent with no 60-cent exemption. Ad. 
missions to college athletics (excluding postseason games) and to museums are exempt from tax. 

«No change from House bill. 



TARIE 2. — Eacfse tax rates ezteftded fo 3pr. 1, 1955 

Unit of tax 
Present rate 
continued 
under bill 

Rate after 
Apr. 1 1955 

Increased 
collections 
due to con- 
tinuation 
(fuii-year 

effect) 

Liquor taxes: 
Distilled spirits 
Fermented malt liquors 
IV inc: 

Still wine: 
Containing less than 14 percent 

alcohol. 
Containing 14 to 21 percent al- 

cohol. 
Containing 21 to 2! percent al 

cobol. 
Containin more than 24 per. 

cent alcohol. 
Sparkling wines, iiqncurs, cordiais, 

etc. ; 
Chamrarne or sp. n i, ling wine 
Liqueurs, cordrafs, etc, , and 

artifieaiiy carbonated svines. 
Tobacco taxes: Cigare:tes 
bi anufacturers' cxr iscs: 

Gasofhle 
Passenger cars and urotorcycles 

Trucks, buses, truci' trailers 
Parts and accessories 

Misceiianeous excises: Diesel fuel used for 
highway vehicles. 

Total 

Pcr proof gallon. 
I'er barroi 

Per wiue gallon 

do. 

do 

do. 

Pcr 34 pint 
do 

Per 1, 000 

Per gallon . . 
I 1 anil foe ill eel's' 

sah price. . do 
rio 

Per gallon. . . 

$10. 50 
$9 

17 cents 

67 cents 

$fh25 

$10. 50 

17 cents 
12 cents 

$4 

2 cents 
10 percent. 

8 perceot 
do 

2 cents 

$9 
$8 

15 cents 

60 cents . 
$2 

$9 

15 cents 
10 cents 

$3. 50 

13! cents 
7 percent 

5 percent 
do 

134 cents 

Million 
$150 

87 

191 

225 
276 

75 
60 
5 

I, 077 

III. Hor TRAcTos FUEL Axo OTHER GASOTI14E St. 'RsTITUTEs 

Under existing larv, gasoline is defined for purposes of the manufacturers' 
excise tax to mean: (A) All products conunonly or commercially known or sold 
as gasoline (including casinghead and natural gasoline); and (B) benzol, benzene, 
or naphtha, and any other liquid of a kind prepared, advertised, offered for 
sale or sold for use as, or used as, a fuel for tbe propulsion of motor vehicles, 
motorboats, or airplanes. The second group of products are referred to in the 
regulations (regulations dd relating to the taxes on gasoline, lubricating oil, and 
matches), as "class B products, " and it is these class B products with which your 
committee's amendment bill is concerned. 

Class B product are subject to tax only if offered for sale, sold as, or used as 
fuel for the propulsion of motor veliicles, motorboats, or airplanes. An impor- 
tant proportion of these prcducts is not used for such purposes, however, but 
for such exempt uses as solvents and tractor fuel. The manufacturer may sell 
these products free of tax if he obtains a certifiicate prior to or at the time of 
sale from the purchaser who certifies that he is going to use them for a non- 
taxable purpose. However, manufacturers generally have to sell the products 
on a tax-paid basis because the purchasers usually are distributors or dealers 
who buy the products for resale and not for use. In this situation, a class B 
product may be sold free of tax by the dealer to the ultimate consumer if the 
latter certifies that he is going to use it for a nontaxable purpose. The exemp- 
tion certificate signed by the consumer must then be sent by the dealer to the 
manufacturer so that the latter may take a credit or obtain a refund for the tax 
originally paid. The manufacturer can then adjust the dealer's account. Since 
there are a considerable number of consumers who buy class B products for 
nontaxable purposes, this procedure is cumbersome and costly. 
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Your committee's amendment rectifies this problem by changing the method of 
taxation of class 8 motor fuels. It eliminates the tax on those products at the 
r»anufacturers' level and imposes it at the retail dealers' level. It also provides 
that if the tax is not collected at the time of retail sale, and the consumer made 
a taxable use of the product, liability for tax then is to be incurred by the con- 
sumer. This is the system which now is used for the tax on diesel fuel. 

Liquid fuels, which have been subject to tax when used for the propulsion of 
a motor vehicle, motorboat, or airplane under existing law because they are 
within the distillation range of class B products (as provided in sec. 814. 80 of 
regulations 44), rerrrain subject to tax under your committee's bill. Liquid fuels 
which presently are nontaxable as being within the distillation range of kerosene, 
gas oil, or fuel oil continue their nontaxable status under the bill. The taxes 
on diesel fuel and products commonly or commercially known or sold as gasoline 
will continue to be taxed as under existing law. 

IV. EEFEGTIVE DkTE 

For the retail and manufacturers' taxes the new tax rates are to apply to sales 
on or after April 1, 19o4. Articles are not to be considered as sold prior to April 
1, 1954, unless possession, or right to possession, of the article passes before that 
date. However, in the case of (1) leases, (2) installment sales, (8) conditional 
sales, or (4) chattel mortgage installment arrangements, entered into before 
April 1, 1954, payments made after April 1, 1954, are to be subject to the new 
ra, tes. 

For admissions the new tax rates apply to amounts paid for admissions on or 
after April 1, 1954. Amounts collected before that date for admission on or after 
that date, to the extent of the rate reduction, are to be allowed as a credit or refund 
to the person who collected the tax if prior to the time of the admission he has 
repaid this amount to the person who bought the ticket. For the cabaret tax, the 
new rates apply with respect to periods after 10 a. m. on April 1, 1954. 

The new communications tax rates will apply with respect to amounts paid 
pursuant to bills rendered on and after April 1, 1954, for services rendered on 
and after such date, and for any services rendered in February and March for 
which no previous bill was rendered. 

The new rate of tax on transportation of persons applies with respect to 
amounts paid on and after April 1, 1954, for or in connection with transportation 
which begins on or after such date. A refund or credit provision similar to that 
described above in the ease of the admissions tax is applicable with respect to 
transportation tickets purchased before April 1, 1954, for use on or after that 
date. However, in this ease the bill also provides that transportation is not to be 
considered as having begun on or after April 1, 1954, if any part of the trans- 
portation paid for (or for which payment has become obligated for) commenced 
before April 1, 1954. 

CHANGES IN EXISTING LAW 

In compliance with subsection 4 of rule XXIX of the Standing Rules of the 
Senate, changes in existing law made by the bill are shown as follows (existing 
law proposed to be omitted is inclosed in black brackets; new matter is printed 
in italics; existing law in which no change is proposed is shown in roman): 

INTERNAL REVENUE CODE 

CHAPTER 9A — WAR TAXES AND WAR TAX RATES 

SEC. 1659. WAR TAX RATES OF CERTAIN MISCELLANEOUS TAXES. 

In lieu of the rates of tax specified in such of the sections of this title as are 
set forth in the following table, the rates applicable with respect to the period 
beginning with the eifective date of title III of the Revenue Act of 1948 rrrrd 

ending March 8I, 19$$, shall be the rates set forth under the heading "War Tax 
Rate": 



Section Description of tax Old rate 
/ 

War tax rate 

1700(a) 

1700(b) 

1700(c). 

1700(e) 
1710(a)(1) --- — ----- —-- 
1710(a)(2) 
2400 (ex(cent as respects 

watches selling at re- 
tail for not more than 
$65 and alarm clocks 
selling at retail for not 
more than $5). 

2401 
2402 
3268 

3406(a) (10) 
3465(a) (I) (A) 
3465(a) (2) (A. ) 
3465(a)(2)(B). 
3465(a) (3) - — - - — - — —— 
3469(a) - — - — — — - —- 
3469 (c) --- — — -- — —— 

Admissions 

Permanent use or lease of 
boxes or seats. 

Sales of tickets outside box 
of0ce. 

Cabarets, roof gardens, ctc 
Dues or membership fees 
Initiation fees 
Jewelry 

Furs 
Toilet preparations 
Billiard and pool tables; and 

bowline. alleys. 
Electric light bulbs and tubes 
Telephone, iong distance 
Leased wires, etc 
Wir&. and equipment service 
Local telephone service 
Transportation of persons 
Seats, berths, etc 

I cent for each 10 cents 
or fraction thereof. 

11 per centum 

11 per centum 

5 pcr centum. 
11 per centum 
11 per centum 
10 per centum. 

10 per centum 
10 per centum 
$10 per year per table; 

$10 per year per afiey. 
5 per centum 
20 per centum. 
15 per centum. 
5 per centum 
10 pcr centum 
10 per centum 
10 per centum 

I cent for each 5 cents 
or major fractiou 
thereof. 

20 pcr centum. 

20 per centum. 

20 per centum. 
20 per centum. 
20 per centum. 
20 per centum. 

20 per centum. 
20 per contum. 
$20 per year pcr table; 

$20 per year per alley. 
20 per centum. 
25 per centum. 
25 per centum. 
8 per centum. 
15 pcr centum. 
15 per centum. 
15 per centum. 

SEC. 1651. RETAILERS' EXCISE TAX ON LUGGAGE, ETC. 
(a) TAx. — There is hereby imposed upon the following articles (including in 

each case fittings or accessories therefor sold on or in c&&nnection with the sale 
thereof) sold at, retiiil a tax equivalent to $20$ 10 per centum of the price for 
which so sold: 

(1) Trunks, valises, trat elin ba s, suitcases, satchels, overnight bags, hat 
boxes for use by travelers, beach bags, bathing suit bags, brief eases made of 
leather or imitation leather, and salesmen's sample and display cases. 

(2) P~rses, handbags, yocl-etbooks, wallets, billfolds, and card, yass, and 
key eases. 

(6) Toilet cases and other cases, bags, and kits (without regard to size, 
shape, construction, or material from which made) for use in carrying toilet 
articles or articles of wearing apparel. 

SEC. 1656. FLOOR STOCKS REFUNDS ON DISTILLED SPIRITS, WINES 
AND CORDIALS, AND FERMENTED MALT LIQUORS. 

(a) IN GE3IERAL. — With respect to any article upon which tax is imposed under 
section 2600(a), 6060(a), or 3150(a), upon which internal revenue tax (including 
fioor stocks tax) at the applicable rate prescribed by such secti&ni has been paid, 
and which, on April 1, $1954$ 1955, is held by any yerson and intended for sale 
or for use in the manufacture or production of any article intended for sale, there 
shall be credited or refunded to such person (without interest), subject to such 
regulations as may be prescribed by the Secretary, an amount equal to tbe 
difference between the tax so paid and the rate made applicable to such articles 
on and after April 1, $10o4$ 1955, by such section, if claim for such credit or 
refund is filed with the Secretary prior to May 1, $10543 1955. 

(b) LIMITATIOES oiv ELIGIBILITY FQR CREDIT oR REFUI&D. — No person shall be 
entitled to credit or refund under subsection (a) unless (1) such person, for such 
period or periods both before and after April 1, $1054$ 1955 (but not extending 
beyond one year thereafter), as the Commissioner with the approval of the 
Secretary shall by regulations prescribe, makes and keeps, and files. with the 
Commissioner, such records of inventories, sales, and purchases as may be pre- 
scribed in such regulations; and (2) such person establishes to the satisfaction 
of the Commissioner, with respect to each kind of article for which refund is 
claiined by him under this section, that on arid after April 1, f1054/ 1955 and 
until the expiration of three months thereafter, the price at which articles of 
such kind were sold (until a number equal at least to tbe number on hand on 
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April 1, $105&4$ 1955 were sold) reflected, in such manner as the Commissioner 
n&ay by regulations prescribe with the approval of the Secretary, the amount of 
the tax reduction. 

(c) All provisions of law, including penalties, applicable in respect of internal 
revenue taxes on distilled spirits, wines, liqueurs and cordials, imported perfumes 
containing distilled spirits, and fermented malt liquors shall, insofar as applicable 
and not inconsistent with this section, be applicable in respect of the credits and 
refunds provided for in this section to the same extent as if such credits or 
refunds constituted credits or refunds of such taxes. 

SEC. 1657. FLOOR STOCKS REFUNDS ON ELECTRIC LIGHT BULBS. 
(a) IN GENERaL. — With respect to any article upon which tax is imposed under 

section 8406(a) (10), upon which internal revenue tax at the rate prescribed in 
section 1650 has been paid, and which, on the rate reduction date is held by any 
person and intended for sale, or for use in the manufacture or production of any 
article intended for sale, there shall be credited or refunded to the manufacturer 
or producer of such article (without interest), subject to such regulations as may 
be prescribed by the Commissioner with the approval of the Secretary, an amount 
equal to so much of the difference between the tax so paid and the tax that would 
have been paid if /section 16;&0 had not been applicableg the applicable rate had, 
bern 10 per centum, as has been paid by such manufacturer or producer to such 
person as reimbursement for the tax reduction on such articles, if claim for such 
credit or refund is filed with the Commissioner /prior to the expiration of three 
months after the rate reduction date3 prior to August 1, 195$, based upon a re- 
quest for reimbursement submitted by such person to the manufacturer or pro- 
ducer of such article prior to July 1, 195$. 

4I 

/SEC. 1658. TELEGRAPH, TELEPHONE, RADIO, AND CABLE FACIL- 
ITIES. 

f Notwithstanding section 1650, the rates therein prescribed with respect to the 
taxes imposed by section 8465(a) (1), (2), and (8) shall continue to apply with 
respect to amounts paid pursuant to bills rendered prior to the rate reduction 
date; and, in the case of amounts paid pursuant to bills rendered on or after the 
rate reduction date for services for which no previous bill was rendered, the 
decreased rates shaH applv except with respect to such services as were rendered 
more than two months before such date; and, in the case of services rendered 
more than two months before such date, the provisions of section 1650 and 8465 in 
effect at the time such services were rendered shall be applicable to the amounts 
paid for such services. 3 
SEC. 1659. DEFINITION OF "RATE REDUCTION DATE. " 

For the purposes of this chapter the term "rate reduction date" means fsuch 
date as the Congress shall by law prescribe April 1, 195/~. 

CHAPTER 10 — ADMISSIONS AND DUES 

SUBCHAPTER A — ADIIISSIOKS 
SEC. 1700. TAX. 

There shall be levied, assessed, collected, and paid- 
(a) SIKGLE oR SEsson TIGKET; SUBscRIPTIGN— 

(1) Rsrz. — A tax of 1 cent for each 10 cents or major fraction thereof of 
the amount paid for adnflssion to any place, including admission by season 
ticket or subscription. /NO tax shall be imposed on the amount paid for 
admission of a child under 12 years of age if the amount paid is less than 10 
cents. g No tax shall be imposed under this paragraph on the amount paid 
for admission— 

(A) if the amount paid for admission 1s 60 cents or less, or 
(B) in the case of a season ticlcet or subscription, if tl&e amount which 

would be charged to the holder or subscriber for a single admission is 60 
cents or less. 



Note. — The rate of tax presently in effect for admission, including admission 
hy season ticket or subscription, is the temporary war rate of 1 cent for each 
5 cents or major fraction thereof as provided in section 1650 of the Internal 
Revenue Code, which under the bill expires March 31, 1954. 

(2) BY wHGM PAID. — The tax imposed under para "raph (1) shall be paid 
by the person paying for such admission. 

(8) CERTAINRACE TRACKS — In lic» of the tas 1222posed under paragraph, 
(I), a taa of 1 cent for each 5 cents or major fraction thereof of the a»2ount 
paid for admission, to any place (i»cl»ding ad»2ission by season ticket or 
subscription) if the principal amusement or recreat'ion offered uith respect 
to such, admission is horse or dog racing at a race track. The tas: i»2posed 
under this paragraph shall be paid by the person, paying for such ad»2ission. 

(b) PzzMANzNI Usz oa LEABE oF Boxzs os SzAIs. — 
(1) RATz. — In the case of persons having the permanent use of boxes or 

seats in an opera house or any place of amusement or a lease for the use of 
such box or seat in such opera house or place of amusement (in lieu of the 
tax imposed under paragraph (1) or (8) of subsection (a) ), a tax equivalent 
to $113 10 per centum (20 per centum if paragraph, (8) of subsection (a) 
u2o2dd other2eise appLy) of the amount for which a similar box or seat is sold 
for each performance or exhibition at which the box or seat is used or re- 
served by or for the lessee or holder. 

Note. — The rate of tax presently in effect on permanent use or lease of boxes 
or seats is the temporary war rate of 20 per centum as provided in section 1650 
of the Internal Revenue Code, which under the bill expires March 31, 1954. 

(c) SALzs OUIsmz Box OFFIcz. — 
(1) RAIz. — Upon tickets or cards of admission to theaters, operas, and 

other places of amusement, sold at 21ews stands, hotels, and places other than 
the ticket ofilces of such theaters, operas, or other places of amusement, at a 
price in excess of the sum of the established price therefor at such ticket 
otficesplusthe amountof any tax imposed underparagraph (1) or (8) of sub- 
section (a), a tax equivalent to f11/ 10 per centum (20 per centum if para- 
graph (8) of subsection (a) u:ould otheruise apply) of the amount of such 
excess. 

Note. — The rate of tax presently in effect on sales outside box o%ce is the 
temporary war rate of 20 per centum as provided in section 1650 of the Internal 
Revenue Code, which under the bill expires March 31, 1954. 

(e) TAx oN CADAszrs, Roos GAB»zNS, ETC. — 
(1) RArz. — A tax equivalent to f53 10 per centum of all amounts paid for 

admission, refreshment, service, or merchandise, at any roof garden, cabaret, 
or other similar place furnishing a public performance for profit, by or for 
any patron or guest who is entitled to be present during any portion of such 
performance. ~ ~ * No taa; shall be applicable under this paragraph on. 
account of an amount paid for an admission mith respect to u;hich taa is 
imposed under subsection (a) (8). 

Note. — The rate of tax presently in effect on cabarets, roof gardens, etc. , is 
the temporary war rate of 20 per centum as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 31, 1954. 

SEC. 1701. EXEMPTIONS FROM TAX. 
No tax shall be levier under this subchapter in respect of- 
(a) CERTAIN RELIGIoUB EDUCAIIGNAL, oz CHARITADLE ENTzRTAINIIzNTs 

EIC. — 
(1) IN GzNzzAL. — Except as provided in paragraph (2), any admissions all 

the proceeds of which inure— 
(A) exclusively to the benefit of- 

(i) a church or a convention or association of churches; 
(ii) an educational institution which is exempt under section 

101(0) or which is an educational institution of a government or 



political subdivision thereof, if such organization normally maintains 
a regular fa. . ulty and curriculum and normally has a regularly organ- 
ized body sf pupils or students in attendance at the place where its 
educational activities are regularly carried on; 

(iii) a corporation or any community chest, fund, or foundation 
organized and operated exclusively for charitable purposes, exempt 
under section 101(6), if such corporation or organization is sup- 
ported, in whole or in part, by funds contributed by the United 
States or any State or political subdivision thereof, or is primarily 
supporte1 b contributions from the general public; 

(iv) a society or organization conducted for the sole purpose of 
maintaining symphony orchestras or operas and receiving substantial 
support from voluntary contributions; 

(v) an organization (organized prior to October 1, 1951) which 
is exempt unrler section 101(6) and which is operated for the pur- 
pose of conducting an annual chautauqua program of educational, 
cultural, and religious activities at a permanent location- 

if no part of the net earnings thereof inures to the benefit of any private 
stockholder or individual; 

(B) exclusively to the benefit of National Guard organizations, Re- 
serve oificers' associations or organizations, posts or organizations of war 
veterans, or auxiliary units or societies of any such posts or organizations, 
if such posts, organizations, units, or societies are organized in the 
United States o" any of its possessions, and if no part of their net earn- 
ings 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 municipality or exclusively to a retirement, 
pension, 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) NoNzxEMrr znMrssrozs. — The exemption provided under paragraph 
(1) shall not apply in the ease of admissions to (A) 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 schoolsg between teams composed of students from 
elementary or secondary schools, the entire gross proceeds from such game 
inure to rhe benefit of a hospital for crippled children, (B) wrestling matches, 
prize fights, or boxing, sparring, or other pugilistic matches or exhibitions, 
(C) carnivals, rodeos, or circuses in which any professional performer or 
operator participates for compensation, or (D) any motion picture exhibition. 
Clauses (A) and, (B) shall not applyin the case of any athletic erent betueen 
educational institutions held during the regular athletic season for such 
erent, if the proceeds therefrom inure exclusively to the benefit of such 
institutions. 

(e) (1) HoMz AND GARDEN TorIas. — Any admission to a home or garden which 
is temporarily opened to the general public as part of a program conducted by 
a society or organization to permit the inspection of historical homes and 
gardens — if no part of the net earnings thereof inures to the benefit of any private 
stockholder or individual. 

f(2) Hrsronrc Srrzs. — Any admissions to historic sites, houses, and shrines, 
and museums conducted in connection therewith, maintained and operated by 
a society or organization devoted to the preservation and maintenance of such 
historic sites, houses, shrines, and museums — if no part of the net earnings thereof 
inures to the benefit of any private stockholder or individual. j 

(8) HlsT0Rlc SITEs, MUsEUMs, AND PLANETARIUMs. — Any admission to an 
historic site, house, or shrine, to a museum of history, art, or science, to a plane- 
tarium, or to any exhibition in, connection uith any of the foregoing, operated 

(A) by any State or political subdivision, thereof or by the United States or 
any agency orinstrun;entality thereof — if the proceeds therefrom inure exclu- 
sively to the benefit of the State, political subdivision, United States, agency, 
or instrumentality, or 

(B) by any society or organi-ation not organized for profit — if no part of 
the net earnings thereof inures to the benefit of any private stockholder or 
indi ri dual. 

For the purposes of subparagraph (A. ), the term "State" includes Alaska, Hatcati, 
and the District of Columbia. 
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SUBCHAPTER B — D'UFS 
SEC. 1?10. TAX. 

(a) RATE. — There shall be levied, assessed, collected, and paid— 
(1) DUEs oR 5IEMBERBHIP FEEs. — A tax eqnivalent to f11/ 20 per centum 

of any amount paid as dues or membership fees to any social, athletic, or 
sporting club or organization, if the dues or fees of an active resident annual 
member are in excess of $10 per year. 

Note. — The rate of tax presently in effect on dues or membership fees is the 
temporary war rate of 20 per centum as provided in section 1650 of the Internal 
Revenue Code, which under the bill expires March 31, 1054. 

(2) INITIATIGN FEEs. — A tax equivalent to gllg 29 per centum of any 
amount paid as initiation fees to such a club or organization, if such fees 
amount to more than $10, or if the dues or membership fees, not including 
initiation fees, of an active resident annual member are in excess of $10 
per year. 

Note. — The rate of tax presently in effect on initiation fees is the temporary 
war rate of 20 per centum as provided in section 1650 of the Internal Revenue 
Code, which under the bill expires March 81, 1054. 

CHAPTER lo — TOBACCO, SNUFF, CIGARS, AND CIGARETTES 

SUBcHAPTER A. — RATE ANB PAT5IENT oF TAx 

SEC. 2060. RATE OF TAX. 

(c). CIGARs ANU CIGARETTEs. — Upon cigars and cigarettes manufactured in or 
imported into the United States, which are sold by the manufacturer or importer, 
or removed for consumption or sale, there shall be levied, collected, and paid the 
following taxes: 

(2) CIGARETTES. — On cigarettes made of tobacco, or any substitute there- 
for, and weighing not more than three pounds per thousand, 64 per thousand 
until April 1, $1954$ 1955, and $8. 50 per thousand on aud after April 1, 
C19543 1955; 

Weighing more than three pounds per thousand, $8. 40 per thousand; 
except that if more than 6I/z inches in length they shall be taxable at the rate 
provided in the preceding paragraph, counting each 2R/A inches (or fraction 
thereof) of the length of each as one cigarette. 

The tax imposed by this subsection shali be in addition to any import 
duties imposed upon imported ciga. rs and cigarettes. 

(g) FLOOR STOCKS REFUNDS ON CIGARETTES. — 
(1) IN GENERAL. — With respect to cigarettes, weighing not more than 

three pounds per thousand, upon which the tax imposed by subsection (c) 
(2), or upon which floor stocks tax imposed by subsection (f ), has been paid, 
and which, on April 1, $1IJ54$ 1955, are held by any person and intended for 
sale, or are in transit from foreign countries or insular possessions of the 
United States to any person in the United States for sale, there shall be 
credited or refunded to such person (without interest), subject to such regu- 
lations as may be prescribed by the Secretary, an amount equ;xl to the dif- 
ference between the tax paid on such cigarettes and the tax made applicable 
to such articles on April 1, e(B)5&4$ 1955, if claim for such credit or refund is 
filed with the Secretary prior to July 1, $BJ51$ 1955. 

(2) LIIIITATIGNS oN ELIGIBILITY FoR cREDIT, oR REFUNn. — No person 
shall be entitled to credit or refund under paragraph (1) unless (A) such 
person, for such period or periods both before and after April 1, $1054$ 1955 
(but not extending beyond one year thereafter), as the Secretary shall by 
regulations prescribe, makes and keeps, and files with the Secretary such 
records of inventories, sales, and purchases as may be prescribed in such 
regulations; and (B) such person establishes to the satisfaction of the Sec- 
retary, with respect to the cigarettes for which credit or refund is claimed by 
him under this section, that on and after April 1, l1054$ 1955, and until the 



expiration of three months thereafter, the price at which cigarettes of such 
class were sold (until a number equal at least to the number on hand on April 
1, $1054$ 1955, were sold) reflected, in such manner as the Secretary may by 
regulations prescribe, the amount of the tax reduction. 

(g) PENALTY AND ADMINISTBATIVK PBOCEDUBEs. — All provisions of law, 
including penalties, applicable in respect of internai revenue taxes on ciga- 
rettes shall, insofar as applicable and not inconsistent with this subsection, 
be applicable in r& spect of the credits and refunds provided for in this subsec- 
tion to the same extent as if such credtts or refunds constituted credits or 
refunds of such taxes. 

III 

CHAPTER 20 — /DIESEL FUEL/ SPECIAL FUELS 

SEC. 2450. TAX ON DIESEL FUEL. 
/There is hereby imposed a tax of 2 cents a gallon upon any liquid (other than 

any p oduct taxable under section 2412)— 
f (1) sold by any person to an owner, lessee, or other operator of a diesel- 

powered highway vehicle, for use as a fuel in such vehicle, or 
g(2) used by any person as a fuel in a diesel-powered highway vehicle 

unless there was a taxable sale of such liquid und r clause (1). 
On and after April L 1&4, tbe tax imposed by this section shall be 1IIs cents a 

gallon in lieu of 2 cents a gallon. J 
(a) DIEAEL I'UEI. . — There is hereby imposed a tax of 2 cents a gallon upon any 

liquid (other than any product taxable under section 8III2)— 
(1) sold by any person to an owner, lessee, or other operator of a diesel- 

powered highuay vehicle, for use as a fuel in such vehicle; or 
(2) used by any person as a fuel in a diesel-powered higltwayvehicle unless 

there u;as a taxable sale of such liquid under paragraph, (1). 
(b) SREVIAL MopoR FUEL. — There is hereby imposed a tax of 2 cents a gallon 

upon benzol, benzene, naphtha, liquelied petroleum gas, or any other liquid (other 
than kerosene, gas oil, or fuel oil, or any product taxable u~der section 8III2 or 
subsection (a) of this section)— 

(1) sold by any person to an owner, lessee, or other operator of a motor 
vehicle, motorboat, or airplane for use as a fuel for the propulsion of such, 
motor vehicle, motorboat, or airplane; or 

(2) used by any person as a fuel for the propulsio~ of a motor vehicle, 
tnotorboat, or airplane unless there u:as a taxable sale of such liquid under 
paragraph (1). 

(c) RATEREDUCTION. — On and after April 1, 1055, the taxes imposed by this 
section shall be it/q cents a gallon in lieu of 2 cents a gallon. 

s III u 

SEC. 2452, CREDITS AND REFUNDS. 

g(a) NoN-TAXABLE USE OB SALE BY VENDEE. — A credit against tax under this 
chapter, or a refund, may be allowed or made to a person in the amount of tax 
paid by him under this chapter with respect to his sale of any liquid to a vendee 
for use as fuel in a diesel-powered highway vehicle, if such person establishes, in 
accordance with regulations prescribed by the Secretary, that— 

K(l) the vendee used such liquid otherwise than as fuel in such a vehicle 
or resold such liquid, and 

g(2) such persou has repaid or agreed to repay the amount of such tax to 
such vendee, or has obtained the consent of the vendee to the allowance of 
the credit or refund. 

No interest shall be allowed with respect to any amount of tax credited or re- 
funded under the provisioi s of this subsection. 'J 

(a) NOiVTA yABLE USE OR SALE BY VENDEE. — A credit against tax under this 
chapter, or a refund, may be allowed or made to a person in the amount of tax 
paid by liim under this cliapter with rcspcct to his sale of any liquid to a vendee 
for use as fuel in a diesel-pou et ed highu ay vehicle, or uith respect to his sale of 
benzol, benzene, naphtha, liquefied petroleum gas, or any other liquid to a vendee 
for use as fuel for the propulsion, of a motor «chicle, motorboat, or airplane, if 
such person establishes, in, accordance with regulations prescribed by the Secre- 
tary, that— 
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(1) either— 
(A) the vendee used such liquid otheruise than as fuel in suck a 

vehicle, motorboat, or airplane or resold such liquid; or 
(I7) such liquid u:as used or u as resold for use for any of the purposes, 

but subject to the conditions, provided tn section, 84511 and 
(2) such person has repaid or agreed to repay the amount of such tav to 

such rendee, or has obtained the consent of the vendee to the otto&canoe of' the 
credit or refund. 

No interest shalt bc allou'cd u;ith, respect to any an&ount of tax credited or re- 
funded under the p&ovisions of this subsection. 

SKC. 2453. TAX-FREE SALES. 
Under regulations prescribed by the Secret&. ry, no tax under this chapter shall 

be imposed with respect to the sale of any liquid for the exclusive use of any 
State, Territory of the United States, or any political subdivision of the foregoing, 
or the District of Colu&nbia, or with respect to the use by any of the foregoing 
of any liquid gas fuel in a diesel-powered highway vehicle. g covered bti this 
chapter. 

'4t 4 u 

SEC. 2d50. EXEMPTION OF SPECIAL MOTOR FUELS USED FOR CER- 
TAIN VESSELS. 

The exemption fro&n tax under chapter 29 provided in section yq&51 shall also 
apply to the tax imposed under section 27750(b). 

s 

CHAPTER 25 — FIREARMS 

SuncHAPTER A — PIsTGLS AND REVGLVERs 

SEC. 2700. TAX. 

(a) RATE. — Tl&ere shall be levied, assessed, collected, and paid upon pistols 
and revolvers sol&l or leased by the manufacturer, producer, or importer, a tax 
equivalent to flip 10 per centum of the price for which so sold or leased. 

CHAPTER 20 — LIQUOR 

SERGHAPIER A, — DIsTILLED SPIRITs 

PART I — PROVISIONS RELATING To TAX 

SEC. 2800. TAX. 

(a) RATE. 

(1) DISTILLED SPIRITS GENERALLT. — There shall be levied and collected on 
all distilled spirits in bond or produced in or imported into the United States 
an internal revenue tax at the rate of $10. 50 on each proof gallon or wine 
gallon when below proof and a proportionate tax at a like rate on all frac- 
tional parts of such proof or wine gallon, to be paid by the distiller or im- 
porter when vvithdrawn from bond. On and after April 1, $1954$ 1955, the 
rate of tax imposed by this paragraph shall be $9 in lieu of $10. 50. 

5/I 

(3) IMPoRTED PERPUNIEs coNTAINING DISTILIED sPIRITs. — There shall be 
levied and collected upon all perfumes imported into the United States con- 
taining distilled spirits, a tax of $10. 50 per wine gallon, and a proportionate 
tax at a like rate on all fractional parts of such wine gallon. Such tax shall 
be collected by the collector of customs and deposited as internal revenue 
collections, under such rules and regulations as the Commissioner, with the 
approval of the Secretary, may prescribe. On and after April 1, $1954$ 1955, 
the I'ate of tax imposed by this paragraph shall be $9 in lieu of $10. 50. 
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SEO. 3030. TAX. 
SUBCHAPTER B — WINKS 

(a) RATE. — 
(1) STII. I. wINES. — 

(A) Imposition, — Upon all still wines, including vermouth, and all 
artificial or imitation wines or compounds sold as still wine, produced in 
or imported into the United States on or after the effective date of sec- 
tion 452(a) of the Revenue Act of 1951, or which on such date were 
on any winery premises or other bonded premises or in transit thereto 
or at any customhouse, there shall be levied, collected, and paid taxes 
at rates as follows, when sold, or removed for consumption or sale: 

On wines containing not more than 14 per centum of absolute alcohol, 
14 cents per wine-gallon, the per centum of alcohol under this section to 
be reckoned by volume and not by weight, except that on and after 
April 1, f1954/ 1955, the rate shall be 15 cents per wine-gallon; 

On &~ines containing more than 14 per centum and not exceeding 
21 per centum of absolute alcohol, 67 cents per mine-gallon, except that 
on and after April 1, f1954/ 1955, the rate shall be 60 cents per wine- 
gallon; 

On wines containing more than 21 per centum and not exceeding 24 
per centum of absolute alcohol, $2. 25 per wine-gallon, except that on 
and after April 1, f1954/ 1955, the rate shall be $2 per wine-gallon; 

All such wines containing more than 24 per centum of absolute alcohol 
by volume shall be classed as distilled spirits and shall pay tax accord- 
ingly. 

Any such wines may, under such regulations as the Commissioner 
may prescribe, with the approval of the Secretary, be sold or removed 
tax-free for the manufacture of vinegar, or for the production of dealco- 
holized wines containing less than one-half of 1 per centum of alcohol 
by volume. 

The taxes imposed by this subparagraph (A) of this paragraph shall 
not apply to dealcoholized wines containing less than one-half of 1 per 
centum of alcohol by volume; nor, subject to regulations prescribed by 
the Commissioner, with the approval of the Secretary, to wines produced 
for the family use of the duly registered producer thereof and not sold 
or otherwise removed from the place of manufacture and not exceeding 
in any case two hundred gallons per year. 

(2) SPABKLING wINEs, LIQUEURs, AND coRDIAI. s. — Upon the following 
articles which are produced in or imported into the United States, on or 
after the eifective date of section 452(a) of the Revenue Act of 19ol, or 
which on such date are on any vvinery premises or other bonded premises or 
in transit thereto or at any customhouse, there shall be levied, collected, and 
paid, in lieu of the internal-revenue taxes imposed thereon by law prior to 
such date, taxes at rates as follows, when sold, or removed for consumption 
or sale: 

On each bottle or other container of champagne or sparkling wine, 17 cents 
on each one-half pint or fraction thereof, except that on and after April 1, 
f19543 1955, the rate shall be 15 cents on each one-half pint or fraction 
thereof; 

On each bottle or other container of artificially carbonated wine, 12 cents 
on each one-half. pint or fraction thereof, except that on and after April 1, 
f1954/ 1955, the rate shall be 10 cents on each one-half piut or fraction 
thereof; 

On each bottle or other container of liqueurs, cordials, or similar com- 
pounds, by whatever name sold or offered for sale, containing sweet wine, 
citrus-fruit wine, peach wine, cherry wine, berry wine, apricot wine, prune 
wine, plum wine, pear wine, pawpaw wines, papaya wines, pineapple wines, 
cants. loup wines, or apple wine, fortified, respectively, with grape brandy, 
citrus-fruit brandy, peach brandy, cherry brandy, berry brandy, apricot 
brandy, prune brandy, plum brandy, pear brandy, pawpaw brandy, papaya 
brandy, pineapple brandy, cantaloup brandy, or apple brandy, 12 cents on 

each one-half pint or fraction thereof, except that on and after April 1, f19541 
1955, the rate shall be 10 cents on each one-half pint or fraction thereof; 



Any of the foregoing articles containing more than 24 per centum nf 
absolute alcohol by volume (except vermouth, liqueurs, cordials, and siniil:ir 
compounds made in rectifvin plants an&1 containing tax-paid sweet wine, 
citrus-fruit wine, peach wine, cherry wine, berry ivine, apricot vvine, prune 
wine, plum ivine, pear wine, pawpaw ivines, papaya vvines, pineapple wines, 
cantaloup wines, or apple wine, fortifi;d, respectively with grape brandy, 
citrus-fruit brandy, peach brandy, cherry brandy, berry brandy, apricot 
brandy, prune brandy, plum brandy, pear brandy, paivpaw brandy, papaya 
brandy, pineapple brandy, cantaloup brandy, or apple brandy) shall be 
classed as distilled spirits and shall be taxed a&cnrdingly. 

The Commissioner, under regulations prescribed by him, v ith tlie approval 
of the Secretarv, is authorized to remit, refund, an&1 pay bacl the amount 
of all taxes on such liqueurs, cordials, and siiuilar coinpounds paid by or 
assessed a ainst rectifiers at the distilled spirits rate prior to June 20, 19M 

SUBcHAKI'ER D — FERRIEBTED LiqUoas 

SEC. 3150. TAX. 

(a) RATE. — There shall be levied and colIected on all beer, lager beer, ale, 
porter, and other similar fermented liquor, containing one-half of 1 per centum, 
or more, of alcohol, brewed or manufactured and sold, or removed for consump- 
tion or sale, within the United States, or imported into the United States, by 
whatever name such liquors may be called, a iax of $9 for every barrel containing 
Iiot more than thirty-one gallons, and at a like rate for any other quantity or for 
the fractional parts of a barrel authorized arid deQned by law. On and after 
April 1, $1954l 1055, the tax imposed by the preceding sentence shall be at the 
rate of 38 in lieu of $0. In estimating and computing such tax, ihe fractional 
parts of a barrel shall be halves, thirds, quarters, sixihs, and eighths; and any 
fractional part of a barrel, containing less than one-eighth, shall be accounted 
one-eighth; more than one-eighth, and not more than one-sixth, shall be accounted 
one-sixth; iuore than one-sixth, and not more than one-fourth, shall be accounted 
one-fourth; more than one-fourth, and not more than one-third, shall be accounted 
oue-third; more than one-third, and not more than one-half, shall be accounted 
one-half; inore than one-half, and not more than one barrel, shall be accounted 
one barrel; and more than one barrel, and not more tlian sixty-three gallons, 
shall be accounted two barrels, or a hogshead. 

The provisions of this section requiring the accounting of hogsheads, barrels, 
and fractional parts of barrels at the next higher quantity shall not apply where 
the contents of such hogsheads, barrels, or fractional parts of barrels are within 
the limits of tolerance established by the Cominissioner by regulations which he 
is hereby authorized to prescribe with the approval of the Secretary; and no 
assessment shall be made and no tax shall be collected for any excess in any case 
where the contents of the hogsheads, barrels, or fractional parts of barrels here- 
tofore or hereafter used are iviihin the limits of the tolerance so prescribed. 

CHAPTER 27 — OCCUPATIOi(AL TAXES 

SVBcHAPTER A. — SPEGIAL PRDVISIoÃs 

SEC. 3250. TAX. 
PART VII — LIqi. OB 

Ill 

(1) hiAKUFAOTURERS oR PR0DUGERs CF DEBIGNATED h(or&BEvERAGE PRGDvcTs. — 
(5) DRAwBAcK. — In the case of distilled spirits tax-paid and used as 

provided in this subsection, a drawback shall be allowed— 
(A) at the rate ot $0 on each proof gallon upon which tax is paid at a 

rate of $0 per proof gallon prior to the effective date of section 402 of 
the Revenue Act of 1051, 

(B) at the rate of 3!). 50 on each proof gallon upnn which tax is paid at 
a rate of $10. 50 per proof gallon on and after the eifective date of sect. ion 
462 of the Reveuue Act of 1051, and 



((. ". ) at the rate of . 'j8 on each proof gallon upon which tax is paid at 
a rate of $9 pcr proof gallon after March 31, f1954/ 1955. 

Such drawback shall be due and payable quarterly upon tiling of a proper 
clahn with the Secretary. No claim under this subsection shall be allowed 
unless fiied with the Secretary within the three months next succeeding the 
quarter for 'which the drawback is claimed. 

PART x — BOWLING ALLEYS, AND BILLIARD AND POOL TABLES 

SEC. 3268. TAX ON BOWLING ALLEYS, AND BILLIARD AND POOL 
TABLES. 

(a) RATE. — Every person who operates a bowling alley, billiard room, or pool 
room shall pay a special lax of $310$ $90 per year for each bowling alley, billiard 
table, or pool table. Everv building or place where bowls are thrown or where 
games of billiards or pool are played, except in private homes, shall be regarded 
as a bowling alley, billiard room, or pool room, respectively. No tax shall be 
imposed under this section with respect to a billiard table or pool table in a hos- 
pital if no charge is made for the use of such table. The tax imposed under this 
section shall not apply for nny period beginning after June 30, 1952, with respect 
to any bowling alley, billiard table, or pool table maintained exclusively for the 
use of members of the Armed Forces on any propertv owned, reserved, or used by, 
or otl. erwise acquired for the use of, the United States if no charge is made for 
their use. 

f)tote. — The rate of tax presently in eilect on bowling alleys and billiard and 
pool tables is the temporary war rate of $20 as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 31, 1954. 

e 

CHAPTER 29 — MANUFACTURERS' EXCISE AND IMPORT TAXES 

SUBCHAPTER A — MANUFACTURERS' EECISE TARES 

SEC. 3403. TAX ON AUTOMOBILES, ETC. 
There shall be imposed upon the following articles sold by the mnnufacturer, 

producer, or importer, a tax equivalent to the following percentages of the price 
for which so sold: 

(a) Automobile truck chassis, automobile truck bodies, automobile bus chassis, 
automobile bus bodies, truck and bus trailer and semitrailer chassis, truck and 
bus trailer and semitrailer bodies, tractors of the kind chiefly used for highway 
transportation in combination with a trailer or semitrailer (including in each of 
the nbove cases yarts or accessories therefor sold on or in connection therewith 
or with the sale thereof'), 8 per centum, except that on and after April 1, f19541 
1955, the rate shall be 5 per centum. A sale of an automobile truck, bus, truck 
or bus trailer or semitrailer shall, for the purposes of this subsection, be consid- 
ered to be a sale of the chassis and of ihe body. 

(b) OTHER CHAssIs AND BCDIEs, ETc. — Other automobile chassis and bodies, 
chassis and bodies for trailers nnd semitrailers (other than house trailers) suit- 
able for use in connection with passenger automobiles, and motorcycles (including 
in each case parts or accessories therefor sold on or in connection therewith or 
with the sale thereof), except tractors, 10 per centum, except that on and after 
Ayril 1, f19547 1955, the rate shall be 7 per centum. A sale of an automobile, 
trailer, or semitrailer shall, for the purposes of this subsection, be considered to 
be a sale of the chassis and of the body. 

(c) Parts or acressories (other than tires and inner tubes and other than radio 
and television receiving sets) for any of the articles enumerated in subsection (a) 
or (b), 8 pcr centum, except that on and after ApIil 1, f1954/ 1955, the rate 
shall be 5 per centuin. Iror the purposes of this subsection and subsections 
(a) and (b), spark plugs, storage batteries, leaf springs, coils, timers, and tire 
chains, which are suitable for use on or in connection Ivith, or as component 
parts of, any of the articles enumerated in subsection (a) or (b), shall be con- 
sidered parts or accessories for such nrticlers whether or not Primarily adayted 
for such use. This subsection shall not apply to chnssis or bodies for automobile 
trucks or other automobiles. Under regulations prescribed by the Comnfis- 
sioner, with the approval of the Secretar v, the tax under this subsection shall not 



apply in the case of sales of parts or accessories by the manufacturer, producer, 
or importer to 'a manufacturer or producer of any of the articles enumerated in 
subsection (a) or (b). If any such parts or accessorids are resold by such vendee 
otherwise than on or in connection with, or with the sale of, an article enumer- 
ated in subsection (a) or (b) and nmnufactured or produced by such vendee, 
then for the purposes of this section the vendee shall be considered the manufac- 
turer or producer of the parts or accessories so resold. In determining the sale 
price of a rebuilt automobile part or accessory there shall be excluded from the 
price, in accordance with regulations prescribed by the Secretary, the value of a 
like part or accessory accepted in exchange. 

(f) FLOOR S TOCKS REEL&NDS. — 
(1) I) here before April 1, 1955, any article subject to the taz imposed by 

subsection (a) or (b) has been, sold by the manufacturer, producer, or im- 
porter, and is on such date held by a dealer and has not been used and is in- 
tcn&lcd for sale, there shall be credited or refunded (without interest) to the 
manufacturer, producer, or Anport&'r an amount equal, to the difference be- 
tween the tav paid by such manufacturer, producer, or importer on his sale 
of the article «nd the amount of tax made applicable to such article on, and 
after April 1, 1955. 

(8) As used in this subsection, the term "dealer" includes a wholesaler, 
jobber, distributor, or retailer. For the purposes of this subsection, an, ar- 
ticle shall be considered as "held by a dealer" if title thereto has passed to 
such dealer (&el&ether or not delivery to him has been made), and if for 
purposes of consumption title to such article or possession thereof has not 
at any time been transferred to any person other than a dealer. 

(8) Under regulations prescribed by the Secretary, the refund provided by 
this subsection may be made to the dealer instead of the manufacturer, pro- 
ducer, or importer, if the manufacturer, producer, or importer waives any 
claim for the amount so to be refunded. 

(4) When the credit or refund prorided for in this subsection has been 
allowed to the manufacturer, producer, or importer, he shall remit to the 
dealer to whom was sold the article in respect of uhich the credit or refund 
was allowed so much of that amount of the tax corresponding to the credit 
or refund as was included in or added to the price paid or agreed to be paid 
by the dealer. 

(5) No person shall be entitled to credit or refund under this subsection, 
unless (A) he has in his possession such, evidence of the inventories with, 
respect to which the credit or refund is claimed as may be required by regu- 
lations prescribed, under this subsection, and (8) claim for such cred&t or 
refund is filed with the Secretary before July 1, 1g55. 

(8) Alt provisions of taw, including penalt'&es, applicable in respect of the 
tav imposed under subsections (a) and (b) shall, , insofar as applicable and 
not inconsistent tcith this subsection, be applicable in respect of the credits 
and refunds provided for in this subsection. 

u 

SEC. 3406. EXCISE TAXES IMPOSED BY THE REVEf&(UE ACT OF 1941. 

(a) IuroszrzoN. — There shall be imposed on the following articles, sold by the 
manufacturer, producer, or importer, a tax equivalent to the rate, on the price for 
which sold, set forth in the following paragraphs (including in each case parts or 
accessories of such articles sold on or in connection therewith, or with the sale 
thereof): 

(I) Sr''rico ooons. — Badminton nets; bndminton rackets (measuring 22 
inches over all or more in length); badminton racl-et frames (measuring 22 
inches over all or more in length); badminton racket string; b&nlminton 
shuttlecocks; badminton standards; billiard and pool tables (measuring 45 
inches over all or more in length); billiard and pool balls nnd cues for such 
tables; bowling balls and pins; clny pigeons and traps for throwing clay 
pigeons; cricket balls; cricket bats; croquet balls and mallets; curling stones; 
deck tennis rings, nets, and posts; golf bags (measuring 26 inches or more in 
length); golf halls; golf clubs (measuring 30 inches or more in length); 
lacrosse balls; lncrosse sticks; polo balls; polo mallets; skis; ski poles; snow 
shoes; snow toboggans and sleds (measuring more than 60 inches over all in 
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Iength); squash balls; squash rackets (measuring 22 inches over all or more 
in length); squash racket frames (measuring 22 inches over all or more in 
length); squash racket string; table tennis tables, balls, nets, and paddies; 
tennis balls; tennis nets; tennis rackets (measuring 22 inches over all or 
more in length); tennis racket frames (measuring 22 inches over all or more 
in length); tennis racket string; f15 per centum, except that on and after 
April 1, 1054, the rate shall be 10 per centum;g fishing rods, creels, reels, and 
artificial lures, baits, and flies; 10 per centum. 

(4) PHoroGBAFHzc AFFARArvs. — Cameras and camera lenses, and unex- 
posed photographic film in rolls (including motion picture film), $20$ 10 per 
centum. The tax imposed under tliis paragraph shall not apply to X-ray 
cameras, to cameras weighing more than four pounds exclusive of lens and 
accessories, to still camera lenses having a focal length of more than one 
hundred and twenty millimeters, to motion picture cameras lenses having a 
focal length of more than thirty millimeters, to X-ray film, to unperforated 
microfilm, to film more than one hundred and fifty feet in length, or to film 
more than twenty-five feet in length and more than thirty millimeters in 
width, Any person who acquires unexposed photographic film not subject 
to tax under this paragraph and sells such unexposed film in form and dimen- 
sions subject to tax hereunder (or in connection with a sale cuts such film 
to form and dimensions subject to tax hereunder) shall for the purposes of 
this subsection be considered the manufacturer of the film so sold by him. 

(10) ELKGTRIc LIGHT BULBS AND TUBEs. — Electric light bulbs and tubes, 
not inclnrling articles taxable under any other provision of this subchapter, 
pe 10 per centum. 

Note. — The rate of tax presently in elfect on electric light bulbs and tubes is 
the temporary war rate of 20 per centum as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 31, 1954. 

SEC. 3407. TAX ON FIREARMS, SHELLS, AND CARTRIDGES. 
There shall be imposed upon firearms, shells, and cartridges, sold by the man- 

ufacturer, producer, or importer, a tax equivalent to f11I 10 per centum of the 
price for which so sold. The tax imposed by this section shall not applv (1) to 
articles sold for the use of any State, Territory of the United States, or political 
subdivision thereof, or the District of Coluir. bia, or (2) to pistols and revolvers. 

The taxes imposed by this section shall not apply to any firearm on which the 
tax provided by section 2720 has been paid. 

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

SEC. 3408. TAX ON MECHANICAL PENCILS, FOUNTAIN AND BALL- 
POINT PENS, AND MECHANICAL LIGHTERS FOR CIGARETTES, 
CIGARS, AND PIPES. 

(a) IMFosITIGN QF TAx. — There shall be imposed on the following articles, 
sold by the manufacturer, producer, or importer, a tax equal to $15$ 10 per 
centum of the price for which so sold: Mechanical pencils, fountain pens, and ball- 
point pens; mechanical lighters for cigarettes, cigars, and pipes. 

k !II 

SEC. 3409. TAX ON MATCHES. 

(a) MANvFAcrURERs' TAx. — There shall be imposed upon matches sold by 
the manufacturer, producer, or importer, a tax of 2 cents per 1, 000 matches 
but not more then 10 per centum of the price for tckich so sold, except that in the 
ease of fancy wooden matches and wooden matches having a stained, dyed, or 
colored stick or stem, Packed in boxes or in bulk, the tax shall be 5i/s cents Per 
1, 000 matches. 

s 

SEC. 3412. TAX ON GASOLINE. 

(a) There shall be imposed on gasoline sold by the producer or iinporter thereof, 
or by any producer of gasoline, a tax of 2 cents a gallon, except that under regula- 
tions prescribed by the Commissioner, with the approval of the Secretary, the tax 
shall not apply in the case uf sales to a producer of gasoline. On and after April 



1, f1954/ 1955, the tax imposed by this section shall be 1t/z cents a gallon in 
lieu of 2 cents a gallon. 

(b) If a producer or importer uses (otherwise than in the production of gaso- 
line) gasoline sold to hin free of tax, or produced or imported by him, such use 
shall for the purpose. ' oi this chapter be considered a sale. Any person to whom 
gasoline is sold tax-free under this section shall be considered the producer of 
such gasoline. 

(c) As used in this section— 
(1) the term "producer" includes a refiner, compounder, or blender, and 

a dealer selliu ~ gasoline exclusively to producers of gasoline, as well as a 
producer. 

(2) the term gasoline meaus f (A) 3 all products commonly or commercially 
known or sold as gasoline (including casinghcad and natural gasoline) f, ben- 
zol, benzene, or naptha, regardless of their classifications or uses; and (B) 
any other liquid of a kind prepared, advertised, offered for sale or sold for 
use as, or used as, a. fuel for the propulsion of motor vehicles, motorboats, or 
airplanes; except that it does not include any of the foregoing (other than 
products commonly or commercially known or sold as gasoline) sold for use 
otherwise than as a fuel for the propulsion of motor vehicles, motorboats, 
or airplanes, and otherwise than in the manufacture or production of such 
fuel, and does not include l-erosene, gas oil, or fuel oil/. 

(d) Every person sub„'ect to tax under this section or section 8418 shall, before 
incurrin any liability for tax under such sectious register with the collector for 
the district in which is located his principal place of business (or, if he has no 
principal place of business in the Uuited States, with the collector at Baltimore, 
&Iaryland) and shall give a bond, to be approved by such collector, conditioned 
that he shall not engage in any attempt, by himself or by collusion with others, 
to defraud the United States of any tax under such sections; that he shall render 
truly and completely all returns, statements, and inventories required by law or 
regulations in pursuance thereof and shall pay all taxes due under such sections; 
and that he shall complv with all requirements of law aud regulations in pur- 
suance thereof with respect to tax under such sections. Such bond shall be in 
such sum as the collector may require in accordance with regulations prescribed 
bv the Ci mm'. ssi mer, with the approval of the Secretary, but not less than $2, 000. 
The collector may from time to time require new or additional bond in accord- 
ance with this subsection. Every person who fails to register or give bond as 
required by ibis subsection, or who in connection with any purchase of gasoline 
or lubricating oil falsely represents himself to be registered and bonded as pro- 
vided by this subsection, or vvho wilfully makes any false statement in an appli- 
cation for registration under this subsection, shall upon conviction thereof be 
fined not more than $5, 000 or imprisoned not more than five years, or both, 
together with the costs of prosecution. If the Commissioner finds that any 
manufacturer or producer has at any time evaded any Eederal ta. x on gasoline or 
lubricating oil, he may revoke the registration of such manufacturer or producer, 
and no sale to, or for resale to, such manufacturer or producer thereafter shall 
be tax-free under section 9418, this section, or section 3442, but such manufac- 
turer or producer shall not be relieved of the requirement of giving bond under 
this subsection. 

(e) Under regulations prescribed by the Commissioner with the approval of 
the Secretary, records required to be kept with respect to taxes under section 8413, 
or this section, and returns, reports, and statements with respect to such taxes 
filed with the Commissimer or a collector, shall be open to inspection by such 
officers of any State or Territory or political subdivision thereof or the District 
of Columbia as shall be charged with the enforcement or collection of any tax on 
gasoline or lubricating oils. The Commissioner and each collector shall furnish 
to any of such officers, upon written request, certified copies of any such state- 
rucnts, reports, or returns filed in his oifice upon the payment of a fee of $1 for 
each one hundretl words or fraction thereof in the copy or copies requested. 

(f) 1901 I~'Looa Srocxs Txx. — On gasoline subject to tax under this section 
which, on the effective date of section 489 (a) of the Revenue Act of 1951, is held 
and intended for sale, tl ere shall be levied, assessed, collected, and paid a fioor 
stocks tax at the rate of ~/z cent Per gallon, The tax shall not aPPly to gasoline 
in retail stocks held at tn place where intended to be sold at retail, nor to gasoline 
held for sale by a producer cr importer of gasoline. The provisions of section 844? 
shall be applicable to the fioor stoclrs tax imposed by this subsection so as to 
entitle, subject to all the provisions of such section, (1) any manufacturer or pro- 
ducer to a refund or credit of such tax under subsection (a) (1) of such section, 



and (2) any person paying such floor stocks tax to a refund nr credit thereof 
where gasoline is by such person or any other person used or resold for any of 
the purposes specified in subparagraphs (A) (i), (ii), and (iii) of subsection 
(a) (3) of such seciion. 

(g) I'I. ooz 8Toczs REFVNns oN GssoLINE. — 
(1) IN GENERAL. — With respect to any gasoline taxable under this section, 

upon which tax (includin floor stocks tax) at the applicable rate has been 
paid, and which, on April 1, f1934/ 1955, is held and intended for sale by any 
person, there shall be credited or refunded (without interest) to the producer 
or importer who paid the tax, subject to such regulations as may be prescribed 
by the Secretary, an amount equal to so much of the diiTerence between the 
tax so paid and the amount of tax made applicable to such gasoline on and 
after April 1, f19547 1955, as has been paid by such producer or importer to 
s'ueh person as reimbursement for the tax reduction on such gasoline, if claim 
for such credit or refund is filed with the Secretary prior to July 1, f1954/ 
1955. No credit or refund shall be allowable untler this subsection with re- 
spect to gasoline in retail stocks held at the place where intended to be sold at 
retail, nor with respect to gasoline held for sale by a producer or importer of 
gasoline. 

(2) LIMIT&TION oN zIIOIRIIITT FOR cRzMT oR RzzvNn. — No producer or 
importer shall be entitled to a credit or refund under paragraph (1) unless he 
has in his possession satisfactory evidence of the inventories with respect to 
which he has made the reimbursements described in such paragraph, and 
establishes to the satisfaction of the Secretary with respect to the quantity 
of gasoline as to which credit or refund is claimed under such paragraph, that 
on or after April 1, f1934/ 1955, such quantity of gasoline was sold to the 
ultimate consumer at a price which refieeted the amount of the tax reduction. 

(3) PENALTV s. Nn xnMINIsTRRTIVE FRoczovRzs. — All provisions of law, 
including penalties, applicable in Iespect of the tax imposed under this section 
shall, insofar as applicable and not inconsistent with this subsection, be ap- 
plicable in respect of the credits and refunds provided for in this subsection to 
the same extent as if such credits or refunds constituted credits or refunds 
of such taxes. 

SEC. 3413. TAX ON LUBRICATING OILS. 
There shall be imposed upon lubricating oils sold in the DnIted States by 

the manufacturer or producer a tax at the rate of 6 cents a gallon (except that, in 
the case of cutting oils, the tax shall not exceed 10 per centum of the price for 
u hich so sold, ), to be paid by the manufacturer or producer. Every person liable 
for tax under this section shall register and file bond as provided in section 
3412 (d). Under regulations prescribed by the Commissioner with the approval 
of the Secretary, no tax shall be imposed under this section upon lubricating oils 
sold to a manufacturer or producer of lubricating oils for resale by him, but for 
the purposes of this chapter such vendee shall be considered the manufacturer or 
producer of such lubricating oils. For the purposes of this section, the term 
"cutting oils" means oils used primarily in cutting and machining operations on 
metals and l'noIcn commercially as cutting oils. 

SvscHAPTER C GENERAL ADMINISTRATIvz PRovISIoNS 

SEC. 3443. CREDITS AND REFUNDS. 

(a) A credit against tax under this chapter, or a refund, may be allowed or 
made— 

t s 
(3) to a manufacturer, producer, or importer, in the amount of tax paid 

by him under this chapter with respect to the sale of any article to any 
vendee, if the manufacturer, producer, or importer has in his possession such 
evidence as the regulations may prescribe that— 

(A) such article was, by any person- 
(i) 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, or, in the case of musical instruments embraced 
in section 3404(d), resold for the use of any religious or nonprofit 
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educational institution for exclusively religious or educational pur- 
poses; 

(ii) used or resold for use for any of the purposes, but subject 
to the conditions, provided in section 3451; 

f(iii) in the case of products embraced in paragraph (2) of 
section 3412(c) used or resold for use otherwise than as fuel for 
the propulsion of motor vehicles, motor boats, or airplanes, and 
otherwise than in the production of such fuel: Provided, koivevcr, 
That no credit or refund shall be allowed or made under this para- 
graph in the case of sales or uses of products commonly or com- 
mercially known or sold as gasoline, including casinghead and 
natural gasoline;g 

g(iv)g ((at) in the case of lubricating oils, used or resold for 
nonlubricating yurposes, 

f (v) g (iv) in the case of unexposed motion yicture films, used or 
resold for use in the making of news reel motion picture films; 

f (vi)g (r) in the case of articles taxable under section 8408(c) 
(other than spark plugs, storage batteries, leaf springs, coils, timers, 
and tire chains), used or resold for use as repair or replacement 
parts or accessories for farm equipment (other than equipment 
taxable under subsection (a) or (b) of section 8403); 

g(vii) g (vi) in the case of a communication, detection, or naviga- 
tion receiver of the type used in commercial, military, or marine 
installations, resold to the United States for its exclusive use. 

CEAPTER 80 — TRAiVSPORTATION AND COklMUNICATION 
III 

SCBcHAPTER B — TELEGRAPH& TELEPHoNE, RADIo, AND CABLE FAOILITIEs 

SEC. 8465. IMPOSITION AND RATE OF TAX. 

(a) There shall be imposed: 
(1) TELEPHoiVE AND TEI. EGRAPH, ETC, — 

(A) On the amount paid within the United States for each telephone 
or radio telephone message or conversation for which the toll charge is 
more than 24 cents, a tax equal to $20$ 10 per centum of the amount so 
paid. If a bill is rendered the taxpaver for the services described in this 
subparagraph, the amount upon which the tax shall be based shall be 
the sum of all such charges included in the bill, and the tax shall not be 
based upon the charge for each iteiii, separately, included in the bill. 

Note. — The rate of tax presently in etfect on long distance telephone messages 
is the temporary war rate of 25 per centum as provided in section 1650 of the 
Internal Revenue Code, which under the bill expires March 81, 1954. 

(B) On the amount paid within the United States for each telegraph, 
cable, or radio dispatch or message a tax equal to f15 per centum of the 
amount so paid, except that in the case of each international telegraph, 
cable, or radio dispatch or message the rate shall be 10 per centum/ 10 
per centum of the amount eo paid. If a bill is rendered the taxpayer for 
the services described in this subparagraph, the amount upon which the 
tax at each of the rates in this subparagraph shall be based shall be the 
sum of all such charges at that rate included in the bill, and the tax 
shall not be based upon the charge for each item, separately, included 
in the bill. 

If the tax under subparagraph (A) or (B) is paid by inserting coins in coin- 
operated telephones, the tax shall be computed to the nearest multiple of 5 
cents, except that where the tax is midway between multiples of 5 cents, the 
next higher multiple shall apply. Onlv one payment of a tax imposed by 
subparagraph (A) or (B) shall be required notwithstanding the lines or sta- 
tions of one or more persons are used in the transmission of such dispatch, 
message, or conversation. 

(2) LEASED wiREs, ETc. — 
(A) A tax equivalent to f15/ 10 per centum of the amount paid for 

leased wire, teletypewriter, or talking circuit special service, but not 
including an amount paid for leased wire, teletypewriter, or talkin ' cir- 
cuit special service used exclusively in rendering a service taxable under 
subparagraph (B). 



Note. — The rate of tax presently in eSect on leased wires, etc. , is the temporary 
war rate of 25 per centum as provided in section 1650 of the Internal Revenue 
Code, which under the bill expires March 31, 1954. 

(B) A tax equivalent to f53 8 per centum of the amount paid for 
any wire and equipment service (including stock quotation and informa- 
tion services, burglar alarm or fire alarm service, and all other similar 
services, but not including service described in subparagraph (A) ). 

The tax shall apply under this paragraph whether or not the wires or services 
are within a local exchange area. 

Note. — The rate of tax presently in eÃect on wire and equipment service is the 
temporary war rate of 8 per centum as provided in section 1650 of the Internal 
Revenue Code, which under the bill expires March 31, 1954. 

EXCISE TAX REDUCTION ACT OE 1954 

(House of Representatives Report Ão. 1446, Eighty-third Congress, Second Session) 

[March 29, 1954] 

Mr. Reed of New York, from the committee of conference, submitted the 
following conference report [to accompany H. R. 8224]: 

The conimittee of conference on the disagreeing votes of the two Houses on 
the amendments of the Senate to the bill (H. R. 8224) to reduce excise taxes, 
and for other purposes, having met, after full and free conference, have agreed 
to recommend and do recommend to their respective Houses as follows: 

That the Senate recede from its amendments nuinbered 1, 2, 4, 21, 22, 28, 24, 
26, 27, 28, 29, 82, 38, 34, 87, 8S, aud 89. 

That the House recede from its disagreement to the amendments of the Senate 
numbered 8, 5, S, 9, 10, 12, 18, 15, 16, 17, 20, 2rb 80, 31, 85, 86, 40, 41, 42, 48, 46, 
47, 48, 49, 50, 51, 52, 58, and 54 and agree to the same. 

Amendment numbered 6: 
Tliat the House recede from its disagreement to the amendment of the Senate 

numbered 6, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 

(f) ExEMPTION OF 4DMISSIONSoF FIFTY CENTS OIL LESS. — Section 1700 (a) 
(1) (relating to rate of tax on single or season tickets and subscriptions) ts 
hereby amended by striiting out the second sentence thereof and inserting in lieu 
thereof the foLLoningt "Yo tao: shall be imposed under tliis paragraph on the 
amount paid for admission— 

"(A) if the amount paid for admission ls 50 cents or less, or "(II) in the case of a sea~on ticket or subscription, if tlie amount u'hich 
ioould be charged to the holder or subscriber for a single admission is 50 
cents or less. " 

And the Senate agree to the same. 
Amendment numbered 7: 
Tlmt the House recede from its disagreement to the amendment of the Senate 

numbered 7, and agree to the same with an amendment as follows: 
On page 8, of the Senate engrossed amendments, strike out lines 16 through 

22, inclusive, and insert: 
subsection (a) applies)". 
(4) The last sentence of section 1700(e) (1) (relating to tan on cabarets, 

roof gardens, etc. ) is hereby amended by striki»g out "subsection (a) (1)" 
and inserting in lieu thereof "paragraph (1) or (3) of subsection (a)". 

And the Senate agree to the same. 
Amendment numbered 11: 
That the House recede from its disagreement to the amendment of the Senate 

nuinbered 11, and a rc to the same with amendments as follows: 
On page 5, line )6, of the Senate engrossed amendments, stril-e out "Civic" 

a&id insert Ce&tain Amateur 
On page 6, of the Senate engrossed amendments, strike out lines 1 through 

5, inclusive, and insert: 
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"(f) CERTAIN AMATKI&R THEATER PERFORMANcKs. — Any admission to an 
amateur perform&tnce presented and performed by a civic or co»&»Mini ty theater 
grout& or organixation — if no yart of the net earnings thereof inures to the bene- 

fit of any yrivate stockholder or individual. " 
And the Senate agree to the same. 
Amendment numbered 14: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 14, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 

Tlie amendments made by section 901 (other than subsection (b) tliereof) 
shall ayply only uith respect to a»&ounts paid for admissions on, or after April 

1, 195$. In ad&iition, such amendments shnll apply— 
(1) in thc case of any season ticket or sulsc&'i ption, only if all tlie ad»iis- 

sions under such ticket or subscription can occur only on or after Ayril 1, 
195/1 and, 

(9) in, the case of the permanent use of a boar or seat or a lease for the 
use of such bov or seat, only if all the performances or exhibitions at ivhich 
the box or seat is used or reserved by or for the lessee or holder can occur 
only on or after April 1, 195&&. 

The amendment made by subsection (b) shall apply only icith respect to amounts 
paid, on or after April 1, 195$, for admissions on or after such date. 

And the Senate agree to the same. 
Amendment mimbered 18: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 18, and agree to the same with an amendment as follows: 
On page 7, line 21, ot the Senate engrossed amendments, after "machining 

operations", insert (including forging, drau'ing, rolling, shearing, punching, and 
stamping); and the Senate agree to the same. 

Amendment numbered 19: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 19, and agree to the same with amendmen(s as. follows: 
Beginning on page 8, line 25, of the Senate engrossed amendments, strike out 

"is held on such date" and insert on such, date is held 
On page 9, line 4, of the Senate engrossed amendments, strike out "one-half" 

and insert the difference betzceen 
On page 9, line 5, of the Senate engrossed amendments, strike out "article, " 

and insert article and the tax made applicable to such article on and after April 
1, 195$, 

On page 10, line 6, of the Senate engrossed amendments, after "section", insert 
to the same extent as if such credits or refunds constituted credits or refunds 
of such taxes 

And the Senate agree to the same. 
Amendment numbered 44: 
That the House recede from its disagreement to the amendment of the Senate 

numbered 44, and agree to the same with an amendment as follows: 
In lieu of the matter proposed to be inserted by the Senate amendment insert 

the following: 

SEC. 506'. SPECIAL CREDIT OR REFUND OF TRANSPORTATION AND 
ADI/fISSION TAXES. 

Notivithstanding any otlier provision, of lau&, in any case in u&hich tax has been, 
collected prior to April 1, 195$, at the rate in effect (uithout regard to tlie a&»end- 
ments made by this Act) prior to April 1, 195$, for or in connection icith the 
transportation of persons ichich begins on or after April, 1, 1951&, or for admissions 
(referred to in section 901, other than subsections (b), (c), and (g) thereof, 
of this Act) on or after April 1, 195$, the person icho collected the tax shall pa&& 
the same over to the Vnited States; but credit or ref»nd, (icithout interest) of 
the tax collected, in, excess of that applicable (by reason of the amendments 
made by this Act) on or after A pril 1, 195$, shall be allou'ed, to the person u-b&, 

collected, the tax as if such credit or refund icere a credit or refund under the 
applicable proiiision of the Internal Revenue Code, but only to the extent that, 
prior to the time such transportation has begun, or prior to the event to u'hich 
the right to admission relates, lie has repaid the amount of such excess to ti&e 
person from u&hom he collected the tax', or has obtained. the consent of such 
person, to the allou ance of the credit or refund. For the purpose of (i&is Act, 
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trairsportotion shall not be considered to have begun on or after April 1, 195j, 
if any part of the transportation pairl for (or for iohich pagment has been 
obligated) commenced before April 1, 195$. 

And the Senate agree to the same. 
Aruenrlrnent numbered 45: 
Tlmt the House recede from its disagreement to the amendment of the Senate 

numbered 45, and agree to the same with an amendment as follows: 
On page 18, line 10, of the Senate engrossed amendments, strike out "506" and 

insert 507; and the Senate agree to the same. 
DANIEL A. REED) 
TIIorrIAs A. JENIIINs, 
RICNARD M. SIMPsoN, 
JERK COOPER, 
AV. D. Mr. r. s, 

Managers on the Part of the House. 
E. D. MILLIKIN, 
HIIOH BL TLER, 
EDWARD MARTIN, 
ED C. JorINso v, 

Managers on the Part of the Senate. 

STATEMLPNTS OF THE MANAGERS ON THE PART OF THE HOUSE 

The managers on the part of the House at the conference on the disagreeing 
votes of the two Houses on the amendments of the Senate to the bill (H. R. 8224) 
to reduce excise taxes, and for other purposes, submit the following statement 
in explanation of the effect of the action agreed upon by the conferees and 
recommended in the accompanying conference report: 

Amendments Nos. 1 and 2: These are clerical amendments. The Senate 
recedes. 

Aruendment No. 8: Under existing law the admissions tax in the case of 
roof gardens, cabarets, and similar places is 20 percent. The bill as passed the 
House mould have reduced the rate of tax to 10 perce~t. The Senate amendment 
continues the 20 percent rate. The House recedes. 

Amendurent No. 4: This a clerical amendment. The Senate recedes. 
Amendment No. 5: This amendment provides that the tax on admissions 

shall be 1 percent for each 10 cents or major fraction thereof. Under the House 
bill the tax would be 1 cent for each 10 cents or fraction thereof. The House 
recedes. 

AIuendment No. 6: This amendment (for which there is no corresponding 
provision in the House bill) provides that the tax on admissions under section 
1700 (a) (1) of the Internal Revenue Code will not apply in the case of any 
admission of 60 cents or less. The House recedes with an amendruent under 
which such tax will not apply in the case of any admission of 50 cents or less. 

Amendrueut No. 7: This amendment (for which there is no corresponding 
provision in the House bill) retains the existing rate of 1 cent for each 5 cents 
or Inajor fraction thereof in the case of admissions, if the principal amusement 
or recreation oftered with respect thereto is horse or dog racing at a race track. 
This amendment also contains technical provisions with respect to the tax on 
permanent use or lease of box seats, sales outside the box ofilce, and cabarets, 
which are necessary because of the higher rate of tax on admissions to such 
racing events. The House recedes with a technical amendment. 

Amendment No. 8: Under this amendment (for which there is no correspond- 
ing provision in the House bill) admissions to an athletic game between teams 
composed of students froru elenrentary or secondary schools would be exempt 
from tax, if the entire gross proceeds from such game inure to the benefit of a 
hospital for crippled children. Under existing law the game must be between 
trvo elemeutary or secoudary schools. The House recedes. 

Amcudment No. 0: Under this aruendment (for which there is nr correspond- 
ing provision in the House bill) admissions to athletic games and exhibitions 
and to wrestliug and boxing matches between educational institutions v;ill be 
exempt if he13 during the regular athletic season for such event and if the 
proceeds therefrom irrure exclusively to the benefit of such institutions. The 
House recedes. 

Amendment No. 10: Under existing law admissions to historic sites, houses, 
and shriues, and museums conducted iu connectiou therewith, maintained and 
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operated by certain societies and organizations are exempt from tax. Tinder 
the Senate amendment (for which there is no corresponding provision iu the 
EIouse bill) the existing exen&ption is continued. Iu addition, this amendu&ent 
exempts from tax admissions to certain museums oi' history, art, aud science 
and to planetariums operated by States or their political subdivisions, by the 
I njted States, or by nonprofit societies and organizations, The amendment also 
extends the existing exemption for historic sites, houses, and shrines to those 
operated by States or their political subdivisions or by the United States. 'I'he 

House recedes. 
Amendment No. 11: T ader this amendment (for &vhich there is no corre- 

sponding provision in the House bill) there is exen&pted from tax admissions to 
performances presented by a civic theater or community theater group or organi- 
zation, if no part of the net earnin s thereof inures to the benefit of any private 
stocl'holder or individual. The EI&»&:e recedes with amendments making it clear 
that the exeu&ption is to apply only in the case of a&uateur perfor&nances which 
are presented and performed by a civic or co&nmunity theater group or 
organization. 

Amendments Nos. 12 and 13: The House bill reduced the tax on dues and 
memberships, and the tax on initiation fees, from the existing rate of 20 percent 
to 10 percent. The Senate amendments continue the 20 percent rate for both 
taxes. The House recedes. 

Amendment No. 14: This is a technical amend&uent relating tn the effective 
date for the changes in the taxes on admissions and dues. The IIouse recedes 
with technical and conforming changes. 

Amendment No. 16: The House bill reduced the tax on firearms, shells, and 
cartridges from 11 percent to 10 percent. T. 'nder the Senate a&nen&lment the 
existing 11 percent rate is retained. The House recedes. 

Amendmeut No. 16: This is a clerical amendment. The House recedes. 
Amendn&ent No. 17: I n&1&r this amendment (for v&hich there is no corre- 

sponding provision in the House bill) it is provided that the existing rate of tax 
of 2 cents per 1, 000 m;&tches shall not exceed 10 percent of the price for which 
the matches are sold by the producer, manufa&turer, or importer. The House 
recedes. 

Amendment No. 18: Under this amendment (for which there is no corre- 
sponding provision in the House bill) it is provided that the existing rate of tax 
on lubricating oils nf 6 cents a gallon shall not, in the case of oils used primarily 
in cutting an&1 machining operations on metals and known commercially as cut- 
ting oils, exceed 10 percent of the price for which such cutting oils are sold by 
the manufacturer or producer. The House recedes with an amend&neat making 
it clear that the term "cutting and machining operations", as used in the S nate 
amendment, includes forging, drawing, rolling, shearing, punching, and stamping. 

Amendment No. 19: T. nder this amendment (for which there is no corre- 
sponding provision in the House bill) the manufacturers' excise taxes on re- 
frigerators, quick-freeze units, and electric, gas, and oil appliauces are reduced 
from 10 percent to 5 percent. The Sen;&te amendn&ent also includes a provision 
for finor stocks refunds on such articles. The House recedes svith technical 
amendments to the floor stocks refund provisions. 

Amendment No. 20: This is a clerical amendment. The House recedes. 
Amendment No. 21: Tnis is a clerical au&endment. The Senate recedes. 
Amendment No. 22: This is a clerical amend&uent. The Senate recedes. 
Amendment Xn. 26: The House bill reduced froze 20 to 10 percent the tax on 

the use of safe deposit boxes. Under the Senate amendment, the existing 20 
percent rate is retained. Th& S«nate recedes. 

Amend&nent No. 24: This is a clerical amendment. The Senate recedes. 
Amendment Nn. 2. &: This is a technical amendn&ent to correct an error in the 

House bill. The IIouse recedes. 
Amendment No. 26: This is a clerical amendment. The Senate recedes. 
Amendmcnt No. 27: This is a clerical amendment. The Senate recedes. 
Amendment No. 28: Th;s is a clerical amendnsent. The Senate recedes. 
Amendment No. 20: This is a technical amen&hn«nt relatiu to the effective 

date for the termination of the war tax rate insofar as it relates to roof gardens, 
cabarets, and similar places. The Senate recedes. 

Amendments Nns. 00 and 61: These amendments provide that, in the ease of 
floor st&&«ks refunds on electri&& light bulbs and tube~, claim for credit or refund 
must be tiled before August 1, 1'9;&4, aud based on a request for reimbursement by 
the pers&m holding the light bulbs or tub; s which is submitted to the n&anufacturer 
or producer before July 1, 1064. The House recedes. 

slsss9' — 54 26 
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Amendment No. 32: This is a clerical amendment. The Senate recedes. 
AmIndment No. 33; This is a clerical amendment. The Senate recedes. 
AIuendrnent No. 34: This is a clerical amendment. The Senate recedes. 
An&endment No, 35: This is a technical amendment relating to the eifective 

date of certain provisions of the . bill. The amendment provides that in deter- 
mining whether such provisions apply, an article shall not be considered sold 
before April 1, 1954, unless possession or right to possession passes to the 
purchaser before such date. The House recedes. 

Amendment No. 30: This is a technical amendment made necessary by amend- 
ment No. 35. The House recedes. 

Amcndruent No. 37: This was a technical amendment made necessary by 
amend&Dent No. 23. The Senate recedes. 

Amendn&ents NI&s. 38 and 39: These were clerical amendments. The Senate 
recedes. 

AInendments Nos. 40, 41, 42, and 43: These amendments make technical and 
clerical changes made necessary by other amendments. The House recedes. 

AInendmcnt No. 44: This amendment adds to the bill a new section relating to 
the crediting or refunding of overpayments of tax on admissions and on trans- 
portation I& here an excessive amount of tax is collected before April 1, 1954, for 
t&ansportation of persons beginning on or after April 1, 1954, or for admissions 
on or after such date. The House recedes with technical and conforming 
changes. 

Amendment Nn. 45: Under existing law, the tax on benzol, benzene, naphtha, 
and certain other liquids is paid by the producer, and then if the liquid i sold 
for use or used in far&n tractors or other than in motor vehicles, motorboats, or 
airplanes, a refImd or credit is allowable. Under the Senate amendment, the tax 
will be collected at the retail level if the fuels are sold for use or used in motor 
vehicles, motorboats, or airplanes, and no tax will be collected if they are sold or 
used for other purposes. Under the Senate amendment the rates of tax are the 
same as under the bill as it passed the House. The House recedes with a clerical 
amen&lment which changes the section number. 

AInendment No. 40: This amendment strikes out matter which becomes 
surplusa e by reason of amendment No. 45. The House recedes. 

Amendments Nos. 47, 48, 49, 50, 51, 52, 53, and 54: These are clerical amend- 
n&cuts made necessary by amendments Nos. 45 and 40. The House recedes. 

DANIEI. A. REED, 
THDMAs A. . JENKINs& 
RIcHARD M. SIMrsoII, 
JEEE CoorEE, 
W. D. Mrrz. s, 

jfanagers on the Part of the House. 

UNITED STATES-UNITED KIN(vDO. '&I DEATH TAX 
CONVENTION 

Rev. Rul. 54-78 T. D. 55&65, SECTION 82. 108: Claim for credit 
or refund and interest on refund. 

(A. iso Section. 925, Internal Revenue Code, 
Section 81. 79 (b), Regulations 105. ) 
The provisions of Article VI(1) of the death duty convention be- 

tween the United States and the United Kingdom, C. B. 1947-1, 125) 
insofar as it concerns the lilnitation period for claiming credit against 
or refund of Federal estate tax or British estate duty in case of defer- 
ment of tax attributable to a reversionary interest, apply only where 
the estate elects such deferment under such terms and conditions as 
are prescribed by the statutes of the contracting party involved. (In 
the United States, secs. 925 and 926 of the Internal Revenue Code, 
ln the United Kin&gdom, sec. 7(G) of the Finance Act of 1894. ) 



PART V. — ADMINISTRATIVE AND MISCELLANEOUS 
MATTERS 

Rev. Rul, 54-104 * 

Interim allowances in respect of net renegotiation rebates 

I, In the case of a renegotiation made prior to a recomputation of 
an amortization deduction pursuant to section 124(d) of the Internal 
Revenue Code in connection ivith the determination of ta, xes imposed 
by chapters 1, 2A, 2B, 2D and 2E of the Code for the fiscal year to 
which the ex~cess profits determined by the renegotiation are at- 
tributable, the Renegotiation Act (Sixth Supplemental National De- 
fense Appropriation Act, 10-12, as amended) provides tliat there shall 
be repaid by the United States (without interest) to a contractor or 
subcontractor after such recomputation, the amount of a 
"net renegotiation rebate", as defined by the act. Under existing 
procedures (Mim. 6028, C. B. 1N6-2, 187 and Mim. 6028, Supp. 1, 
C. B. 195'1 — 1, 155) the "Federal tax benefit" from the renegotiation 
which is a necessary factor in determining the amount of the net 
renegotiation rebate to be repaid, is computed on the basis of the tax- 
paver's taxable income as adjusted and is furnished the Renegotia- 
tion Rebate Branch, General Services Administration, by the Internal 
Revenue Service, only after there has been a determination of the 
tax liability for the renegotiated year. In cases involving non-agreed 
or litigated issues, claims for relief under section 722 of the Code, and 
other features which preclude an early determination of the tax liabil- 
ity, this has resulted in substantial delays in completing action on con- 
tractors' applications for net renegotiation rebate payments under 
the act. 

2. The purpose of this Revenue Ruling is to provide a procedure 
for the determination of a "tentative Federal tax benefit" in order 
that the Renegotiation Rebate Branch may approve interim payments 
of net renegotiation rebates in those cases where there has been a 
determination of the "gross renegotiation rebate" by the Renegotia- 
tion Rebate Branch but ivhere tlie Federal tax benefit cannot be com- 
puted under existing procedures beca. use there has been no final de- 
termination of the tax liability for the renegotiated year. 

8. Contractors or subcontractors desiring to av;iil themselves of 
these interim payment provisions may do so by filing with the Gen- 
eral Services Administration, Pienegotiation Rebate Branch, an "Ap- 
plication for Interim Payment of Ret Renegotiation Rebate" in the 
form of Exhibit A, page 21. The application should be submitted 
in triplicate and, as indicated therein, should include a computation 
of the Federal tax benefit which the contractor or subcontractor de- 
termines, from its own knowledge, to be applicable to the gross 
renegotiation rebate determined by the Renegotiation Rebate Branch. 

eOriginany issued as IR-mimeograph Ão. 54 — 6, dated January 12, 1954. 
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Apptrcawe 
percent 
(rate) Taaahtc year 

Calendar years 1942 and 1943, or 
6scal years ended in 1943 90 

Fiscal years: 
Begin, ning ending 

Feb. 1, 1943 Jan. 31, 1944 
Mar. 1, 1943 Feb. 29, 1944 
Apr. 1, 1943 Mar. 31, 1944 
May 1, 1943 Apr. 30, 1944 
June 1, 1943 May 31, 1944 
July 1, 1943 June 30, 1944 
Aug. 1, 1943 July 31, 1944 
Sept. 1, 1943 Aug. 31, 1944 
Oct. 1, 1943 Sept. 30, 1944 
Nov. 1, 1943 Oct. 31, 1944 
Dec. 1, 1943 Xov. 30, 1944 

Calendar years 1944 and 1945, or 
fiscal years ended in 1945 85. 5 

7. If the Federal tax benefit as shown by the corporation in its ap- 
plication equals or exceeds the amount determined by the method 
described in the preceding paragraph, the amount shown in such appli- 

90. 424660 
cO 819670 
91. 243170 
91. 653005 
92. 076505 
92. 486340 
92. 909835 
93. 333335 
93. 743170 
94. 166665 
94. 576505 

4. TIpon approval of the contractor's application by the Renegotia- 
tioii Rebate Branch two copies will be transmitted to the National 
()filce, Internal Revenue Service (Attention: 0: C:ACR) with a 
request for a statement of the tentative Federal tax benefit applicable 
to the gross renegotiation rebate. 

5. In order to adequately p1'otect the interests of the Government 
and to assure that the interim payment will not exceed the net 
renegotiation rebate which would be due on the basis of. a final deter- 
mination of tax liability, the Federal tax benefit computed by corpora- 
tion contractors, as shown in their applications, vvill be compared 
with the Federal tax benefit which would result if, in the case of the 
particuIar applicant, the maximum tax rates for the year involved 
were applicable. Since this will not be feasible in the cases of ap- 

licants other than corporations, and in view of the very limited num- 
er of such applicants, applications in other than corporation cases 

will be referred to the apliropriate District Director's oIVice for con- 
sideration and determination of a tentative Federal tax b& nefit on the 
b;isis of the facts existing in the particular case, using as a guide the 
ge»eral rule that each determination should be made upon the basis 
which will afford the contractor (taxpayer) the largest possible in- 
terim payment while at the same time safeguarding the (rnvernment's 
interests. The same procedure will be followed in certain corpora- 
tion cases as described in paragraph 9 below. If the facts in the case 
are such that a tentative benefit may not be determined with sufficient 
definiteness to accomplish the purposes of this Reve»ne Ruling and 
at, the same time assure protection of the (government's interest, the 
Renegotiation Rebate Branch mill be advised that no tentative Fed- 
eral t~ax benefit can be determined. 

6. For the above purposes the gross renegotiation rebate as shown 
in any corporation application approved and forwardecl by the Rene- 
gotiation Rebate Branch, will be multiplied by the appropriate per- 
centage (maximum effective rate) from the folloiving table according 
to the particular taxable year or years involved: 



cation vill be furnished the Rene«otiation Rebate Branch by the In- 
ternal Revenue Service as the "tentative Federal tax benefit. " 

8. If the Federal tax benefit as shown in the corporation's appli- 
cation is less than the amount determined by the method described 
in para«raph 6, but is at least 95 percent of such amount, then the 
amount determined by the method described in paragraph 6 will be 
f'urnished as the "tentative It ederal tax benefit. " 

9. If the tax benefit sho~n in the application is less than 05 percent 
of the amount determined by the method described in para«raph 6, 
a copy of the application will be t'orwarded to the office of the District 
Director havip«audit jurisdiction of the case for verification of the 
amount of the Federal tax benefits shown in the application on the 
basis of the f;lets existing in the particular case or, where necessary 
to protect the Government's interest, a recomputation of a different 
amount as a "tentative I ederal tax benefit. " 

10. Existi»«procedures for the determination of Federal tax bene- 
fits in renegotiation rebate cases, by field ofhces of the Internal Reve- 
nue Service, and for the furnishing of statements of such benefits to 
the Renegotiation Reb:ite Branch, General Services Administration, 
continue in effect and are not changed by this Revenue Ruling, irre- 
spective of whether or not any application for an interim payment is 
made under its provisions. Xlowever, the statement of Federal tax 
benefit computed after there has been a determination of the tax 
liability for the rene«otiated year under the provisions of Mimeo- 
graph 6026 (formerly forwarded with the file upon submission of the 
case for post-review action in )Vashington) u ill, in all cases not pres- 
ently requirit(«routing to the Xational Office for review action, be 
routed to the National Office, Attention: 0: C: ACR, 

EXHIBIT A 

General Services Administration 
Renegotiation Rebate Branch 
18th and F Streets, N. W. 
AVashington XS, D. C. 

On or about, 10, the undersigned filed a claim for a net 
rene otiation rebate in accordance with subsection (a) (4) (D) of the Itenegotia- 
tion Act, and the regulations promul "ated thereunder. Since no determination 
has been made of the amount of the net renegotiation rebate properly payable 
on such claim, application is hereby made for an interim payment on account 
of such rebate, and in support thereof the following facts are submitted: 

(a) Name and address of claimant: 

(b) Fiscal year to which claim relates: 
(Ended l 

(c) Original renegotiation settlelncnt: Pursuant to agreement No. 
(or order) dated 

(d) Amount of gross renegotiation rebate: 
(e) l'ederal tax benefit (Attach schedules 

showing computation)" 
(f) Net renegotiation rebate ((d) minus (e)) 

(Name of claimant) 
B y — — — — — — — — - —- 

(Signature aud title of authorized otacial)»» 



CERTIFICATION ««« 

I hereby certify that the facts set forth herein and in the appended schedules 
and statements are true and correct to the best of my knowledge, information 
and belief. 

(Title of officer authorized to execute claim) «« 

(Date) 
«Au applications and supporting documents must be filed in triplicate. 
«'Au airplication filed by a corporation must be executed by an authorized officer ot 

corporation, Ii'or procedure for filing and execution of applications by partnerships see 
par. Rk 383. 3(8) (c). Certification must be signed by same officer or person executing 
application, if corporation or proprietorship, if partnership, by one general partner having 
kuowled e ot facts. ««' Title 18, U. S. C. , see. 1001, makes it a criminal o)tense to make a willfully false 
statement or representation to any department or agency of the United States as to any 
matter within its jurisdiction. 

Rev. Rul. 54 — 142 

A substitute power of attorney executed in accordance with the 
terms of tbe original power does not destroy the rights of the original 
attorney or agent to represent the principal in matters before the 
Treasury Department unless such intent is indicated in the original 
power of attorney. 

Advice is requested whether the execution of a substitute power of 
attorney destroys the rights given an attorney or agent under the 
ori inal power of attorney. 

general power of attorney executed by the principal gave his 
attorney or agent the right to represent him in all matters before the 
Treasury Department with full powers of substitution and revoca- 
tion. There was no indication in the power as to the intent of the 
principal to limit the right of his agent when the power of substitu- 
tion was exercised. 

If the attorney or agent designated in a power of attorney with 
power of substitution become ineligible to practice before the Treas- 
ury Department such ineligibility operates to defeat the rights of the 
attorney or agent under the substitute power of attorney. See section 
10. 9 of D. C. 530 (Rev. ) C. B. 1952 — 2, 275, at 289. 

From the foregoing, it is apparent that in the absence of any evi- 
dence of the intent of the principal that his attorney or agent has de- 
stroyed his own rights, the original attorney or agent would not be 
disassociated from a case by virtue of the execution of a substitute 
power of attorney. 

Accordingly, it is held that a substitute power of attorney executed 
in accordance with the terms of the original power does not destroy 
the rights of the original attorney or agent to represent the principal 
in matters before the Treasury Department unless such intent is 
indicated in the original power of attorney. However, where a sub- 
stitution is made the instrument of substitution should indicate the 
person who will actually be representing the principal at that time 
and to whom correspondence should be addressed. 

Rev. Rul. 54-172 

Outline of the authority and general procedures of the National 
0%ce of the Internal Revenue Service and of the OSces of the District 

«Originally issued as IR-Mimeograph No. M-82, dated May 10, 1954. 



Directors with respect to issuing rulings and determination letters to 
taxpayers and entering into closing agreements on specific issues. 

Rev. Rul. 10, C. B. 1053 — 1, 488, superseded; Rev. Rul. 32, C. B. 
1053-1, 265, and Mim. 6293, C. B. 1N8 — 2, 50, modified. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Ruling is to describe the authority and 
general procedures of the various OSces of the Internal Revenue Serv- 
ice in issuing rulings and determination letters to taxpayers and in 
entering into closin~g agreements on specific issues as to the interpre- 
tation or applicatioii of the income tax, profits tax, estate tax, gift tax, 
employment tax, and excise tax laws (other than alcohol, tobacco, and 
certain firearms taxes). This Revenue Ruling is intended to inform 
taxpayers and their representatives of the appropriate OGices of the 
Internal Revenue Service to which they may direct requests for 
rulings, determination letters, or closing agreements in order to pro- 
mote the efiicient handling of their iiiquiries by the Internal Revenue 
Service. 

SEC. 2. (3ENERAL POLICY AND DEFINITIONS. 

. 01 It is the policy of the Internal Revenue Service to answer in- 
quiries of individuals and organizations, whenever appropriate in the 
interest of sound tax administration, as to their status for tax purposes 
and as to the tax efi'ects of their acts or transactions, prior to their 
filing of returns or reports as required by the revenue laws. One of 
the functions of the National Ofiice of the Internal Revenue Service is 
the issuance of rulings on such matters. District Directors of Internal 
Revenue apply the statute, regulations and rulings of the National 
0%ce in the determination of tax liability and the collection of taxes, 
and are authorized, as provided in this Revenue Ruling, to issue deter- 
mination letters v ithin the scope of their functions in answer to tax- 
payers' inquiries or requests. 

. 02 The term "ruling" is used to describe a written statement 
issued by the National OSce of the Internal Revenue Service which 
is an expression of the OKcial interpretation or policy of the once of 
the Commissioner of Internal Revenue. Rulings are issued by the 
Commissioner, or under his authority, and are intended to serve the 
purpose of establishing principles and policies of the Service in the 
interpretation and application of substantive tax law. Rulings are 
issue(i only by the National OQice of the Internal Revenue Service. 
The Assistant Commissioner (Technical), acting under a delegation of 
authority from the Commissioner, is in general responsible for the 
issuance of rulings. This authority is, subject to appropriate super- 
vision, reclelegated to the Tax Rulings Division and its Branches. 

. 08 The term "determination letter" is used to describe a written 
statement issued by a District Director of Internal Revenue in re- 
sponse to an inquiry by an individual or an organization, and solely 
by i~ay of application to the facts involved in a particular inquiry 
or request of the principles and policies previously established by the 
National Office. Determination letters are issued only where a deter- 
mination can be made on the basis of clearly established rules as set 
forth in the statute, Treasury Decisions or Regulations, or rulings, 
opinions or court decisions published in the Internal k&evenue Bi~d- 

letin. )Vhere such a determination cannot be made (such as where 
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the question presented involves a novel issue) or the matter is ex- 
cluded from the jurisdiction of a District Director of Internal Revenue 
by the provisions of this Revenue Ruling, a determination letter will 
not be issued by the District Director. 

. 04 The term "closing agreement" is used to describe an agreement 
between the Commissioner of Internal Revenue and a taxpayer with 
respect to a specific issue or issues pursuant to section 8760 of the 
Internal Revenue Code. Such closing agreements are based on rul- 
ings which have been signed by the Commissioner and in which the 
Commissicner indicates that he will enter into a closing agreement 
upon the basis of the holding of the ruling letter. 

SEc. 8. RULiNGs IssUED BY' THE NATIQNAL OFFicE TN AVAsHINGTON) 
D. C. 

. 01 1n income, profits, estate, and gift tax matters the National 
Office will exercise jurisdiction with respect to prospective trans- 
actions and with respect to completed transactions afFecting returns 
to be filed, except that it will not ordinarily issue rulings to taxpayers 
or their representatives in connection with returns to be filed if the 
identical issue is also involved in a return or returns of the taxpayer 
already filed for a taxable period or periods with respect to ivhich the 
statutory period of limitation on assessment or refund of tax has not 
expired. As to inquiries involving the qualification of a plan under 
section 165(a) of the Internal Revenue Code, and the exempt status 
of an organization under section 101 of the Internal Revenue Code, 
see sections 4. 04 and 4. 05 of this Revenue Ruling. 

. 02 1n employment and excise taa; matters the National Office will 
exercise jurisdiction over requests for rulings received in the National 
Office whether such request is received direct from the taxpayer nr 
whether it is received through the office of a District Director of In- 
ternal Revenue, except that the National Ofhce will not ordinarily 
issue a ruling to a taxpayer or his representative if it knows or has 
reason to believe that the issue is before the District Director in an 
active examination or audit of the liability of the taxpayer. 1 ike- 
wise, the National Office will not ordinarily take jurisdiction of an 
issue with respect to future action if it knows or has reason to believe 
that the identical issue is before the District Director in an active 
examination or audit of the liability of the taxpayer for a prior period. 

SEc. 4. DETEEMINATION LETTERs IssUED BY' DIsTRIcT D1BEGToiis OF 

INTERNAL REvENUE. 

. 01 1n income, progts, estate, and gift tax matters District Directors 
of Internal Revenue are authorized to issue determination letters in 
response to taxpayers' requests submitted to their offic involving 
completed transactions only, which afFect returns required to be filed 
in their districts, but only if the question presented is covered spe- 
cifically by statute, Treasury Decision or Regulation. ', or specifically 
by a ruling, opinion, or court decision published in the Internal Reve- 
nue Bulletin. Determination letters will not usually be issued with 
respect to a question which involves an income, profits, estate, or gift 
tax return or returns to be filed by the taxpayer if the identical 
question is involved in a return or returns already filed by the tax- 
payer. District Directors of Internal Revenue may not issue deter- 
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mination letters as to the income, profits, estate, or gift tax consequence 
of prospective or proposed transactions, except as provided in para- 
graph . 04 of this section. 

. 02 In employment and excise tax matters District Directors of 
I!!ternal Revenue are authorized to issue determination letters in 
response to requests from taxpayers ivho have filed or ivho are required 
to file returns in the district over which they have jurisdiction, but 
only if the question presented is covered specifically by statute, Tieas- 
ury Decision or Regulations, or specifically by a ruling, opinion, nr 
court decision published in the Internal Revenue I3ulletin. I3ecause 
of the impact of tliese taxes upon the business operations of the tax- 
payer and because of the peculiar probleins of administration both 
to the Service and to tlie taxpayer, District Directors of Internal 
Revenue shall take appropriate action in regard to such requests 
received whether the request is in regard to coinpleted or prospective 
transactions or a return previously filed or to be filed. 

. 08 notwithstanding the provisions of paragraplis . 01 and . 02 of 
this section, a District Director of Internal Revenue may not issue 
a determination letter in response to an inquiry, although presenting 
a question covered specifically by statute, regulations, or a ruling, etc. , 
published in the Internal Revenue Bulletin, where (1) it appeai s that 
a similar inquiry from the taxpayer has been directed to the Xational 
Once, (2) the determination letter is requested by an industry, trade 
association, or similar group, or (8) the request involves an industry- 
wide problem. Under no circumstance will a District Director of 
Internal Revenue issue a determination letter unless it is clearly indi- 
cated that the inquiry is with regard to a taxpayer or taxpayers 
in the district under the supervision of the District Director wlio 
receives the request. Xotwithstanding the provisioi!s of paragraph 
. 02 of this section, the District Director of Internal Revenue may not 
issue a determination letter on an eniployment tax question when the 
specific question involved has been or is being considered by tlie 
National Once or the Social Security Administration. Amor may the 
District Director of Internal Revenue issue a determination letter 
on an excise tax question if the request is for a, determination of fair 
market price under sections 8441(b) and, "&-W4 of the Internal Reve- 
iiue Code or for a determination of fair charges under section 8460 
of the Internal Revenue Code. 

. 04 The authority and procedure provided in Revenue Ruling, '3'&, 

C. B. 1958 — 1, 265, with respect to tlie disposition by District Directors 
of r. quests covering the qualification of plans under section 165(a) 
of the Internal Revenue Code is continued, but for this purpose the 
letters issued by District Directors in response to such requests shall 
be considered and designated as "determination letters. " 

. 05 District Directors of Internal Revenue have authority to issue 
determination letters as to the qualification of certain organizations 
f' or exemption from Federal income tax under section 101 of the 
Internal Revenue Code in accordance with instructions issued in this 
connection. See Rev. Rul. 54 — 164, p. 88, this E3ullctin. 

. 06 A request received by a District Director of Internal Revenue 
with respect to a question involverl in an income, profits, estate, or 
gift tax return or returns already filed will, in ge»eral, be considered 
iii connectim rvith the examination of the return or returns. IIow- 
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ever, if response to such inquiry is made prior to an examination or 
audit, it will not be considered a determination letter but will be 
considered a tentative finding in any subsequent examination or audit 
of the return. 

SEC. 5. DiscRETICNARY AUTHGRErY To IssUE RULING8 AND DETERMI- 
NATION LETrEBS. 

. 01 Except as provided in paragraph . 02 of this section, the Internal 
Revenue Service has discretionary authority to issue determination 
letters or rulings (or to approve closing agreements pursuant to 
section 3760 of the Internal Revenue Code). That discretion will be 
exercised in the light of all relevant circumstances, including the 
business or other reasons motivating the transaction, and with a view 
to issuing determination letters or rulings (or approving closing 
agreements) only to the extent consistent with a wise administration 
of the revenue system. 

. 02 Rulings will be made in the National 05ce on prospective 
transactions where the law or regulations provide for a determination 
of the efFect of a proposed transaction for tax purposes. as in the case 
of a transfer coming under the provisions of section 1250 and section 
1251 of the Internal Revenue Code, or an exchange coming under 
the provisions of section 112(i) of the Code. 

SEC. 6. QUESTIONS ON WVHICH No RULING OR DETERMINATION LETTER 
%VILL BE IssUED. 

In addition to the other situations described herein, rulings or deter- 
mination letters ordinarily will not be issued in coruiection with 
income, profits, estate, and gift tax matters where the determination 
requested is primarily one of fact, e. g. , (1) market value of property, 
(2) whether compensation is reasonable in amount, (3) 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 129 of the Internal Revenue Code. 

SEC. 7. INSTRUCTIONS To TAxpAYERS. 

. 01 Requests for determination letters and rulings should be sub- 
mitted in duplicate if more than one issue is presented in the request 
or if a closing agreement is also requested with respect to the issue 
presented. Requests relating to prospective transactions should not 
contain alternative plans. Each request for a determination letter or a 
ruling on either a prospective transaction or a completed transaction 
must include the following: 

(a) A complete statement of the facts regarding the trans- 
action, including the names and addresses of all the interested 
parties, together with a copy of each contract or other document 
necessary to present such facts. (Inasmuch as exhibits and docu- 
ments will be retained in the Service files, original documents 
should not be furnished. ) If the subject matter is a corporate 
reorganization, distribution, or similar or related transaction, 
there should also be submitted the corporate balance sheet nearest 
the date of the transaction (the most recent balance sheet if the 
transaction is prospecti ve) . 



(b) 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, togetlier 
with a memorandum of relevant authorities. 

. 02 If the request is with respect to the qualification of a plan under 
section 165 of the Code, see Rev. Rul. 62, supra. If the request is ivith 
respect to the qualificaition of an organization for exemption from 
Federal income tax under section 101 of the Code, see Rev. Rul. 54 — 164, 
5) s'&&pPQ. 

. 0, '3 A request by or on behalf of a taxpayer must be signed by the 
taxpayer or his duly authorized representative. If the matter is being 
liandled by a representative of the taxpayer, the conference and prac- 
tice requirements regarding the furnishing of power of attorney, evi- 
dence of enrollment to practice, etc. , must be met. Requests with re- 
spect to matters on which a ruling is desired from the National ()lIice 
shoulcl be addressed to the Commissioner of Internal Revenue, AVash- 
ington 2, i, D. C. Requests with respect to matters on which a deter- 
inination letter from a District Director of Internal Revenue is desired 
should be addressed to the office of the District Director with which the 
tax return of the taxpayer has been filed or is required to be filed. In 
this connection see also Rev. Rul, 82, and Rev. Rul. 54-164, supra. 

. 04 A taxpayer or his representative who desires an oral discussion 
of the issue or issues involved should indicate such desire in writing 
when filing tlie request or shortly thereafter in order that the confer- 
ence may be arranged at that, stage of the consideration ivhen it will 
be most helpful. Since a conference is usually more helpful during 
earlier stages of the consideration, the taxpayer or his representative 
should not request that the conference be deferred until Internal 
Revenue Service action (whether or not in accord with the taxpayer's 
contention) is imminent. More than one conference should not be 
sought unless the taxpayer has important new matters to present, or 
unless the problems involved require consideration of the case by dif- 
ferent divisions or offices of the Internal Revenue Service. If the 
Service finds that additional conferences are necessary the taxpayer or 
his representative will be so advised. 

. 05 It is the practice of the Service to process reqiiests for rulings 
or determination letters in regular order and as expeditiously as 
possible. Compliance with a request for consideration of a particular 
matter ahead of its regular order tends to delay the disposition of 
other matters. However, requests for processing ahead of the regular 
order, made in ivriting and showing clear need for such treatment, 
will be given consideration as the particular circumstances warrant. 

. 06 )Vhere a taxpayer receives a determination letter or a ruling 
prior to the filing of his return he should attach to his return the deter- 
mination letter or ruling (or a copy thereof) with respect to any 
transaction which has been consummated and wliicli is relevant to 
the return being filed. 

SZc. 8. REFERENCE OI" MATTERS To TIIE NATIONAL OrvicE. 

. 01 liequests for determination letters received from taxpayers by 
District Directors of Internal Revenue and which, in accordance with 
'the provisions of this Revenue Ruling, are not to be acted upon by the 
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District Director shall be forwarded to the National Office for reply, 
and the taxpayer advised accordingly. Any question as to the au- 
thority of the District Director to act on a specific matter should be 
resolved in favor of referring the matter to the National Office. 

. 02 District Directors of Internal Revenue are authorized to refer 
to the National Office any request for a determination letter which, 
in their judgment, warrants the attention of' the National Office. Like- 
wise, District Directors are authorized, in the audit or examination 
of a return or returns, to request technical advice from the National 
Ofhce, by addressing such requests to the Assistant Commissioner 
(Operations), who will refer the matter to the Assistant Commis- 
sioner (Technical). A technical advice memorandum will be issued 
to the District Director of Internal Revenue by the Assistant Com- 
missioner (Technical) or his delegate. The practice provided for 
under Com. -Mimeograph 6293, C. B. 1948-2, 59, for hearings in the 
National Oflice where the District Director refers an issue to the 
National Oflice for technical advice will continue, with the appropriate 
substitution of the titles of' offices and officers as provided by orders 
issued to implement Reorganization Plan No. 1 of 1952. 

SEc. 9. REFERENcE oF MATrERs To DIsTRIcT DIREcroRs. 

Requests for rulings received from taxpayers by the National Of- 
fice which, in accordance with the foregoing provisions, are not to be 
acted upon by the National Office shall be forwarded for appropriate 
action to the District Office in which the return has been or will be 
filed. The taxpayer shall be advised of the action taken. 

SEC. 10. WITHDRAWAL OF REQUESTS. 

The taxpayer's request for a ruling or a determination letter may 
be withdrawn at any time prior to the signing of the letter of reply. 
The withdrawal of the request will not prevent the National Office 
from furnishing its views to the District Director in whose office the 
return has been or will be filed. Neither shall such withdrawal prevent 
a District Director of Internal Revenue from considering the infor- 
mation submitted in a subsequent audit or examination of the tax- 
payer's return. Even though a request is withdrawn all corre- 
spondence and exhibits shall be retained in the files of the Internal 
Revenue Service and may not be returned to the taxpayer. 

SEc. 11. ORAI ADvIGE To TAXPATERs. 

It is the policy of the Service not to issue rulings or determination 
letters upon oral request. For reasons of sound administration, oral 
opinions or advice given to taxpayers by employees or officers of the 
Internal Revenue Service are considered as aids to taxpayers only. 

SEC. 12. EFFECT OF RULINGS. 

. 01 Generally no statement by any official of. the Internal Revenue 
Service, other than a closing agreement under section Bt60 of the 
Internal Revenue Code, is final and conclusive upon the Internal 
Revenue Service. However, see paragraphs . 05, . 06, and . 07 of this 
section. 

. 02 As part of the determination of a taxpayer's liability, it is the 
responsibility of the District Director to ascertain whether any ruling 
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previously issued to the taxpayer has been properly applied. Thus, 
it should be determined whether the representations upon which the 
ruling was based reffected an accurate statement of the material facts 
and whether the transaction actually was carried out substantially as 
proposed. 

. 08 If, in the course of the determination of the tax liability, it is 
the view~ of the District Director that a, ruling previously issued to 
the taxpayer should be modified or revolred, the findings and recom- 
mendations of the District Director should be forwarded to the Xa- 
tional Office for consideration of the matter prior to further action. 
Such reference to the Xational Office will be considered a request for 
technical advice and the procedures applicable to such requests will 
be followed. Otherwise, the ruling is to be applied by the District 
Director in his determination of the taxpayer's liability. 

. 04 Appropriate coordination with the Xational Office shall be 
undertaken in the event that any other field official having jurisdic- 
tion of a return or other matter proposes to reach a conclusion contrary 
to a ruling previously issued to the taxpayer. 

. 05 4 ruling found to be in error or no longer in accord with tlie 
position of the Internal Revenue Service may be modified or revolred. 
Modification or revocation may be eff'ected by a notice to the taxpayer 
to whoni the ruling originally was issued, or by a ruling or other 
statenient publishe&1 in tlie Internal Revenue bulletin. However, it is 
the general policy of the Internal Revenue Service to limit the revoca- 
tion or modification of a ruling issued to or with respect to a particular 
taxpayer to a prospective application only, (a) if there has been no 
misstatement or omission of material facts, (b) the facts subsequently 
cleveloped are not materially different from the facts on which the 
ruling was based, (c) there has been no change in the applicable law, 
and (d) such taxpayer acted in good faith in reliance upon such rul- 
ing and a retroactive revocation would be to his detriment. 

. 06 With respect to rulings published in the Internal Revenue 
Bulletin, it is the general policy of the Service that taxpayers may 
rely upon such rulings in determining the rule applicable to their 
cwn transactions and need not request a specific ruling applying the 
principles of the published ruling to the facts of the taxpayer's 
particular case ~here otherwise applicable. See, however, . 08 of tliis 
section. In the event of revocation or modification of a. ruling pub- 
lishecl in the Internal Revenue Ilulletin, it is the general practice of 
the Service to make such revocation or modification prospective only. 

. 07 Under the provisions of section 1108(b) of the Revenue Act 
cf 1026 (which is regarded as still in eff'ect even though not incor- 
porated in the Internal Revenue Code), a ruling holcling that the 
sale or lease of a particular article is subject to the manufacturers' 
excise or the retailers' excise tax must be limited in its retroactive 
application in any case, where (1) such rulin~ reverses a prior ruling 
holding the particular article to be nontaxabIe, and (2) the taxpayer 
in reliance upon such ruling parted with possession or ownership of 
such article without passing the tax on to liis customer. 

. 08 Since each ruling represents the conclusion of the Service as to 
flic application of the hiir to the entire state of facts involved, revenue 
officials and others concernecl are cautioned against reaching the same 
conclusion in other cases unless tlie facts and circumstances are sub- 
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stantially the same. Furthermore, Service personnel and others con-. 
cerned should, in this connection, consider the effect of subsequent 
legislation, regulations, court decisions, and rulings. 

SEc. 18. ErrxcT or DETERMINATION LETTERs. 

A determination letter issued by a District Director, in accordance 
with this Revenue Ruling, shall be given the same efl'ect upon examin- 
ation of the return of the taxpayer to whom the determination letter 
was issued as is described in section 12, in the case of a ruling issued 
to a taxpayer, except that reference to the National Once is not neces- 
sary where upon the examination of the return it is the opinion of the 
District Director that a conclusion contrary to that expressed in the 
determination letter is indicated. A DistrIct Director Is not author- 
ized to limit the revocation of a determination letter to a prospecive 
application only but may refer the matter to the National Oflice for 
exercise by the kommissIoner, or his delegate, of the authority so to 
limit the revocation. 

Szc. 14. EFFECT ON OTHER DOGUMENTS. 

. 01 Rev. Rul. 10, C. B. 1958 — 1, 488, is superseded by this Revenue 
Rulin ~. 

. 02 Rev. Rul. 82, C. B. 1958-1, 265, is amended as provided in section 
4, 04 of this Revenue Ruling. 

. 08 Mim. 6298, C. B. 1948 — 2, 59, is amended as provided in section 
8. 02 of this Revenue Ruling. 

Sec. 15. EFFEcTIvz DnE. 
The effective date of this Revenue Ruling is May 24, 1954. 
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Accounting methods, amounts rounded to nearest dollar 
Administration and procedure: 

Collection, distraint, levy for delinquent Federal taxes, State employ- 
ment commissions 

Functions relating to bonds delegated to District Directors, Regula- 
tions 118 amended 

Power of attorney, substitution, rights given original attorney or 
agent 

Priority of judgment lien over liens subsequently filed 
Rulings, determination letters, and closing agreements, procedures of 

National Office and District Offices 
Alcohol tax: 

Alcohol: 
Ethyl, produced from ethylene gas, other petroleum derivative, 

marking cases 
Tax-free, for use by municipally-owned or privately-owned hos- 

pitals 
Bonds: 

Cancellation, approval of notice of discontinuance of use of 
specially denatured alcohol 

Penal sum, vinegar plant proprietor, partial shipments, still wine 
Transportation and warehousing bond, for spirits 
Transportation Bond, withdrawal of distilled spirits from ware- 

houses 
Bottles: 

Mixed sizes, packaging, Regulations 18 amcndcd 
One-hs, lf gallon and 1 gallon sizes, Regulations 10 amended 

Breweries: 
Change in name, marking, rebranding, cooperage 
Sale of fermented liquors, tax-free, to individual delegates to 

United Nations 
Brewery premises, production of unfermented malt beverage 
Containers: 

Brewery metal cooperage, marked, rcbrandcd, name change 
Ethyl acetate and propriety solvents, bulk shipments by barge 
&Vooden, retail sale of distilled spirits 

Distilled spirits: 
Imported, rcbottling 
In bond, part 5, Form 1515, completed after dumping, prior to 

bottling 
Labels and State tax stamps affixed to cases, Regulations 11 and 

15 amended 
"Texas Fifth, " half-gallon bottles, marking packages 
Transportation and warehousing bond 
Transportation bond, withdrawal from several warehouses oper- 

ated by same owner 
Equipment and supplies, condenser, replacement of tubes or outer 

jacket 
Exportation, distilled spirits and wines, storage room 
Fermented malt liquor: 

Beer: 
Labeling, purchased taxpaid 
Tax-free, sale to individual delegates to United Nations 

Packaging, Regulations 18 amended 
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Alcohol tax — Continued 
Firearms: 

Classification 
Device for trapping animals which fires a plastic cartridge 
Firearms, shells, etc. , reuse of stamps 
Partially deactivated submachine guns rented to television net- 

works 
Ramset powder driven fastening tools, dealer's license to selL 
Revolver refitted with 10-inch barrel to accommodate shot 

cartridges 
Revolvers altered to fire shot cartridges 

Forms, 52A, information to be shown 
Forms 1482, User's Report of Denatured Alcohol, final 
Government officers, withdrawal of export spirits, storage room or 

bonded warehouse 
Government use, distilled spirits, Armed Services Medical Procure- 

ment Agency 
Importation, spirits purchased by one importer consigned to another 
Industrial alcohol ethyl acetate, Regulations 3 amended 
Industrial alcohol plants, transfer of tank cars of alcohol, in bond, 

between sunset and sunrise 
Labeling: 

Beer, purchased taxpsid 
Product from grape wine similar to vermouth 
Wine, total solids content, more than 17 grams per 100 cubic 

centimeters 
Labels, indicating percentages, vintages of components of blended 

wines 
Marks and brands: 

Brewery metal cooperage, name change 
Commercial, State tax stamps affixed to cases, Regulations 11 

and 15 amended 
Materials, casein, sodium caseinate, wine clarifiers 
Permits: 

Determination of active status of 
Tax-free alcohol, municipally-owned hospital 

Records: 
Form 52E or Record 52, Regulations 21 amended 
Form 1440, notation, "Alcohol — Petroleum Derivative" 
Separate, name of distiller, rectifier, or bottler 
Wholesale liquor dealers 
Composite cases of liquor entries 

Rectifying plants: 
Production and labeling of "May Wine" 
Use of water, syrup, sugar solutions in wine manufacture 

Reports: 
I'orm 103, daily statement of fermented malt liquor bottled, 

Regulations 18 amended 
Form 1482, User's Report of Denatured Alcohol, Anal 
Wholesale liquor dealer, composite cases of liquor entries 

Retail liquor dealer: 
Barbecue sets, etc. , furnished by wholesalers 
Beer cooling cabinets offered at wholesale price by brewer, un- 

lawful inducement 
Cooperative advertising, contributions received from wholesale 

liquor dealers, violation 
Delinquent, further credit extension 
Gifts of glassware from industry members, unlawful inducement 
Purchase of warehouse receipts 
Quantity discounts granted by wholesalers 

Stamps, strip, domestic, completing part 5, Form 1515, immediately 
prior to bottling distilled spirits 

Tanks, bottling, Government locks on stopcocks of gauge glasses 
Taxes: 

Liability for, losses of distillates, Regulations 3, 4, 5, amended 
Liability for, sale of damaged products by fire insurance company 

Vinegar plants, penal sum of bond, still wine, partial shipments 
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Alcohol tax — Continued 
Violations: 

Barbecue sets, etc. , furnished retailers bv wholesalers 
Beer cooling cabinets offered at wholesale price by brewer, un- 

lawful inducement 
Inducement, exclusion, contributions by wholesale liquor dealers 

to cooperative advertising of retail liquor dealers 
Labeling, product from grape wine similar to vermouth 
Possession of property "intended for use" in evading liquor taxes 
Quantity discounts, subterfuge sales transactions 
Unfair competition, gifts of glassware to retailers 
Unlawful inducements 
Wholesale liquor dealer durnishing Texas hats to salesmen and 

chain-store retail establishments 
Warehouses, internal revenue bonded: 

Distilled spirits, weighing of packages on receipt, Regulations 
4, 5, 10 amended 

Transportation and warehousing bond 
Withdrawals, Transportation Bond 

Whiskies, blends of two or more, aged in wood, activated carbon added 
thereto 

Wholesale liquor dealers: 
Export storage rooms 
Quantity discounts, price reductions, granted retail liquor 

dealers 
Record 52 covering imported distilled spirits 

Wine: 
Advertising, alcoholic content 
App ication of terms "Dry", "Extra Dry" 
Blend of two or more distinct vintages, labeling 
Clarification, use of casein, sodium caseinate 
Labels and State tax stamps affixed to eases, Regulations 11 and 

15 amended 
Manufacture of wine products, rectified wine, wine cocktail, 

solutions used in rectifying plant 
Premiums offered 
Product from grape wine similar to vermouth 
Samples required to be submitted with formulae, blending of 

vermoufhs 
Still, acetic, alcoholic content, vinegar manufacture 
Taxpaid marking not required 

Aliens (nonresident), periodic alimony payments to, subject to United 
States income and withholding tax 

Aliens (resident), foreign students in the United States 
Alimony, paid, periodically to nonresident alien 
Amendments: 

Regulations 3: 
Sections 182. 692, 182. 700, 182. 779 
Sections 182. 837, 182. 838, 182. 840, 182. 841 

Regulations 4: 
Section 183. 408 
Sections 183. 561, 183. 564a, 183. 572, 183. 574, 183. 577a, 183. 580 

Regulations 5: 
Section 184. 441 
Sections 184. 601, 184. 604a, 184. 612, 184. 614, 184. 617a, 184. 620 

Regulations 10: 
Sections 185. 375, 185. 692, 185. 693, 185. 706, 185. 707, 185. 708, 

185. 711, 185. 712 
Sections 185. 924, 185. 925, 185. 940, 185. 961, 185. 980 

Regulations 11: 
Section 189. 270(a) (added) 

Regulations 15: 
Section 190. 805 

Regulations 18: 
Sections 192. 281, 192. 440, 192. 441 

Regulations 21: 
Section 191. 139 
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Amendments — Continued 
Regulations 42: 

Section 130. 75 
Regulations 43: 

Section 101, 37 
Regulations 76: 

Articles 3, 12 
Regulations 111: 

Section 29. 50&. 1 
Regulations 113: 

Section 143. 55 
Regulations 118: 

Sections 39. 23(m) — 1, 39. 44-5, 39. 53-3, 39. 112(b) (6) — 3, 39. 112(f)- 
1, 39. 131(c) — 2, 39. 143-7 

Section 39. 101-1 
Section 39. 504 — 1 

Regulations 130: 
Sections 40, 437-5, 40. 458 — 4 
Sections 40. 452-4, 40. 452 — 5 

Amortization: 
Emergency facilities, certificate of necessity, change in 
Grain storage, elevator 
Grain storage facility: 

Construction of new warehouse adjacent to existing warehouse 
Licensed grain elevator under occupancy contract with Commod- 

ity Credit Corporation 
Annuities, taxability, dependents of members of the uniformed services 
Armed Forces: 

Retirement pay, adjustment, pursuant to Public Law 720 
Retirement pay reduced to provide annuities for dependents 

Attorneys and agents, original, rights under original and substitute powers 
of attorney 

Automobiles: 
Gain from sale of "demonstrators" and "company cars" 
Rental cars, capital gains treatment 

Awards, prizes, etc. , Pulitzer 
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15 
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19 
124 
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Back pay, pursuant to Public Law 720, lump sum to Fleet Reservist 
Bad debts: 

Additions to reserve: 
Experience factor 
Installment accounts receivable 

Reserve method of accounting for 
Banks: 

Experience factor, computing additions to bad debts reserve 
Reserve method of accounting for bad debts 
Stock of subsidiary distributed to shareholders 

Basis: 
Property transmitted at death 
Reorganization, conversion of Federal savings and loan association 

into State building and loan association 
Repurchased delinquent installment accounts 
Stock, reorganization, separate incorporation of branches 

Bonds: 
Interest, municipal bonds 
. Interest, United States savings, reissued substituting new name in 

place of one original coowner 
Business expenses, deductible, "kickback" payments 
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60 
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44 

Campaign expenses, funds diverted to personal use 
Capital assets, partnership interest, effect of change in membership 
Capital expenditures: 

Const, ruction of earthen terraces to prevent soil erosion 
Swimming pool or elevator installed for health reasons 
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cation of Rev. Rul. 54 — 53 in certain ca:es 286-288 

Capital gains and losses: 
Alternative tax, computation, credits allowed corporations 
Carryovers, capital loss incurred by decedent 
Corporations, losses, redemption of corporate obligations 
Estates and trusts, amounts received in redemption of capital stock 

held by estate of deceased stockholder 
Individuals, losses, redemption of corporate obligations 
Property — 117(j) treatment: 

Automobiles purchased for rental 
"Company cars" in hands of dealer distinguished from "demon- 

strators" 
Oil and gss properties, sale of producing leases by partners 

Capital stocl-, redemption of, by use of proceeds from life insurance 
policy on deceased shareholder 

Carryback and carryovers, individuals, net income reduced, charitable 
contributions allowable 

Casualty (losses). (See Losses: Casualty or theft. ) 
Charitable contributions. (See Contributions (deductibility). ) 
Citizens of United States (nonresident): 

Earnings for services performed abroad 
Sale of personal property 

Claims for refund or abatement: 
Overpayment of tax refunded at close of taxable rear 
Tax erroneously collected from subsidiary corporation prior to 

liquidation 
Closing agreements, procedures of Natioiial Office and District Offices 
Commissions received by corporation pursuant to contract with agent 
Committee reports: 

Conference Report No. 1446 
House of Representatives Report, No. 1307 
Senate Report No. 1085 

Community property and income, sources within possessions of United 
S tates 

Compensation (received): 
Property other than cash, employer contributions to group life 

insurance 
Salaries, fees, etc. , public official, contribution to partnership income 

p ool 
Services, 36 months or more: 

Fleet Reservist, retirement pay adjustment 
Personal, rendered by husband prior to January 1, 1948 

Sickness or injuries: 
Labor union old age pension benefits 
Self-insured plan (New York), excess over contributions 

Contracts: 
Between agents and corporation, commissions derived from 
Renegotiation, adjustment of income and excess-profits taxes, appli- 

Contributions (deductibility): 
Corporations: 

Charitable fund maintained by exempt organizatioii 
Contributions to The Oklaho!na Educational Television 

Authority 
N ewspaper publisher, circulation expenditures 

Individuals: 
Charitable fund maintained by exempt organization 
Contributions to The Oklahoma Lducational Television 

Authority 
Contributions to the Pacific %Var Memorial Commission 
Net operating loss carryback, reduction in net income 

Cooperatives: 
Extension of time for filing returns, Form 99$-C 
Farmers' marketing and purchasing association, purchases for per- 

sons who are neither members nor producers 
Farmers', procedure for filing returns, Regulations 118 amended 
Patronage dividends, document form, tax treatment 

64 
67 

64 
65 
64 

78 

93 
86 
24 
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Corporations: 
General: 

Charitable foundation subject to section 3814 of the Code, 
accumulation of income 

Exempt status, effective date of 
New second preferred stock exchanged for common stock in 

reorganization plan, recognized gain 
Liquidation: 

Claim for refund of tax erroneously collected 
Partial, effected through redemption of capital stock held by 

estate of deceased shareholder 
Sale of corporate assets, claim for tax erroneously collected prior to 

Court decisions: 
Chicayo, St. Pau/, Minneapolis, (ic Omaha Railway Co. ; Ifelm v 
City of New Britain et al. ; United States v 
Dixon, Floyd; United States v 
Goodman, Estate of Isaac, et al. , v. Commissioner 
Remmer, Elmer F. , United States v 

Credits against net income, net long-term capital gain or loss, computation, 
alternative tax 

Credits (dependents). (See Exemptions. ) 
Criminal prosecutions, conviction, willful evasion, judgment vacated 

Page 

289 
88 

109 

160 

114 
160 

217 
277 
326 
296 
146 

123 

146 

Damages, received under New Jersey "Death by Wrongful Act" statute 
Decedents, estate of, damages receivable under New Jersey "Death by 

Wrongful Act" statute 
Deductions: 

Business expenses: 
Amortization, grain storage facilities 
Application of $50, 000 limitation in community property States 
Circulation expenditures 
Commitment fee, losses, arising from sale of installment accounts 

receivable 
Compulsory assessments for labor union old age pension furrd 
Construction of earthen terraces to prevent soil erosion 
Excise and special taxes paid by person accepting wagers 
Intangible drilling and development costs incurred by partner- 

ship 
"Kickback" payments 
Price control violations on commodity sales, amounts paid in 

settlement 
Rental payments by grantor to trustee 
Substantiation and allowance 
Travel, meals, lodging, professional baseball personnel 

Contributions. (See Contributions (deductibility). ) 
Medical expenses, cost of swimming pool or elevator 
Taxes: 

State of Massachusetts on cigarettes 
State of Oklahoma on cigarettes 

Dependents (credit). (See Exemptions. ) 
Depletion: 

Percentage, proccsscs used in the manufacture of brick from shale 
and brick and tile clay 

Removal of sod and balled nursery stock 
Depreciation: 

Automobiles, "demonstrators" and "company cars" 
Basis of property transmitted at death 

Disability benefits, lssew York, amounts exceeding contributions 
Distraint, lien attaches only to extent of taxpayer's rights in property 
Distributions (corporations): 

Conversion of Federal savings and loan association into State build- 
ing and loan a~sociation 

Liquidation, preexisting deficit 
Redeem capital stock held by estate of deceased shareholder 
Reorganization, separate incorporation of branches 

179 

179 

127 
129 
67 

119 
46 
68 
51 

64 
44 

49 
20 
47 
51 

57 
55 

62 
63 
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Dividends: 
Paid credit: 

Allowed corporations, alternative tax computation 
Preexisting deficit. 

Patronage, document form, tax treatment in hands of patrons 
Received credit, allowed corporations, alternative tax computation 
Stock dividends, stock of subsidiary distributed by bank to its share- 

holders 

Page 

123 
71 
24 

123 

116 

Earned income (sources without United States), nonresident citizens 
Elections (manner and effect): 

By partnership to charge to expense intangible drilling and develop- 
ment costs 

Dealer reporting sale on personal property on installment basis 
Employees' trusts. (See Trusts: Employees'. ) 
Employment taxes: 

Agricultural labor: 
Farm operated by partnership 
Pruning, cutting, and selling Christmas trees 

Employer, pari nerships, change in membership 
Employer-employee relationship: 

1 anicurist 
Partner operating farm for partnership 

Government employees, civilian, outside continental United States, 
cost-of-living allowances, post differential payme!its 

Railroad retirement employees, contract services 
Refunds or credit, "special, " claim for excessive tax withheld 
State instrumentalities, county farm bureau, Pennsylvania, 
Tax, liability for, limited partner 
Unemployment funds, levy for delinquent Federal taxes 
9 ages: 

Cost-of-living allowances, post differential payments, civilian 
employees, outside continental United States 

Payments for reuse of recordings 
Estate tax: 

Bonds, United States, redemption, date of tax payment 
Charitable gifts and bequests: 

Charitable deduction, proration of 
Pacific 1Var Memorial Commission, an agency of the Territory of 

Hawaii 
Claims for refund attributable to reversionary or re!nainder interest 
Community property, inclusion in gross estate 
Credits against tax, foreign tax credit, Form 706CE, evidence of 

P ay ment 
Damages for wrongful death, received under i%cw Jersey "Death by 

'!wrongful Act" statute 
Domicile, law of, community interest 
Indians, Quapaw Tribe, allotted lands 
Insurance, life: 

Death benefits, paid survivirg spouse living when proof of dece- 
dent's death is submitted 

Receivable by beneficiary other than estate, inclusion in gross 
estate 

Marital deduction: 
Power of appointment, over only portion of property received by 

widow 
Terminable interest, surviving spouse, insurance policy proceeds 

Powers of appointment: 
Exercise of: 

Partial 
Proration of charitable de&iuction 

General power: 
Received by widow to appoint only a portion of property 

received 
Trustee-beneficiary prevented by State law from distributing 

trust corpus to himself 

117 
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76 
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Estate tax — Continued 
lteal property, inclusion in gross estate, New Mexico, Kansas 
Returns: 

Certification of copy of will 
Form 706 (revised December 1953) 
Preparation of Form 706 by attorney or agent on behalf of tax- 

payer 
Situs of property: 

Bonds of a domestic corporation, decedent a citizen and resident 
of Canada 

Law of, governs community interest 
Moneys held for nonresident alien by an express company 

Transfer, contemplation of death, exercise of gift-splitting privilege, 
gross estate of consenting spouse 

Treaties, tax: 
Decedent a citizen and resident of Canada, bonds of a domestic 

corporation included in assets 
Exempting restricted allotted land of Indians, Quapaw Tribe 

Valuation: 
Shares of stock of closely held corporation 
Stock, death of stockholder, option to repurchase reserved by 

issuing corporation 
Estates and trusts. (See Trusts: Estates and trusts. ) 
Excess-profits tax: 

Adjusted excess-profits net, income 
Attributable to bad debt recoveries, filing Form 1120 

Excess-profits credits: 
Based on income, acquiring corporation 
Historical invested capital, equity invested capital, Regulations 

130 amended 
Invested capital, equity capital defined, Regulations 130 amended 

Industry base period rates of return, purchasing corporation, propri- 
etorship properties acquired 

Tax, rate and computation, Regulations 130 amended to correct ex- 
ample in section 40. 452-4(f) 

Tax-free exchanges, properties of sole proprietorship acquired by 
corporation 

Exchanges of property: 
Capital stock at par value for crop income 
Capital stock, for certain assets of insurance company 
Sale of land and removal of principal residence to new lot 
Securities, parent registered holding company and subsidiaries 
Stock for stock of same corporation 

Excise taxes: 
Admissions tax: 

Affairs conducted by alumni association, proceeds inuring to 
university fund 

Affairs conducted by nonexempt association, proceeds inuring 
to scholarship fund 

Assessments by District Directors, Regulations 43 amended 
Exchange tickets 
Guided tour 
Policy for furnishing information on Form 720, quarterly return, 

continued 
Proceeds inuring to language group conducted by educational 

organization 
Rodeo conducted by exempt educational institution, performers 

"participating for compensation" 
Cabaret tax: 

Operation of television set as only form of entertainment 
Communications tax: 

Assessments by District Directors, Regulations 42 amended 
Dues, initiation fees, etc: 

Assessments by District Directors, Regulations 43 amended 
Stock transfer, fees paid by withdrawing or incoming club mem- 

bers 

Page 
181 

198 
199 

199 

203 
181 
204 

179 

203 
182 

187 

194 

177 
162 

166 
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Excise taxes — Continued 
Manufacturers' tax: 

Automobiles, etc. : 
Computation of tax on retail sales by importer, Revenue 

Ruling 54-25 superseded 
Low-bed trailers or semitrailers 
Replacement bodies for trucks or truck trailers 

Electric air heaters, permanently installed or portable types 
Electric light bulbs, etc. : 

Floor stocks refunds, Regulations 46 amended 
F&loor stocks refunds, statute of limitations 

Firearms, shells, etc. : 
Parts and accessories for firearms 
Telescopic sights, riilescopes imported, dealer's liccnsc to 

sell 
General, credits and refunds, tax paid on nontaxable sales 
Lenses, photo raphic equipinent 
Refrigerators, etc. : 

Floor stocl-s refunds, Regulations 46 amended 
Floor stocks refunds, statute of limitations 

Stamp taxes". 
Bonrls, ctc. , a. reement reducing amount, of quarter-annual 

installmeiits 
Reduction of certain excise tax rates and 1-year extension of certain 

other excise taxi:s (Public Law 324) 
Retailers' tax: 

Fur articles, fur-trimmed coats, reversible fur coats 
Jewelry, stop watc!ies and pedoineters 
Toilet preparations used as theatrical makeup 

Safe deposit, boxes, assessments by District Directors, Regulations 
42 amended 

Stamp taxes: 
Bonds, etc. , new issue, interest rate change, consolidation agree- 

ment 
Bonds, etc. , removal of documentary stamps 
Conveyances, removal of documentary stamps 
Sale of realty subject to an existing mortgage 
Stock, etc. , transfer of stock by exempt organization 

Transportation tax: 
Persons: 
Charges in excess of 35 cents 

Commutation ticket~ 
I'orm or exemption certificate for establishing nontaxable 

character of payments 
I&'ra&:tional part of cent disregarded in computing the amount 

of tax to be collected by carrier 
Limousines operated to and from airport and surrounding 

areas and having a seating capacity of less than 10 pas- 

sengerss 

Purchase of ticket in Canada or Mexico 
Sightseeing tours, limousines not operated on established 

line 
Property: 

Assessments by District Directors, Regulations 113 amended 
Automobile chassis, shipments from within United States 

to port of exportation 
Charges paid by Feder, . l agencies and instrumentalities 
Foundry facing, consisting of pulverized coke 
Produce assigned to haulers for delivery 
Shifting empty barges 

Wagering taxes, organizations, tax exempt, operating punchboards, 
tip games, wagering pools 

Exempt corporations and associations: 
Accumulation of income, amount or duration 
Application for exemption, procedure 
Charitable foundation subject to section 3814 of the Code, accumula- 

tion of incoine 
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Exempt corporations and associations — Continued 
Effective date of exemption 
Farmers' cooperatives, purchases for persons who are neither members 

nor producers 
Growers' marketing cooperative, capital stock issued for member's 

crop income 
Operating punchboards, tip games, wagering pools, liability for wager- 

ing excise taxes 
Procedure for 61ing returns, Regulations 118 amended 
Separate charitable fund 
Unrelated business nct income, research activities 

Exempt income: 
Award received for distinguished editorial writing, Pulitzer prize 
I'undamental research, exempt organizations 
Nonresident Canadian corporation, income derived from entertainer's 

personal appearances in the United States 
Exemptions; 

Dependents, when arc children "legally adopted, " Maryland, Virginia, 
and 51issouri statutes 

Nonresident aliens, periodic alimony payments to 
Extension of time: 

Farmers' cooperatives 
Filing of corporation income tax returns 

Page 
88 

93 

104 

254 
86 
92 

160 

28 
160 

156 

69 
156 

78 
'79 

Farmers and farming, capital expenditures, construction of earthen ter- 
races to prevent soil erosion 

Foreign corporations, Canadian, nonresident, income from an entertainer's 
personal appearances in the United States 

Foreign tax credit: 
Brazilian tax on corporations 
Bus companies, routes between United States and Canada 
Taxes paid on income exempt from United States tax 

Forms: 
1"ederal tax, copyrighted 
W — 2, use and reproduction by State and local governments 
W-2, Withholding Tax Statement for 1954, reproduction 

68 

156 

129 
130 
129 

83 
226 
225 

Gain or loss: 
Basis: 

Property transmitted at death 
Sale of persons, l property, nonresident citizens of United States 

Recognition: 
Capital stock exchanged for crop income 
Conversion of Federal savings and loan association into State 

building and loan association 
Distributions, exchanges, transfers of stock, registered holding 

company and subsidiaries 
Exchange of new second preferred stock for common stock on 

reorganization 
Postponement of 
Reorganization: 

Entire plan a single transaction 
Separate incorporation of branches 

Sale of land and removal of principal residence to new lot 
Sale of residential property in two parcels 
Stock for stock of same corporation 

Gift tax: 
Dominion and control, transfer of stock 
Donee, personal liability of, income from trust 
Exclusions: 

Future interest, trust for care of donor's minor children 
Present interest, not allowable, income not determinable 

113 
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Gift tax — Continued 
Gift-splitting: 

Allocation of specific exemption to other spouse 
Return filed and consent executed by one spouse as agent for 

absent spouse 
Gifts of property to the Pacific )Var Memorial Commission, an agency 

of the Territory of Hawaii 
Specific exemption, not allocable to use of other spouse 
Transfers, leaseback of property, rental payments by grantor to 

t 
Trusts: 

Future interests, for care of donor's minor children 
Income not determinable 

Valuation: 
General, stock transferred 
Shares of stock of closely held corporation 

Gross income: 
Exclusions, damages under the New Jersey "Death by Vi rongful 

Act" statute received by decedent's estate or by dependents 
Inclusions: 

Benefits under self-insured plan (New York), excise over con- 
tributions 

Diverted portion of political contributions 
Income from exchange of assets between insurance companies 
Income from sources without United States, nonresident 

citizens 
Life insurance premiums paid by employees' trust 

Pete 

207 

205 

65 
207 

20 

207 
207 

205 
187 

179 

29 
11 

154 

117 
150 

Husband and wife, separate interests in same trade or business, limita- 
tion on losses ]28 

Income: 
From sources within possessions of United States, comnannity income 

of spouses 
From sources without United States: 

Bus companies, routes entering Canada 
Sale of personal property 

Individuals — losses. (See Losses: Individuals. ) 
Information at source, Form 1042 Supplement, exchange of information 

under income tax conventions 
Installment sales, income reported on installment basis by dealer in per- 

sonal property 
Insurance: 

Commissions received by corporation engaged in fire insurance busi- 
ness pursuant to contract with agent 

Premiums: 
Employer contributions to, group life insurance 
Paid by employees' trust for participants 

Proceeds, used to redeem capital stock held by estate of deceased 
stockholder 

Insurance companies: 
Life, exchanges of capital stock for certain business assets 

Interest: 
Paid on "notes" which do not in fact represent an indebtedness 
Received: 

Municipal bonds 
United States savings bond, redeemed by one coowncr 

Inventories (LIFO): 
Department stores, January 1954 BLS price indexes 
Elective method, price indexes for June 1953, for use by variety 

stores 
Specialty stores 
Variety stores, December 1953 BLS price indexes 

Involuntary conversion of property, postponement of recognized gain 

157 

130 
12 

144 

76 

175 

17 
150 

114 

154 

28 
12 

39 

153 
32 
38 
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Judgments, vacated, conviction for willful evasion of taxes 

PagO 

146 

Leases, producing oil and gas, sale by partners 
Legislation: 

Eighty-third Congress: 
Public Law 324 

Liens for taxes: 
Federal, filing, releasing, discharging in New York State 
New York, judgment creditor, priority 
Option rights 
Priority, Federal or municipal 

Liquidation (see also Corporations: Liquidation): 
Dividends paid credit, prcexisting deficit 
Growers' marketing cooperative association, treatment of outstand- 

ing capital stock's value 
Loans, bank, acquired with certain assets from another bank 
Losses: 

Casualty or theft, drought damages to residential property 
Individuals: 

Drought damages to residential property 
Excess of public official's contribution over share of partnership 

income pool 
Limitati in on: 

Allocation betwccn taxpayer and spouse in community property 
States 

Husband and wife having separate interests in same trade or 
business 

Miscellaneous, ordinary losses, redemption of corporate obligations 

284 

343 

280 
282 
277 
277 

71 

104 
60 

58 

152 

129 

128 
128 

Mitigation of effect or limitation, renegotiation of war contracts, applica- 
tion of Rev. Rul. 54 — 53 in certain cases 286 — 288 

N 
Net income: 

Computation, carryover, capital loss incurred by decedent 
Personal holding companies, undistributed subchapter A income 
United States and Canadian, bus companies 
Unrelated business income, research activities 

Net operating loss, reduction in net income, charitable contributions allow- 
able to individuals 

147 
175 
130 
160 

64 

0 
Obligations of, States and subdivisions, municipal bonds, limited liability 
Oil and gas properties: 

Election by partnership to charge to expense intangible drilling and 
development costs 

Title vested in one partner, sale of producing leases 
Overpayments, refunded only after close of taxable year 

28 

64 
284 
159 

Partnerships: 
Capital gains and losses, sale of producing leases, oil and gas prop- 

erties, section 117(j) treatment 
Death of partner, effect on partnership interests and requirements for 

filing returns 
Distributions: 

Medical service fund 
Share of pooled income, taxable or deductible as a loss 

Limited, liability of limited partner 
Returns: 

Change in membership during year 
Medical service fund 

284 

153 

151 
152 
285 

153 
151 
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Payment of tax, farmers' cooperatives 
Penalties, asserted in connection with return and payment of income with- 

holding tax 
Pensions, old age, labor union employment, compulsory union assessments 

iu prior years 
Personal holding companies: 

Commissions received pursuant to contract with agent 
Undistributed subchapter A net income 

Personal service corporations, information returns, utilization of Schedule 
PS (Form 1120) 1951 

Public Law: 
Eighty-third Congress: 

No. 324 reducing certain excise tax rates and extending for 1 year 
certain other excise taxes 

Publicity of returns and information; 
Committees of Congress 
Senate Banking Committee 

Page 
78 

224 

175 
175 

165 

343 

69 
84 

Real estate: 
New York State, filing, releasing, discharging, Federal tax liens 
Sale of land and removal of principal residence to new lot 
Sale of residential estate in two parcels 

Redemption of stocks and bonds, United States savings, redeemed by one 
coo wner 

Refunds. (See Claims for refund or abatement. ) 
Regulations (see also Amendments: Regulations): 

Withholding, United States-Belgium income tax convention 
Renegotiations. (See War contracts. ) 
Rent paid, leaseback of property by grantor of trust 
Reorganizations: 

Conversion of Federal savings and loan association into State building 
and loan association 

Exchange of new second preferred stock for common stock, recogni- 
tion of gain 

New stock exchanged for new stock of another series 
Recognition of gain or loss, entire plan a single transaction 
Separate incorporation of branches 

Residence. (See Real estate. ) 
Resident, aliens. (See Aliens (resident). ) 
Returns: 

Corporations: 
Exempt, procedure for filing returns, Pegulations 118 amended 
Extension of time for filing 
Foreign, extension of time for filing returns, Regulations 118 

amended 
Individuals, residing or traveling abroad, extension of time for filing re- 

turns, Regulations 118 amended 
Information: 

Form 1042 Supplement, exchange of information under income 
tax conventions 

Utilization of Schedule PS (Form 1120) 1951 
Inspection: 

Committees of Congress 
Senate Banking Committee 

Reproduction of 
Time for filing: 

Farmers' cooperatives 
Income withholding tax 

Rulings. (See Administration and procedure. ) 

280 
112 
98 

12 

132 

20 

106 

109 
101 
111 
105 

86 
79 

80 

80 

144 
165 

84 
84 
82 

78 
224 

Sales or exchanges, sale of land and removal of principal residence to new 
lo 

Securities transactions, stock recapitalizstion, exchanges, distributions, 
approved by Securities and Exchange Commission 

112 

99 
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Self-employment tax: 
Agricultural labor: 

Partner operating farm for partnership 
Pruning and cutting Christmas trees on nonfarm land 

Community property, wife's distributive share of income from hus- 
band and wife partnership 

Funeral services, clarification of term "funeral director" 
Included and excluded earnings, pruning and cutting Christmas trees 

on nonfarm land 
Partners and partnerships, wages for employment assigned to partner- 

s hips 
Professions, excluded from trade or business, "funeral director" 
Trade or business: 

Performance of services as "funeral director" does not constitute a 
Seamstress, services performed in homes of established customer 

clientele 
Stock dividends. (See Dividends (stock). ) 
Supplement U income, research activities, exempt organizations 

Pace 

213 
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169 
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171 

174 
173 

173 

170 

160 

Tax Court of the United States, The: 
Decisions of, list of acquiescences and nonacquiescences 

Taxes: 
Deduction: 

State of Kfassachusetts on cigarettes 
State of Oklahoma on cigarettes 

Foreign countries. (See Foreign tax credit. ) 
Tobacco tax: 

Bonds, sea stores, maximum penal sums, Regulations 76 amended 
Sea stores, maximum penal sums for bonds, Regulations 76 amended 
United States' use of articles, gratuitous distribution at military 

establishments 
Traveling expenses, professional baseball personnel, away from "club 

town" or tax "home" 
Treaties: 

Canada, nonresident corporation deriving income from an enter- 
tainer's personal appearances in the United States 

United States-Belgium income tax convention, withholding regula- 
tions 

Trusts: 
Employccs': 

Life insurance premiums paid for participants 
Pension: 

Ordinary life insurance only benefits 
Paid by employer after employee contributions are ex- 

hausted 
Profit-sharing plan: 

Incidental life insurance 
Withdrawals 

Estates and trusts: 
Leaseback of property by grantor 
Net income computation, capital loss carryover 

Income for benefit of grantor: 
Clark decision to be followed in other cases only if issue and 

facts are identical 
Sole discretion over distributions to beneficiary 

57 
55 

243 
243 

257 

51 

156 

132 

150 

149 

149 

147 
150 

20 
147 

24 
22 

taxes application of 
286-288 

391 
computation, alterna- 

123 

War contracts: W 
Renegotiation: 

Adjustment of income and excess-profits 
Rev. Rul. 53 in certain cases 

Rebates, interim allowances 
Western Hemisphere Corporations, allowable credits, 

tive tax 
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)Vithholding. 
Employees, civilian government, outside continental United States, 

cost-of-living allowances, post differential payments 
Income tax at source: 

Cost-of-living allowances, excluded 
Regulations under United States-Belgium income tax convention 

Liability for tax, limited partner 
Nonresident aliens: 

Form 1042 Supplement, exchange of information under income 
tax conventions 

Periodic alimony payments to 
Penalties and interest, money withheld from employees as taxes 

willfully used to pay business expenses 
Receipts: 

Form AY — 2: 
Reproduction 
Use and reproduction, State and local governments 

)%ages: 
Payments for reuse of recordings 
Pensions, based on excepted "agricultural labor" 
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