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The rulings reported in the Internal Revenue Busetin are for the informadon of taxpayers and their counsel as 
showiag the trend of o(Frcial opinion in thc administration of the Bureau of Internal Revenue; th i ruling: other than 
Treasury Decisions have none of the force or effect of Treasury Decisions and do not commit the Department to 
any interpretation of the law whicli has not been formally approved aad promulgated by the Secretary of the 
Treasury. Each ruling cnibodics the administrative application of the law and Treasury Decisions to the entire 
state of facts upon which a particular case rests. It is especia. ly to be noted thot the same result will not neces- 
sarily be reached in another case unless aU the material facts are identical with those o( the reported case. As it is 
not alws&'s feasible to publish a complete ststeraent of the (acts underlying each ruling, there can be no assurance 
that any aew case is identical with thc reported case. As bearing out this distinction, it may be observed that the 
rulings published from time to time may appear to reverse rulings preifously published. 

Officers of the Bureau of Internal Revenue are especially cautioned agains', reaching a conclusion in any case 
merely on the basis sf similarity to a published ruling, and should base their judgment an the application of aU 
pertinent provisions of the law and Treasury Decisions to ag the facts ia each case. There rulings should be used 
as sids in studyiag the law nnd its formal construction as made in tbe regulations and Treasury Decisions pre- 
viously issued. 

ln addition to publis'hing aU Internal Revenue Treasury Decisions, it is thc policy of the Bureau of Internal 
Revenue to publish aU rulings and decisions, including opinions o( the Cluef Counsel for the Bureau of Internal 
Itevenuc, which, because they announce a ruling or decision upon a novel question or upon a question in regard 
to which there exists no previously published ruling or decision, or for other reasons, are of such importance as 
to be of general interest. It is also ihe policy o( the Bureau to publish s!I ralings or decisions which revoke, 
modify, amead, or nsect in ony manner whatever any published ruling or decision. In many instaaces opinions 
of the Chief Counsel for thc Bureau of Internal Revenue are not of general interest because they announce no 
new ruling or new construction of the revenue laws but simply apply rulings already made public to certain 
situatioas of fact which arc without special significance. It is not the policy of the Bureau to publish such opinions. 
Therefore. thc numbers assigned to the published opinions of the Chief Counsel for thegurcau of Interaal 
Rcvcnuc are not consecutive. No unpublished ruling or decision will be citeda by any officer or 
employee of the Bureau of Internal Revenue as o precedent in the disposition off nless otherwisa 
specigcasy indicated, aU published rulings and decisions have rcceivcd the c'oner asaaaa aad approval of the 
Chief Counsel for thc Bureau of Internai Revenue. ii 
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The Internal Revenue Bulletin service consists of Bulletins issued 
every other week and semiannual Cumulative Bulletins. 

The Bulletins contain the rulings and decisions which are made 
public and all Treasury Department decisions (known as Treasury 
Decisions) pertaining to Internal Revenue matters. The semiannual 
Cumulative Bulletins contain all rulings and decisions (including 
Treasury Decisions) published during the previous 6 months. 

The complete Bulletin service may be obtained on a subscription 
basis from the Superintendent of Documents, Government Printing 
OKce, Il ashington 25, D. C. , for $8. 25 per year; foreign, $4. 60. Single 
copies of the Bulletin, 15 cents each. 

Certain issues of Cumulative Bulletins are out of print and are, 
therefore, not available. Persons desiring available Cumulative Bul- 
letins may obtain them from the Superintendent of Documents at 
prices as follows: 

Year 
. C umulative Bulletin 

Pirst 6 months Second 6 months 

1920 
1928 
1929 
1930 
1982 
1936 
1989 

1940 
1941 
1942 
1943 ' 
1944' 
1945 ' 
1946 
1947 
1948 
1949 
1950 
1951 

*2 $0. 25 
VII — 1 . 35 

VIII — 1 . 50 
IX — 1 . 50 
XI — 1 . 30 

XV — 1 . 55 
1939-1— 

Part 1 . 50 ' Part 2 1. 00 
1940-1 . 30 
1941-1 . 45 
1942 — 1 . 40 

1. 25 
2. 25 
1. 50 

1946-1 . 50 
1947 — 1 . 40 
1948 — 1 . 75 
194W1 . 75 
1950 — 1 . 75 
1951-1 . 75 

1 II — 2 
VIII — 2 

IX — 2 

$0. 80 
. 50 

5u 
. o0 

1940-2 
1941 — 2 
1942-2 

. 60 

. 60 

. 60 

1946-2 
1947 — 2 
1948 — 2 
1949-2 
1950-2 

. 75 
~ 7o 

1. 00 
7o 

1. 50 

XV — 2 . 45 
. 1989 — 2 . 60 

'Contains only income tax rulings. 
r Eouse, Senate, and conference reports on revenue bills enacted as the Act of October 3, 

1913, the Act of October 22, 1914, and ihe Revenue Acts of 1916 to 1933, inclusive, and on 
amendments to such A. cts. 

s Printed in one volume. 

Persons desiring to obtain the service in digest form may do so at 
prices as follows: Digest No. 19 (income tax rulings only, April 1919 
to December 1921, inclusive), 50 cents; Digest No. 18 (1922 — 24), 60 
cents; Digest No. 22 (1925 — 27), 85 cents; and Digest A (income tax 
rulings only, April 1919 to December 1930, inclusive), $1. 50. 

All inquiries in regard to these publications and subscriptions should 
be sent to th5 Superintendent of Documents, Government Printing 
Office, Washington 25, D. C. 



INTRODUCTORY NOTES 

Internal Revenue Cumulative Bulletin 1051 — 1, in addition to all 
decisions of the Treasury Department (called Treasury Decisions) 
peitaining to Internal Revenue matters, contains opinions of the Chief 
Counsel for the Bureau of Internal Revenue, rulings and decisions 
pertaining to income, estate, gift, sales, excess profits, employment, 
social security, and miscellaneous taxes. and legislation affecting the 
revenue statutes, as indicated on the title page of this Bulletin, pub- 
lished in Bulletins 1 — 13, inclusive, for the period January 1 to June 30, 
1051. It also contains a cumulative list of announcements relating to 
decisions ok The Tax Court of the United States, published in the 
Internal Revenue Bulletin Service from January 1 to June 30, 10~&1. 

Income tax rulings are printed in two parts. The rulings under the 
h)ternal Revenue Code are printed as part I, the law headings corre- 
sponding with the sections of the Code, as amended, and the regulations 
headings corresponcling v ith the section heaclings of Regulations 111 
or 103. Rulings under the Revenue Act of 1038 and prior revenue acts 
are printed as part II, the law headings corresponding with the section 
heaclings of those revenue acts and the regulations headings corre- 
spondiIIg with the article headings of the applicable regula~tions. 

Rulings under titles VIII and IX of the Social Security Act and 
under subchapters A and C, chapter 0, of the Internal Revenue Code 
in force prior to Janua)'y 1, 1040, are published under article headings 
of Regulations 01 anti 00, respectively; rulings under subchapters ~W 

and C, chapter 0, of the Code in force on or after January 1, 1040, are 
published under the section headings of Regulations 106 and 107, 
respectively; rulings under the Carriers Taxing Act of 1037 and under 
subclrapter B, chapter 0, of the Code for periocls prior to January 1, 
1040, are published under the article headings of Regulations 100, and 
rulings under subchapter. B, chapter 0, of the Cocle for periods subse- 
quent to December 31, 1048, will be published under the section head- 
ings of Regulations 114. 

ABBREVIATIONS 

The following abbreviations are used throughout the Bulletin. 
A, B, C, etc. — The names of individuals. 
A. R. iN. — Comndttee on Appeals and Review meraorandum. 
A. R. R. — Committee on Appeals and Review recomraeaclation. 
h. T. — Alcohol Tax Unit. 
B. T. A, — Board of Tax Appeals. 
C. B. — Cumulative Bulletin. 
Ct. D. — Court decision. 
C. S. T. — Capital Stock Tax Division. 
C. T. — Taxes on employment by carriers. 
D. C. — Treasury Depart)uent circular. 
hhn. T. — Taxes imposed by the Social Security Act, the Carriers Taxing Act of 

1M7, and subchaptcrs A, B, C, D, and Lc of the Internal Revenue Code. 



IV 

E. P. C. — Excess Profits Tax Council ruling or memorandum. 
E. T. — Estate and Gift Tax Division. 
G. C. AI. — General Counsel's, Assistant General Counsel's; or Chief 

memorandum. 
I. R. B. — Internal Rerenue Bulletin. 
I. R, C. — Internal Revenue Code. 
I. T. — Income Tax Unit. 
M, N, X, Y, Z, etc. — The names of corporations, places, or businesses 

f. o context. 
Mim. — Mimeographed letter. 
4IS. or M, T. — Miscellaneous Division. 
O. or l. O. — Solicitor's law opinion. 
O. D. — OfHce decision. 
Op. A. G. — Opinion oi the Attorney General. 
P. T. — Processing Tax Division. 
S. T. — Sales Tax Division. 
Sif. — Silver Tax Division. 
S. M, — Solicitor's memorandum. 
Sol. Op. — Solicitor's opinion. 
S. R. — Solicitor's recom1nendation. 
S. S. T. — Taxes on employment by others than carriers. 
T. — Tobacco Division. 
T. B. M. — Adv'sory Tax Board Iuemoranclum. 
T. B. R. —. Advisory Tax Board recommendation. 
T. C. — Tax Court of the United States. 
T. D. — Treasury Decision. 
a and y are used to represent certain numbers, and when used with 

"dollars" represent sums of money. 

Counsel's 

, accol'ding 

the word 

ANNOUNCEtuENT RELATING To DECISIONS OF THE TAX COURT OF THE 
UNITED STATES 

In order that taxpayers and the general public may be informed 
whether the Commissioner has acquiesced in a decision of The Tax 
Court of the United States disallowing a deficiency in tax determined 
by the Commissioner to be due, announcelnent will be made in the 
Internal Revenue Bulletin at the earliest practicable date. (No an- 
nouncements are made in the Bulletin with respect to memorandum 
opinions of the Tax Court. ) Notice that the Commissioner has ac- 
quiesced. 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 ollicers and employees of the 
Bureau of Internal Revenue as precedents in the disposition of other 
cases. 
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THE TAX COUPLET OF THE UNITED STATES 

CUMULATIVE LIST OF ANNOUNCEMENTS RELATING TO 
DECISIONS OF THE TAX COURT OF THE UNITED 
STATES PUBLISHED IN THE INTERNAL REVENUE BUL- 
LETIN SERVICE FROM JANUARY 1, 1951, TO JUNE 30, 
1951, INCLUSIVE 

1951-18 — 18607 

The Commissioner acquiesces in the following decisions: 

Taxpayer Docket No. 
Report 

Volume Page 

Aetna-Standard Engineering Co. , Thc 
Alamo Broarlcasting Co. , Inc 

201ii3 
223G2 

15 
15 

284 
534 

Baehre, IIerman Ercdcrick 
1'ear Mill Manul'acturing Co. , Inc 
L'eck, Marion A. Burt 
Blades, Arcltie L. , estate of 
Blades, Incz II. , executrix of cstntc of Archie L. Llades 

Bluesteiu, A. , estate of t 

Bluestein, Ii'rank, independent executor of estate of 
A. Blucstein ' 

Bodinc, Richard A. , administrator of estate of )%alter 
J. Iiill ' 

Boehmc, Inc. , 11. 0 
C 

Calder, Jr. , 17illiam M 
Ca, mpbcll, Andrelv H 

Campbell, Charles 

Campbell, Jcscplt E 

Campbell, Robert 

Campbell Trust No. 1, Robert 

Campbell Trust; No. 2, Robert 
Cohen, Alorris 

' Doclret Ão. 1SOCS, estate tax decision. 
s Rstatv. tax docision. 

(1) 

18821 
20730 
20112 
2401iG 
24066 

( 

189G3 
1!i384 
23228 

( 

189G3 
10384 
23228 

20781 
20o33 

f 

15000 
21393 
204S4 
16000 
21394 
15098 
21392 
16002 
21396 
16003 
21307 
20869 

15 
15 
15 
15 
15 

) 
u 

15 
15 

16 

) 15 
15 

) 15 

) 15 

j 15 
15 

236 
703 
6!2 
190 
190 

770 

0 

204 
247 

144 
312 
355 
312 

312 

312 

312 
261 



AcQUIEscExcEs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Community Public Service Co. ' 

Connelly, James A. s 

Cooper, Ceska 
Cummer, Arthur G. , estate of 
Cummer et al. , Ninah M. H. , executors of estate 

Arthur G. Cummer 
Cummer, W. W 
Curran Realty Co. , Inc 

of 

17066 

6006 
20156 
16442 

16442 
16489 
22705 

12 

) 6 

15 
15 

15 
15 
15 

893 
744 
757 
503 

503 
503 
341 

Goldblatt, Emil M. , estate of ' 
Goldblatt, Ruth A. , executrix of estate of Emil AI. 

Goldblatt ' 
Gordon, Alice V 4 

23468 
103900 

16 " 46 

23468 16 204 

204 
1201 

Hannaman, George L. , eatate of 
Hannaman, Harriett, administrat, rix 

George L. Hannaman 
Hill, Waiter J. , estate of ' 
Hoifman, Katherine ill 4 

Hoffman, W. W ' 
'Hoffman et ux. , W. W. s 

Hopkins, John Randolph 

of estate of 
14194 
20781 
96741 
06742 
92414 

9931 

15 
15 

a 40 
40 

a 40 
15 

14194 15 327 

327 
204 
459 
459 
459 
160 

Keefe, Ernest J 
Krim-Ko Corporation 

L 
Langer, Eleanore ' 
Langer, Eleanore, executrix of estate of 
Langer, R. L. , estate of ' 

M 

Markson Bros 
Millikcn, Seth M ' 

N 

R. L. Langer ' 

17321 
20394 

16757 
16756 
16756 

11 142 
14302 
19402 

15 
16 

16 
16 
16 

) 15 

947 
31 

41 
41 
41 

839 
243 

Neustadt et al. , Agnes, trustees under will of Sigmund 
Neustadt ' 

Neustadt, Sigmund, trust under will of ' 
99935 
99935 

a 43 
a 43 

848 
848 

Paul, Jr. , et ux. , Robert H 16443 15 503 
o Board of Tax Appeals. 

4 Nonacquiescence published in Cmnulative 'Bulletin 1949-2, page 4, withdrawn. 
4 Nonacquiescence published in Cumulative Bulletin 1946-2, page 6, withdrawn. 
4 Estate tax decision. 
4 Nonacquiescence published in Cumulative Bulletin 1942-2, page 26, withdrawn. 
' Nonacquiescence published in Cumulative Bulletin 1946-1, page 7, withdrawn. 
4 Acquiescence relates to the issue whether "back pay" wss paid pursuant to a prior agreement, or legal 

obligation within the meaning of section 29. 107-3 of Regulations 111. 
I Acquiescence relates to all issues except the issue with respect to whether the payment m 1942 of 

966, 411. 29 as transferee liabnity of a personal holding company is deductible as an ordinary loss or ss s 
long-term capital loss. 

4 Nonacquiescence published in Cumulative Bulletin 1941-1, page 17, withdrawn. 



AceturzscENczs — Continued 

Taxpayer Docket No. 
Report 

Volume Page 

Reed, Earl F 
Roe, Edward C 
Roe, Jr. , John I 
Roe, Sr. , John L 
Roe, Mabel C 
Itose, David E 
Ryan et ux. , Jean (John) E. L 

S 
Sage, EIenry E 
Sibley, Lindsay 4r Curr Co 
Smith-Bridgman & Co 
Sterling, Barbara C 
Stewart Title Guaranty Co 
Sullivan, Priscilla M 

16001 
21395 
16861 
16862 
16359 
16858 
22605 
15228 

22849 
20709 
21857 
16360 
19567 
17467 

15 

15 
15 
15 
15 
16 
15 

15 
15 
16 
15 
15 
16 

312 
503 
503 
503 
503 
232 
209 

299 
106 
287 
503 
566 
228 

Thompson et ux. , Willard I. ' 
Thrift, Lucille B 
Thrift, Sr. , W. T 

24735 
24106 
24105 

15 
15 
15 

609 
366 
366 

Wag goner, 
Wag goner, 
)Vaggoner, 
Waggoner, 
Watson et 

W 
Dorothy 
E. P 
Guy L 
EIelen 
ux. , Ernest A 

25075 
25076 
25074 
25077 
18856 

15 
15 
15 
15 
15 

496 
496 
496 
496 
800 

Zilmer et ux. , Bertram G 26973 16 365 

~ Acquiescence relates to issues other than a deduction for Oklahoma cigarette tax. 



The Commissioner does NOT acquiesce in the following decisions: 

Taxpayer Docket No. 
Report 

Volume page 

Bauer'et ux. , Frederick R 24393 15 876 

Casey, Katharine Holmshaw 

Fickert, Ethel Holrnshaw 

18883 

18878 

15 344 

15 344 

L 
Langer, Eleanore ' 
Lunger, Eleanore, executrix of estate of R. L. Langer ' 
Langer, R. L. , estate of ' 

16757 
16756 
16756 

16 
16 
16 

41 
41 
41 

Milliken, Seth M ' 

Oxford Paper Co 

Quirk, J. P 

0 
19402 

20913 
20914 
20915 

15673 

15 

} 
lS 

15 

243 

361 

709 

Steinman, Philip, executor of estate of Isidore 
Waldman 24602 15 596 

Thompson et ux. , Willard I. ' 
Title and Trust Co 

24735 
21593 

15 
15 

609 
510 

Vivian, Mary Stewart 24394 15 876 

Waldman, Isidorc, estate of 
Wright, , Ollie Belle, executrix of estate of W. M. 

Wright 
Wright, W. M. , estate of 

24602 

17021 
17021 

15 
15 

709 
709 

15 596 

i Nonacquiescence relates to the issue whether "back pay" constituted more than 15 percent of taxpayers 
gross incomes for 1944. 

s Nonacquiescence relates only to the issue with respect to whether the payment lrl 1949 of $$$ 411 99 as 
transieree liability of a personal holding company is deductible as an ordinary loss or as a long-term capital 
loss. 

s Nonacquiesceuce relates only to a deduction for Oklahoma cigarette tax. 



INCOME TAX RULINGS. — PART I 
INTERNAL REVENUE CODE 

CHAPTE@ 1. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIONS 

PART II. — COMPUTATION OF NET INCOME 

SECTION 22(a). — GROSS INCOME: GENERAL 
DEI» INITIOiV 

SEcTIoN 20. 22(a) — 1: )Vhat included in gross income. 

INTERNAL REVENUE CODE 

Tax refunds. Mimeograph 0444 (C. B. 1040-2, 11) modifie. (See 
Mim. 0507, page 20. ) 

SEcTIoN 20. 22(a) — o: Compensation paid other 
than in cash. 

(Also Section 42, Section 20. 42 — 1. ) 
INTERNAL REVENUE CODE 

1051 — 1 — 13510 
I. T. 4041 

Contributions macle by an employer to purchase annuity contracts 
for employees, not under a plan meeting the requirements of section 
10o(a) of the Internal Revenue Code, xvhere the employees' rights 
umler the contracts are nonforfeitable, constitute taxable income to 
the enIployees for the years in ivhich the contributions are made. 

l. T. 1S10 (C. B. II=', T0 (1923) ) and I. T. 2$91 (C. B. XIV — 1, 50 
(19go) ) revol-ed. 

Iteconsicleration has been given to i. T. 1810 (C. B. II — 2, 70 (102oo) ) 
and I. T. 2801 (C. B. XIV — 1, 50 (1085) ) in the light of the decisions in 
R~ nton IC. l3rodie et al. v. Commissioner (1 T. C. 275); J. J» erd Ober- 
minder et al. v. Commz'ssioner (147 I» ed. (2d) 255); D. D. HubbeQ et al. 
v. Cotnmissioncr (150 I»'ed. (2d) 510); and Robert P. Hackett et al. v, 
Commissioner (5 T. C. 1825, aflirmcd, 150 Fed. (2d) 121). 

Jn I. T. 1810, supra, it divas held that no taxable income Ivas realized 
by an employee as a, result of the delivery to him of an unassignable 
single-premium pension bond purchased by an employer ivheze the 
bond became the absolute property of the employee and provided for 
the payment of an annual pension to the elnployee after attaining a 
certain age. In I. T. 2801, supra, a similar conclusion was reached 

(5) 



k 22(b) l 

~ ith respect to contributions made by an employer 'toward the pur- 
chase of;etirement annuity contracts for the benefit of his employees. 

Section 22(a) of the Internal Revenue Code provides in part that 
gross income mcludes gains, profits, and income derived from salaries, 
wages, or compensation for personal service, of v. hatever kind and in 
whatev'er form paid. The Supreme Court of the United States stated 
in Uo™sioner v. John O'. Smith (324 U. S. 177; Ct. D, 1633, C. B. 
1945, 49) that "Section 22(a) of the Revenue Act [Revenue Act of 
1938] is broad enough to include in taxable income any economic or 
financial benefit, conferred on the eInployee as compensation, v-hatever 
the form or mode by which it is efiected. " 

Section 29. 22(b) (2) — 5 of Re~mslations 111 provides in part that if 
an employer purchases an annuity contract which is not under a plan 
with respect to which his contribution is deductible uncler section 
23(p) (1) (B) of the Code, the amount of such contribution shall be 
included in the in. come of the employee in the taxable year during 
which such contribution is made, if the employee's rights under the 
annuity contract are nonforfeitable. 

In the above-cited Brodie, Oberwinder, Hubbell, and Hackett deci- 
sions, the courts held in general that contributions made by employers 
to purchase annuity contracts with nonforfeitable rights for oificers 
and employees constitute taxable income to such ofiicers and employees 
for the taxable years in which the contributions were made. (See also 
United States v. Theodore B. Drescher, 179 Fed. (2d) 863, certiorari 
denied, October 9, 1950. ) 

In view of the foregoing it is held that contributions made by an 
employer to purchase annuity contracts for employees, not. under a 
plan meeting the requirements of section 165(a) of the Internal 
Revenue Code, where the employees' rights uncler the contracts are 
nonforfeitable, constitute taxable income to the employees for the years 
in which the contributions are made. I. T. 1810, supra, anc. I. T, 2891, 
supra, are hereby revoked. 

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

1951-3 — 13538 
E. O. 10195 

EXECUTIVE ORDER 10199 — DESIGNATION OF KOREA. AND WATERS ADJACENT 
THERETO AS A COMBAT ZONE FOR THE PURPOSES OI' SECTION 22(b)(19) 
OF THE INTERNAL REVENUE CODE 

Pursuant, to the authority vested in me by section 22(b) (13) of 
the Internal Revenue Code, as amended by section 202(a) of the 
Revenue Act of 1950, approved September 23, 1950 (Public Law 814, 
81st, Cong. ), there is hereby designated, for the purposes of para- 
graph (13) of section 22(b) of the Internal Revenue Code, as an 
area in which Armed Forces of the United States have engaged in 
combat: 

Korea, including the waters adjacent thereto within the following 
described limits: From a point at Lat. 39'30' N. , Long. 122'45' F 



[$ 29. 22(h) (9) — I 

southward to Lat. 33' N. , Long. 122'45' E. ; thence eastward to Lat. 
33' N. , Long. 127'55' E. ; thence northeastward to Lat. 37'05' N. , 
Long. 133' L&'. ; thence northward to Lat. 40'41' N. , Long. 133' E. ; 
thence northwestward to a point on the east coast of Korea at the 
juncture of Korea u ith the U. S. S. R. 

The date of the commencing of combatant activities in such area 
is hereby designated as June 27) 1950. 

HARRY' S. TRUMAN. 
TIIE AVHITE HOUsz, 

December ~80, 10~co. 

(Filed with the Division of the Federal Register December 21, 1950, 9: 92 a. m. ) 

SECTION 20. 22 (b) (0) — 1: Income from discharge 
of indebtedness. 

(Also Section 20. 22 (b) (10) — 1. ) 

1051-10-13586 
T. D. 5839 

TITLL' 26 — INTERNAL I(KVENUZ. — CHAPTER I, SUBCHAPTER A, PART 29, — 
Ixco. ", IE TAx; TAxABLE YEARS BEGINNING AFTER DzcztuBER sL 1041 

Regulations 111 amended to conform to section 201 of the Reve- 
nue Act of 1MO, relating to extension of time in the case of dis- 
charge of indebtedness. 

TREASURY DEPARTAIENT) 
OPPIGE OF COM1 flssIONER OF INTERNAL Rzvr~NUE, 

[Vashington 8o, D. C. 
To Collectors of Internal Revenve and Others Concerned: 

In order to conform Regulations 111 [26 CFR, part 20] to section 
201 of the Revenue Act of 105, approved September 23, 1950, such 
regulations are amended as follows: 

PARAGRAPII 1. There is inserted immecliately preceding section 
29. 22(b) (9) — 1 [26 CI&'R 20. 22(b) (0) — 1] the following: 

SEC. 201. EXTENSION OF TIME IN THE CASE OF DISCHARGE 
OI' INDEBTEDNLSS [REVENUE ACT OI" 1MO, AI'PROVED 
SEPTEMBER 29, 10501. 

Section 22 (b) (9) * * * (relating to exclusion of certain in- 
come attributable to the discharge of indebtedness) are amended by 
striking out "December 91, 1M0" and inserting in lieu thereof "Decem- 
ber 91, 1%1". 

PAR. 2. Section 29. 22(b) (0)-1, as amenclecl by Treasury Decision 
5807 [C. B. 1050 — 2, 18], appro~ved Septenlber 12, 1050 [26 CI&'R 
29. 22(b) (9) — 1], is further amended by striking from the erst para- 
graph and from the third paragraph "January 1, 1051" and. inserting 
in lieu thereof in each instance "January 1, 1052". 

PAR. 8. There is inserted immediately preceding section 20. 22(b) 
(10) — 1 [26 CER 20. 22 (b) (10) — 1] the following: 

SEC. 201. EXTENSIO TT OI TIME IN THE CASE OF DISCIIARGE 
OF INDEBTEDNESS [REVENUE ACT OF 1M0, AI'PI'OVED 
SEPTEMBER 20, 1950]. 

section 22(b) (10) (relating to exclusion of certain income 
attributable to the discharge of indebtedness) are amended by strik- 
ing nut "December gl, 1050' and inserting in lieu thereof "D cember 01, 
1M1". 



$ 29 22(b) (18) — 1. J 

PAR. 4. Section 20. 22(b) (10)-1, as amended by Treasury Decision 
5807, approved Septelnber 12, 1050 [26 CFR 29. 22(b) (10) — 1], is 
further amended by striking from the first sentence and from the last 
sentence "January 1, 1051" and inserting in lieu thereof in each in- 
stance "January 1, 1952". 

PAR. 5. Inasmuch as the amendments made by this Treasury De- 
cision merely change the dates from those specified by prior law to 
those now specified by section 201 of the Revenue Act of 1050, which 
extends the application of. section 22(b) (0) and (10) of the Internal 
Revenue Code, 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, 
1046, or subject to the efiective date limitation of section 4(c) of said 
Act. 

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

GEO. J. SCHOENEMAN) 
C'ommissioner o Internal Aetienue. 

Approvecl April 17, 1051. 
Tiroaias J. LYNCH, 

Acting secretary of the Treasury. 
(Filed with the Division of the Federal Register April 20, 1951, 8: 51 a. m. ) 

SEcTIoN 20, 22 (b) (10) — 1: Income from clischarge of 
indebtedness of railroad corporations. 

INTEI'NAL REVENI. E CODE 

Regulations 111 amended. . (See T. D. 5889, page 7. ) 

1951-7-13565 
T. D. 5882 

SEcTIoN 29. 22(b) (18)-1: Compensation of mem- 
bers oi military and naval forces received prior 
to January 1, 1049. 

(Also Section 20. 22 (b) (18) -2; Section 8797, 
Section 20. 8707 — 11. ) 

TITLE 2G — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29, — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1941 

Regulations 111 amended to conform to section 202(a) of the 
Revenue Act of 1950, relating to exclusion from gross income for 
meiubers of Arnied Forces serving in combat areas. 

TREASURY' DEPARTMENT, 
OFFICE OF C(COMMISSIONER OF INTERNAL REVENUE~ 

ll ashington 85, D. C. 
To Collectors of Internol Ee~enue and Others Concerned: 

On December 18, 1950, notice of proposed rule making, regarding 
aniendments to the income tax regulations made necessaiy by section 
202(a) of the Revenue Act of 1950, approved September 28, 1050, was 
publishecl in the Iiederal Register (15 F. R. 8825). Xo objection 
to the rules proposed having been received, the amendments to Regu- 
lations 111 [26 CFR, part 20] set forth below are hereby adopted: 

PAPAGRAPII 1. There is inserted immediately preceding section 
20. 22(b) (18) — 1 [26 CFR 29. 22(b) (18) — 1] the following: 



SEC. 202. INCOME&. TAX EXEMPTIONS FOR MEMBERS OF THE 
ARMED FORCES SERVING IN COMBAT AREAS (REVENUE 
ACT OF 1950, APPROVED SEPTEMBER 28, 1950). 

(a) ExcLvsioN FROM GRoss INcoME. — Section 22(b) (18) (relating to 
exclusions from gross income) is hereby amended to read as follows: 

(18) ADDITIDNAL ALLowANOE FDR OERTAIN MEMBERs 0F THE ARMED 
FORCES. — 

"(A) Enlisted Personnel. — Compensation received for active 
service as a Ioember below the grade of commissioned officer in 
the Armed Forces of the United States for any month during 
any part of which such member served in a combat zone after 
June 24, 1950, and prior to January 1, 1952. 

"(B) Commissioned Oo&cers. — In the case of compensation 
received for active service as a commissioned officer in the 
Armed Forces of the United States for any month during any 
part of whicli such officer served in a combat zone after 
June 24, 1050, and prior to January 1, 1952, so much of such 
coiup"nsation a, s does not exceed $200. 

"(C) Definitions. — For the purposes of this paragraph- 
"(i) the term 'comruissioned officer' does not include a 

commissioned warrant officer; 
"(ii) the term 'combat zone' means any area which the 

President of the United States by Executive order desig- 
nates, for the purposes of this paragraph, as an area, in 
which Armed Forces of the United States are or have 
(after June 24, 1950) engaged in combat; 

"(iii) service is performed in a combat zone only if pcr- 
foriued on or after the date designated by the President 
by Executive order as the date of the commencing of 
combatant activities in such zone, and on or before the 
date designated by the President by Executive order as the 
date of the teriuination of combatant activities in such 
zone; and 

"(iv) the term 'compensation' does not include pensions 
and retirement pay. " 

PAR. 2. Section 29. 22(b) (1'3)-1, as amended by Treasury Decision 
5645 [C. B. 1948 — 2, 14], approved July 20, 1948 [26 CFR 
29. 22(b) (16) — 1], is hereby further amended by changing the heading 
thereof to read as follows: "Coen. ENsITICN or MKMHFRs or' MILFF II&v 
AND NAvAL FQRGEs REcEIvzn PRICR To JANUARY 1, 1949. " 

PAR. 3. There is inserted hnmediately after section 29. 22(b) (13)-1 
[26 CFR 29. 22 (b) (13)-1] the following: 

SEC. 29. 22(b) (18) — 2. Cox&ri:vsATIoN oF MEMBERs oF THE ARK&En FoacEs os 
THE UNITED STATFS FCR SERVIc'E IN A CDMBAT ZDNE AFTER JUNE 24, 1950, AND PRIoR 
To JANv&R+ 1, 1952. — In addition to the exemptions and credits otherwise 
applicable, section 22(b) (18) proiides that there shall be ex&luded froru gross 
income: 

(a) Compensation received for active service as a nieinber below the grade of 
commissioned oflicer in the Armed Forces of the Unite&1 States for any month 
during any part of which such member served in a coiubat zone after Juue 
24, 19&io, and prior to, Ianuary 1, 1052. 

(b) Iu the case of compensation received for active service as a commissioned 
oificer in the Armed Forces of the United States for auy month during any part 
of which such officer served in a couibat zone after June 24, 1950, and prior to 
January 1, 1952, so much of such coiupensation as does not exceed $200. 

The exclusions under section 2" (b) (18) and this section are applicable only 
if active service is perfor&ned in a combat zone after June 24, 1950, and prior 
to January 1, 1052. Compensation is subject to exclusion whether or not it is 
received outside a combat zone or ir. a year (including a year after 1951) differ- 
ent from that in which such service is performed. Service is perfornied in a 
combat zone only if it is performed in an area wliich the President of the 

OOSROO' — SI —" 
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United States has designated by Executive order, for the purpose of section 
22(b) (18), as an area in which Armed Forces of the United States are or have 
(after tune 24, 1980) engaged in combat, and only if it is performed on or after 
the date designated by the President by Executive order as the date of the com- 
mencing of combatant activities in such zone and on or before the date designated 
bv the President by Executive order as the date of the termination of combatant 
activities in such zone. If a metuber of the Armed Forces serves in a combat 
zone for any part of a month, he is entitled to the exclusion for such month 
to the same extent as if he had served in such zone for the entire month. 

The term commissioned oflicer" does not include a commissioned warrant 
ofhcer, and, accordingly, a commissioned warrant officer is entitled to the exclu- 
sion allowed to enlisted personnel under section 22(b) (18) (A). The term 
"compensation, " for the purpose of this section, does not include pensions and 
retirement pay. As to who are members of the Armed Forces, see section 
29. 8797 — 11. 

These exclusions are applicable without regard to the marital status of the 
recipient of the compensation, and if a husband and wife both meet the require- 
ments of the statute, then each is entitled to the benefit of an exclusion. In the 
ease of a husband and wife domiciled in a State recognized for Federal income 
tax purposes as a. community-property State, any exclusion from gross income 
under section 22(b) (18) operates before apportionment of the gross income of 
the spouses in accordance with community-propertv law. For example, a man 
and his wife are domiciled in a community-property State and he is entitled, as 
a commissioned officer, to the benefit of the exclusion of $200 for each month 
under section 22(b) (18) (B). H receives $1, 000 as compensation for active 
service for 8 months in a combrit zone. Of such amount, $600 is excluded from 
gross income under section 22(b) (18) (8) and only $400 is taken into account in 
determining the gross income of both husband and wife. 

A member of the Armed Forces is in active service if he is actually serving in 
the Armed Forces. Periods rluring which a member of the Armed Forces is 
absent from duty on account of sickness, wounds, leave, internment by the enemy, 
or other lawful cause are periods of active service. A member of the Armed 
Forces in active service in a combat zone who there becomes a prisoner of war or 
missing in action is deemed, for the purpose of section 22(b) (1 ) and this sec- 
tion, to continue in active service in the combat zone for the period for which he 
is entitled to such status for military pay purposes. These exclusions apply to 
compensation received by a member of the Armed Forces for services rendered 
while in active service even though payment is received subsequent to discharge 
or release from active service. Compensation credited to a decedent's account 
for a period subsequent to the established date of his death and received. by his 
estate svill be excluded under section 22(b) (18) from the gross income of the 
estate to the same extent that it would have been excluded from the gross income 
of the decedent if he had lived and received such compensation. 

pAR. 4. Section 29. 6797 — 11 [26 CFR 29. 8797 — 11] is hereby amended 
to read as follows: 

Sac. 29. 8797 — 11. Mr+&A» oa Nxvsn Foaczs AND Aaxrzn FoscEs op 
STAxas. — The term "militarv or naval forces of the United States" and the 
term "Armed Forces of the United States" each includes all regular and reserve 
components of the uniformetl services svhich are subject to the jurisdiction of the 
Secretary of Defense, the Secretary of the Army, the Secretary of the Navy, or 
the Secretary of the Air Force. The terms also include the Coast Guard. The 
members of such forces include commissioned oflicers and the personnel below 
the grade of commissioned officer in such forces. 

(This Treasury Decision is issued under the authority contained 
in sections 62 and 8791 of the Internal Revenue Code (53 Stat 
467) 26 U. S. C. 62) 3791). ) I RED S. MARTIN, 

Acting ponwnis8&'oner of Internal Revenue. 
Approved Ma, rch 8, 1951. 

THo&fAs J. LTNcH, 
Acting Secretary of the Treasury. 

(I'iled with the Division of thc Federal Register March 18, 1981, 8:45 a m) 
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SECTIGN 29. 22(b) (lop)-2: Compensation of mem- 
bers of the Armed Forces of the United States 
for service in a combat zone after June 24, 
1950& and prior to January 1, 1952. 

INTEIINAL I(EVENUE CODE 

Regulations 111 amended. (See T. D. 5832, page 8. ) 

SECTIOV 22(d). — Gf(OSS INCOME: [IYTVEiVTOPiIES- 
ELI':CTIME METHOD] 

SEcTIGN 29. 22 (d) — 1: Inventories under elec- 
tive method. 

1951-11-1:&; i 95 
I. T. 4050 

Bureau of Labor Statistics. department store inventory price indices, 
by department groups 

jTanuary 1941=100l 

INTERNAL REVENUE CODE 

Price indices for January 1fifil, published by the Bureau of Labor 
Statistics under date of March lg, 1951, for use by department stores 

employing the retail inventory and elective inventory methods. 

The following price indices for Jamlary 1951, published by the 
Bureau of Labor Statistics for use by department stores employing 
the retail inventory and elective inventory methocls, are accepted by 
the Bureau of Internal Revenue pursuant to Treasury Decision 560o 
(C. B. 1948 — 1, 16), approved March 4, 1948, and Minieograph 6244 
(C. B. 1948 — 1, 21), dated Mnr(jh 9, 1948, for appropriate application 
to inventories for taxable years of 12 months ended on Decemb r 31, 
1950, and January 81, 1951. 

Group January 
1950 

January 
1951 

January 
1950 to 

January 
1951 

percent 
change 

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

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

VI. Purniture and bedding 
VII. Home furnishings 

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

Total, Groups I, II, III, IV V, IX, and X 
Total, Groups VI, Vn, and VIII 
Store total 

191. 3 
191. 5 
166. 3 
169. 7 
183. 4 
184. 6 
168. 6 
158. 6 
142. 2 
163. 5 

174. 6 
171. 0 
173. 5 

216. 4 
214. 0 
179. 1 
174. 2 
197. 1 
204. 2 
194. 0 
170. 5 
157. 9 
166. 2 

189. 0 
191. 7 
189. 6 

13. 1 
11. 7 
7. 7 
2. 7 
7. 5 

10. 6 
la 1 
7. 5 

11. 0 
1. 7 

8. 2 
12. 1 
9. 3 

SEOTIoN 29. 22 (d) — 7: Involuntary liquidation 
and replacement. 

(Also Section 19. 22(d) — 7, Regulations 103. ) 
TITLE 26 — INTERNAL IIEVENUE. — CIIAP'I'ER I, SURCHAPTER A, PART 19 AND 

I' 414T 29 

Regulations 10S and 111 unleaded to conform to Public Law 75th 
Eightv-first Con ress [C. B. 1950 — 2, 247h relating to involuntary 
liquidation and replacenient of inventories accounted for on the 
last-in first-out basis. 
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TREASURY DEPARTMENTs 
OrrIGE or COMMIssioNER oF INTERNAL REVENUE, 

TVmhinyton 8o, D. C. 
To Collectors of Internal Eevennc and Others Concerned: 

On October 13, 1950, notice of proposed rule making regarding 
the amendment of Regulations 103 and 111 to conform to Public Law 
756, Eighty-first Congress [C. B. 105O — 2, 247], approved. September 
5, 1050, was published in the Federal Register (15 F. R. 6801). After 
consideration of all relevant matter presented by interested persons 
regarding the proposed amendments, the following amendments are 
hereby adopted: 

REGULATIONS 103 [26 CFR, PEART 19] 

PARAGRAFH 1. There is inserted immediately preceding section 
19. 22(d) — 1, as last arnencled by Treasury Decision 5756 [C. B. 1049 — 2, 
21], approved November 2, 1040 [26 CFR 10. 22(d) — 1], the following: 

PUBLIC LAW 756, EIGHTY-FIRST CONGRESS, APPROVED 
SEPTEiIIBER 5, 1950 

Be it enacted by the Senate and XIonse of Rcprescntatives of the 
United States of America in Congress assembled, That section 22(d) 
(6) (A) (relating to the involuntary liquidation and replacement of 
elective iuventories) is hereby amended as follovvs: 

(1) By amending that portion thereof preceding clause (i) to read 
as fol[ovvs: 

"(A) Adjustment of Net Income and Resulting Tax. — If, for any 
taxable year beginning after December 61, 1940, and prior to Janu- 
ary 1, 1948, the closing inventory of a taxpaver inventorying goods 
under the method provided in this subsection reflects a decrease 
from the opening inventorv of such goods for such year, and if 
the taxpayer elects, at such time and in such manner and subject 
to such regulations as the Commissioner Ivith the approval of 
the Secretary may prescribe, to have the provisions of this para- 
graph apply, and if it (is] established to the satisfaction of the 
Commissioner, in accordance with such regulations, that such de- 
crease is attributable io the involuntary liquidation of such inven- 
tory as defined in subnaragraph (B), and if the closing inventory 
of a subsequent taxable vear, cndin" prior to January 1, 1951, 
reflects a replacement, in whole or in part, of the goods so pre- 
viously liquidated, the net income of the taxpayer otherwise 
determined for the year of such involuntary liquidation shall be 
adjusted as follows:". 

(b) The amendments made by this section shall be applicable with 
respect to taxable years be inning after December Sl, 1940. 

PAR. 2. Section 10. 22(cl) — 7, as added by Treasury Decision 5199 
[C. B. 1042 — 2, 81], approved December lo, 1042, and amended by 
Treasury Decisions 5364 [C. B. 1044, 86], approved April 29, 1944, 
and 5645 [C. B. 1048-2, 14], approved July 20, 1048 [26 CFP 10. 22 
(d) — 7], is further amended as follows: 

(A) By strikin&r from the second sentence of the first paragraph 
the following words' "at the time of filing his income tax return for 
the year of the liquidation (or, with respect to liquidations occurring 
in a taxable yea, r beginning in 1041, at any time prior to August 26, 
1944) ", and by inserting in lieu thereof the folloxving: "at, any ttme 
not later than 6 months after the time of filing his income tax return 
for the year of the liquidation (or, with respect to liquidations occur- 
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ring in a taxable year beginning in 1941, at any time prior to August 
26, 1944) ". 

(B) By inserting immediately after the second sentence of the first 
aragraph the following: "(For extensions oi time, see subpart H of 
egulations 111, as added by Treasury Decision 5391 [C. B. 1941, 

474], approved July 14, 1944, and amenIed by Treasury Decision 5400 
[C. B. 1944, 476], apgtoved august 22, 1944. ) . " 

(C) By striking from the first sentence of the fourth paragraph the 
following words: "at the time of filing his income tax retuI'n iol' the 
year refiecting the decrease, or, with respect to a taxable year beginning 
in 1941, prior to August 20, 1944", and by inserting in lieu thereof the 
following: "not later than 6 months after the time of filing his income 
tax return for the year refiecting the decrease, or, with respect to a 
taxable year beginning in 1941, prior to August 26, 1944". 

(D) By inserting in the second sentence of the fourth paragrapli, 
immediately'after the words "the taxpayer shall attach to his returiI 
and make a part thereof", the following: ", or he shall furnish sepa- 
rately to the Commissioner, ". 

(E) By striking from the second sentence of the fourth paragraph, 
immediately preceding "(5) ", the word "and"; by substituting a senli- 
colon for the period at the end of such paragraph; and by adding to 
such paragraph the following: 
and (6) in the case of an election made pursuant to an extension of time sought 
under subpart H more than 6 months after the filing of the return for the yc;ir 
of liquidation, the circumstances relied upon as justifyin the election at such 
time, to ether with a disclosure of the extent, if any, to which replaceiuents 
have already been made. 

(F) By striking from the first sentence of the fifth paragraph the 
following word: "prospective". 

(G) By striking the first sentence of the eighth paragraph, and 
inserting in lieu thereof the following: 

In some cases it may appear that, at the time of the filing of the income tnx 
return for the year of replacement, or within 3 years thereafter, an adjustnient 
with respect to the income or excess profits taxes for the year of the involuntary 
liquidation, or for some prior, intervenin, or subsequent taxable year, is pre- 
vented by the running of the statute of limitations, by the execution of a closing 
agreement, by virtue of a court decision which has becoine final, or by reason 
of some other provision or rule of law other than section 8761 rehiting to com- 
promises and other than the inventory replacement provisions. 

RRGT'LATIONS 111 [26 CRR, PART 29] 

PAR. 8. There is inserted immediately preceding section 29. 22(d) — 1, 
as last amended by Treasury Decision 5756 [26 CFR 29. 22(d) — 1], 
the following: 

PUBLIC LAW 756, EIGPITY-FIRST CONGRESS, APPROVED 
SEPTEMBER 5, 1950 

Be it enacted by the Senate and &ouse of Zepresentntircs of the 
United States of America in Congress assembled, That section 22(d) 
(6) (A) (relating to the involuntary liquidation and replacement of 
elective inventories) is hereby amended as follows: 

(1) By amending that portion thereof preceding clause (i) to read 
as follows: 

"(A) Adjustm nt of. Nct Income nnd Resultin Tsx. — If, for nny 
taxable year beginning after Deccinber 61, 1940, ;:ud prior. to Jan- 
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uary 1, 1948, the closing inventory of a taxpaver inventorying goods 
under the method provided in this subsection refieets a decrease 
from the opeuing inventorv of such goods for such year, and if the 
taxpayer elects, at such time and in such manner and subject to such 
regulations as the Commissioner with the approval of the Secretary 
may prescribe, to have the provisions of this paragraph apply, and 
if it [is] established to the satisfaction of the Commissioner, in 
accordance with such regulations, that such decrease is attributable 
to the involuntary liquidation of such inventory as defined in sub- 
paragraph (B), and if the clostng inventory of a subsequent taxable 
year, ending prior to January 1, 1951, reiieets a replace(pent, in 
whole or in part, of the goods so previously liquidated, the net income 
nf the taxpayer otherwise determined for the year of such involun- 
tary liquidation shall be adjusted as follows:". 

(b) The amendments made by this section shall be applicable with re- 
spect to taxable years beginning after December 31, 1940. 

PAR. 4. Section 29. 2P. (d) — 7, as last am'ended by Treasury Decision 
5645 f26 CFR 29. 99(d) — 7], is further amended as follows: 

(A) By inserting in the second sentence of the first paragraph, im- 
mediately after the words "If the taxpayer notifies the Commissioner 
at", the following: "any time not later than 6 months after". 

(B) By inserting immediately after the second sentence of the first 
paragrapli the following: "(For extensions of time, see subpart II, 
as added by Treasury Decision 5391, approved July 14, 1944, and 
amended by Treasury Decision 5400, approved August 22, 1944. ) ". 

(C) By striking from the first sentence of the fourth paragraph 
the following words: "at the tiine of filing his income tax return", 
and by inserting in lieu thereof the following: "not later than 6 
nionths after the time of filing his income tax return". 

(D) By inserting in the second sentence of the fourth paragraph, 
inimediately after the words "the taxpayer sliall attach to his return 
and make a part thereof", the following: ", or he sliall furnish sepa- 
rately to the Commissioner, ". 

(E) By striking from the second sentence of tile fourth paragraph, 
immediately preceding "(5) ", the word "and"; by substituting a semi- 
colon for the period at the end of such paragrapli; and by adding to 
such paragraph the following: 
and (0) in the case of an election made pursuant to an extension of time sought 
under subpart H more than 0 months after the filing of the return for the year 
of liquidation, the circumstances relied upon as justifying the election at such 
time, together with a disclosure of the extent, if any, to which replacements have 
aires(ly been made. 

(F) By striking from the first sentence of tlie fifth paragraph the 
following word: ' prospective". 

((x) By striking the first sentence of the eiglith paragraph and in- 
serting in lieu thereof the following: 

In some cases it may appear that, at the time of the filing of the inepme tax 
return for the year of replacement, or within 0 years thereafter, an adjustment 
with respect to the income or excess profits taxes for the year of the involuntary 
liquidation, or for some prior, intervening, or subsequent taxable year, is pre- 
vented by the running of the statute of limitations, by the execution of a closing 
agreement, by virtue of a court decision which has become final, or by reason 
of some other provision or rule of law other than section 0701 relating tp com- 
promises and other than the i' entory repin. cement provisions. 
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f 
Approved May 22, 1051. 

THOMAs J. LAUNCH, 
Acting Secretary of the l'reasIIry. 

(Filed with the Division of the Federal Register XIay 24, 1951, 8: 51 a. m. ) 

(This Treasury Decision is issued under the authority contained in 
sections 22, 62, anti 8701 of the Internal Itevenue Code (58 Stat. 0, 82. 
467; 26 U. S. C. 22, 62& 8791). ) 

GEO. J. SCIIOKNFAIAN) 
Commissioner o Interna/ Pet enne. 

SECTION 22(n). — GROSS INCOME: DEFINITION OF 
"ADJUSTED GROSS INCOME" 

SEOTIoN 20. 22 (n)-1: Adjusted gross income. 
INTERNAI Rl" VENUE CODE 

Reimbursed expenses incurred by public school teachers attending 
summer school. (See I. T, 4044, page 16. ) 

SxcTIUN 20. 22(n) — 1: Acljusted gross income. 

INTERNAL REVENUE CODE 

Florida cigarette tax paid by purchaser or consumer in connection 
with cigarettes used in trade or business. (See I. T. 4052, page 17. ) 

SECTION 28(a). — DEDUCTIONS FROM GP. OSS 
INCOME: EXPLNSES 

SEOTIoN 29. 28(a) — 1: Business expenses. 

INTERNAL REVENUE CODE 

1951-1-18511 
I. T. 4042 

Fines paid by truck operators for viohItions of State laws prescrib- 
ing maximum weights, loads, and sizes of vehicles are penalties which 
are uot deductible as ordinary and necessary business espenses under 
section 23(a) (1) (A) of the I~ternal Revenue Code. 

Reconsideration has been giv n to the conclusion heretofore reached 
by the Bureau that fines paid by truclI operators for violations of State 
laws prescribing maximum weights, loads, and sizes of vehicles are 
deductible from gross income as orclinary anti necessary business 
expenses mcler section 28 (a) (1) (A) of the Internal Revenue Code. 

That, conc'usion was based upon the understanding that the fines in 
question were paid in lieu of fees which Ivould have been payable for 
permits to operate overloaded or overlength vehicles, and that such 
permits were generally granted by State higlnvay authorities. The 
fines Ivere, therefore, regarded as more in the nature cf tolls than 
penalties. 
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Upon reccnsideration of the question involved it appears that the 
premise on which the Bureau's conclusion was basecl was erroneous. 
It is theref'ore held that fines paid by truck operators for violations of 
State laws prescribing maximum weights, loads, and sizes of vehicles 
arc penalties which are not deductible as ordinary and necessary busi- 
ness expen es under section 28(a) (1) (A) of the Internal Revenue 
Code. (See Burroughs Building JjIaterial Co. v. Commissioner, 47 
Iced. (2cl) 178, Ct. D. 207, C. B. X — 1, 897 (1081) ), and G. C. M. 118O8, 
C. B. XI — 1, 20 (1988). ) 

1'ursuant to authority contained in section 8701(b) of the Code, 
tlie instant, ruling ivill not be applied to fines incurred or paid prior 
to December 1, 1950. 

GEO, J. SCIIOElvEMAN) 
Commissioner of Internal Rex'enue. 

Approved 5'ovember 80, 1050. 
TlioMAS J. LYxcH) 

Acting Secretary of the Treasury. 

SEclloi 29. 28(a) — 1: Business expenses. 
(Also Section 22(n), Section 29. 22(n) — 1; 

Sec(ion 20. 28 (a) — 2. ) 
IETERNAL REVEEUE CODE 

1951-2-18518 
I. T. 4044 

Suminer school expenses incurred by a public school teacher in 
order to maintain her position are ilelluctible as ordinary and neces- 
=ary busin ss. expenscs under sectiou 23(a) (1) (A) of the Internal 
I:evcnu Code, and such expenses may be deducted in determining 
adjusted gross income undei section 22(n) of the Code. 

O. D. 892 (C. B. 4, 209 (1921) ) modified. 

Reconsideration has been given to O. D. 802 (C. B. 4, 209 (1921)) 
in the light of the recent decision in Eora Payne Hi7/ v. Commissioner 
(181 I'ecl. (2d) 006). 

In O. D. 892, supra, it was held that expenses inciirrecl by school 
teachers in attending summer school are in the nature of personal ex- 
penses incurred in advancing their education and are not deduct. ible 
ln conipiltlng lie't lllcom 

In tlie Hill case, the taxpayer liacl taught in the public schools of the 
State of Virginia for some 27; cars and liad obtained the highest certifi- 
cate issuecl to public school teachers by tlie State board of education. 
Slie was notified of the expiration of her certifiicate and tliat the certifi- 
cate could not, be renewecl unless she acquired college creclits or passed 
an examination on five selected books. Sile elected the former alter- 
native ancl attencled summer school at Columbia University. Tliere- 
after slie sought, to dechict the expenses ivhicli she incurrecl in that con- 
nection as ordinary and necessary business expcn. es. The United 
States Court of Appeals for tlie Fourth Circuit held that such expenses, 
including tuition, room rent, cost of travel, and tlie difFerence betiveen 
the cost of living ivhile at summer scliool and at hoine, properly coli- 
stituted ordinary and necessary business expenses incurred in carrying 
on a trade or business which are deductible under section 28 (a) (] ) (A) 
of the Internal Revenue Code. 

In reaching its conclusion, the court stressed the fact tli'lt, the tax 
payer incurrecl tlie expenses "to maintain her position; to preserve, not 
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to expand or increase; to carry on, not to commence. " Thus it is ap- 
parent that t' he court did not hold that all teachers attending summer 
school may deduct their expenses as "ordinary and necessary business 
expenses. " In cases in which the facts are similar to those present in 
the Hill case, the rule of that case will be applied. O. D. 802, 8upra, 
is hereby modified to conform with this conclusion. 

In general, summer school expenses incurred by a teacher for the 
purpose of maintaining her position are deductible under section 
28(a) (1) (A) of the Code as ordinary and necessary business expenses, 
but expenses incurred for the purpose of obtaining a teaching position, 
or qualifying for permanent status, a higher position, an advance in the 
salary schedule, or to fulfill the general cultural aspirations of the 
teacher, are deemed to be personal expenses which are not deductible 
in determining taxable net income. 

Summer school expenses which are deductible under section 
28(a) (1) (A) of the Code Inay, under appropriate circumstances, be 
deducted in deterlnining the adjusted gross income of a teacher under 
section 22(n) of the Code. Expenses of travel, including meals and 
lodging, while away from home, incurred by a teacher in connection 
with employment, nre deductible under section 22(n) (2) of the Code. 
To the extent that other expenses, including tuition, are reimbursed 
expenses which qualify as deductible items under section 28 (a) (1) (A) 
of the Code, they may be deducted in computing adjusted gross income 
under section 22(n) (8) of the Code. Reimbursements or expense 
allowances received by a teacher are includible in gross income. (See 
I. T. 8078) C. B. 1040-2, 24. ) 

SEGTIoN 29. 28(a) — 2: Traveling exp nses. 

IVTERVAL REVENUE CODE 

Summer school expenses of public school teachers. (See L T. 4044, 
page 16. ) 

SEOTIUN 29. 28(a) — 15: Nontracle or nonbusiness 
expenses. 

INTERNAL REVENUE CODE 

Items of administration expenses where estate desires to deduct 
other items under section 812 (b), I. R. C. (See I. T. 4048, page 80. ) 

SECTION 28(c), — DEDUCTIONS FROM GROSS 
INCOME: TAXES GENERALLY 

SEUTIoN 29, 28(c)-I: Taxes. 
(Also Section 22(n), Section 20. 22(n) — 1, ) 

INTERNAL REVENUE CODE 

1951 — 18 — 18608 
I. T. 4052 

Deductibility for Federal income tax purposes of the Florida 
cigarette tax imposed by section 210. 02 of the Florida Statutes of 
1040, effective November 1, 1040, and the Florida tax on malt and 
other alcoholic beverages imposed by section 501. 40 of the Florida 
Statutes of 1040. 
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Advice is requested whether the tax on cigarettes imposed by sec-. 
tion 210. 02 of the Florida Statutes of 1949, as enacted by chapter 
26820 (No. 2), Extraordinary Session Laws of Florida, 1949, efFective 
November 1, 1949, which chapter amended the prior law imposing a 
tax on cigarettes, and the tax on malt and other alcoholic beverages 
imposed by section 561. 46 of the Florida Statutes of 1949 are deductible 
for I"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 29. 28(c) — 1(a) of Regulations 111 provides 
that in general taxes are deductible only by the person upon whom 
they are imposed. 

In I. T. 8687 (C. B. 1044, 114) it is held in part that the Florida 
cigarette tax imposed by House bi14 No. 668, La. ws of Florida, 1948, 
approved June 5, 1948, is not deductible for I&'ederal income tax pur- 
poses under section 28(c) (1) of the Internal Revenue Code for the 
reason that the tax is not imposed on the consumer. 

Section 210. 02 and. section 210;04 of the Florida Statutes of 1949 
provide in part as folloivs: 

210. 02. CIGARETTE TAX IMPosED; CGLIEcTIGN, CREDIT F0R 1fuNIcIPAz. TAx, ETc. — 
(1) An excise or privilege tax, in addition to all other taxes of every kind 

imposed by law, is imposed upon the sale, receipt, purchase, possession, con- 
sumption, handling, distribution and use of cigarettes in this State, in the follow- 
ing amounts, except as hereinafter otherwise provided, for cigarettes of stanclard 
dimensions: 

(0) This tax shall be advanced and paid by the dealer to the director [director 
of tl. e beverage deparnnent of the State of Elorida] for deposit and distribution 
as hereinafter provirled upon the first sale or transaction within the State, 
irrespective of whether or not such sale or transfer be to the ultimate purchaser 
or consumer. The seller or dealer shall collect the tax from the purchaser or 
consumer, and the purchaser or consumer shall pay the tax to the seller. The 
seller or dealer shall be responsible for the collection of the tax and the payInent 
of the same to the director. 

210. 01. CONsTRI. OTION; EEEMPTIONs; CGIIEcTION, ETO. — 
(1) The amount of taxes ~ ~ " advanced and paid to the State aforesaid 

shall be added to and collected as a part of the sales price of the cigarettes sold 
or distributed, which amount may be stated separately from the price of the 
cigarettes on all display signs, sales and delivery slips, bills and statements which 
advertise or indicate the price of the product. 

Under the foregoing provisions of the I& lorida statutes, the tax on 
cigarettes is required to be collected from the purchaser or consumer. 
Accordingly, it is held that the tax imposed by section 210. 02 of the 
Florida Statutes of 1949, supra, being a levy upon the purchaser or 
consumer, is deductible on and after %ovember 1, 1940, under section 
28(c) (1) of the Internal Revenue Code by the purchaser or consumer 
in computing net income, except that in the case of an individual Ivho 
elects the optional standard deduction (see section 28(aa) of the 
Code), the tax is not deductible unless paid in connection with cig- 
arettes used in a trade or business. In that event, the tax is deductible 
from gross income in computing&r adjusted gross income. (See section 
22(n) (1) of the Code. ) 
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The Florida tax on malt and other alcoholic beverages imposed by 
section 561. 46 of the Florida Statutes of 1949 is imposed. upon the 
manufacturer or distributor, and it is not deductible for Federal 
income tax purposes by the purchaser or consumer. 

PART IV. — ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

SECTIOV 41. — GEib"EHAL ItL&LE 

SEcTloN 29. 41 — 8& . 'Methocls of accounting. 1951 — 2-18519 
(Also Section 42, Section 29. 4&1; Section li&lim. 6584 

48, Section 29. 48 — 1. ) 
Amendment of Mimeograph 0113 (C. B. 1030 — 1, 50), relating to 

treatment of blocked foreign income for Federal inconie tax purposes. 

TREAsI&RY DEPARTI&IEKT& 
Ol'I'ICE OF Con&. vlISSIONKR OF IXTEPN. &&I. I&EYENUE 

washington ~5& D. C. , December 28& 19:i0. 
Collectors of Internal Revenue& Internal I&!evenue ~ gents in Charge, 

H& a&la of Field Div)'sions of the Technical Stag, and Othe) s 
Concerned: 
1. Paragraph 9 of Mimeograph 6475 (C. B. 1950 — 1, 50) is nnlended 

to read as follows: 
0. Tli&n Fon MARINO Errcrlox. — (&&) Grue&nl rule. — An election to use the 

method of accounting pr& sci !bed un&1& v this mimeograph shall be made no later 
than the time prescribed by law (including any extension thereof) for filing the 
income tax return for the first taxal&le year for which tlie election is to be 
applicnble. 

(b) Exception for prior open &)e«& s, etc. — IIcgnrdless of. the preceding 
subparagraph, the election mny be macle with respect to open taxable years 
ending before Decem'&er 31, 1!);&0, subject to the following rules: (1) the election 
shall be made no later than the time prescribed by law (including any extension 
thereof) for filing the taxpayer's income tax retuvn for its taxable year beginning 
in 105&0 (or if &nore than one taxable year of the taxpnyer begins in 1050, then 
for the taxable year last beginriin" in 1050), an&1 (2) the election cannot be 
made with respect to any open taxable year wliich is prior to a taxable &car 
(i) whi&h is closed by any lnw or rule of ln&v at the!. ime of mnkin the election 
and (ii) with respect to which there are items that wonld, but for the fact that 
such year is thus closed, be affected by sucl& election. Subject to tlie foregoiiig 
rules, the taxpayer making the election (under the general rule of subparagraph 
(&&) or this subparngrnph) shall designate the first taxable year for which the 
method' of accounting provided herein shall be used, nnd such election shall 
(subject to the provisions of parngvaph 10) be bindin for such first designnted 
tnxnble year and nll subsequent taxable years. If such fivst designated year 
is a t:ixnble year prior to the taxable year for which the taxpayer's return is 
being file&, tlien the report (prescribed in pnrngraph 4) for such prior taxable 
year nnd for each intervening taxable year in order shall be file nt the tiine of 
making such an election. n'herc special circunistances exist, request niay be 
made to the Commissioner for nn extcusion of time beyond that prescribed in this 
paragvnph for making the election. 

Gi. o. eT. SCIIOKNEx&AN, 
Co)n))')i '&s'ion&')'. 
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SECTION 42. — PERIOD IN WHICH ITEMS OF GROSS 
INCOME INCLUDED 

SEGTIQN 29. 42 — 1: When included in gross income. 1951~18542 
(Also Section 22(a), Section 29. 22(a) — 1. ) Mim. 6597 

Modification of Mimeograph 0444 (C. B. 1040 — 2, 11), relating to 
taxable status of refunds of taxes. 

TEEAsrntv DEr &ETMENT, 

OFFICE OF COMMISSIONER OF INTERNAL REvENvE, 
Washington 85, D. C. , January 80, 1M1. 

Collectors of Internal Revenue, Internal Revenue Agents in Charge, 
IIeads of Field Divisions of the Technical Stag, and Others 
Concerned: 
1. In Mimeograph 6444 (C. B. 1949 — -, 11), relating to the taxable 

status of refunds of taxes, it is held (first sentence of paragraph 6) 
that the receipt by a taxpayer of refunds of taxes, the deduction of 
which in prior years resulted in tax benefits, should be treated as in- 
come for the taxable year in which such refunds are received, except 
as otherwise provided by Irederal statutes. The second sentence of 

aragraph 6 contains an exception to the general rule and reads as 
olio ws: 
This treatment is not applicable in the case of refunds of State taxes resulting 

from renegotiation or reimbursements in respect of Government contracts (see 
section 8800, Internal Revenue Code, and I. T. 8011, C. B. 1048, 018). 

2. The first sentence of paragraph 6 of Mimeograph 6444 makes no 
clistinction, with respect to the taxable period for which income should 
be reported, between taxpayers reporting on the accrual basis and 
those reporting on the basis of cash receipts and disbursements. Fur- 
thermore, in view of the decisions in 1Vestern Cartridge Co. v. Com- 
missioner (11 T. C. 246, acquiescence, C. B. 1950 — 2, 4) ancl Taylor 
Instrument Companies v. Commissioner (14 T. C. 888, acquiescence, 
C. B. 1950 — 2, 4), it has been concluded that there is no authority for 
the above-quoted exception set forth in the second sentence of para- 
graph 6. Accordingly, paragraph 6 of Mimeograph. 6444 is modified 
to read as follows: 

G. Accordingly, it is held that all refunds of ta~es, the deduction of which in 
prior years resulted in tax benefits, should be included in gross income for the 
taxable yea. r in which received by the taxpayer unless, under methods of ac- 
countin permitted under section 41 of the Internal Revenue Code, any such 
refunds are to be properlv accounted for as of a different period, and except as 
otherwise specifically provided by Federal statute. 

8. Corresponclence relating to this mimeograph should refer to its 
number and the symbols indicated: Collectors of internal revenue, 
AgC: Col; internal revenue agents in charge, IT: EIM; heads o f fie]d 
divisions of the Teclinical StafF, TS: ARM. 

Gro. J. SCIIOENEMAN, 
Commi ssi oner. 
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SECTIox 20. 42 — 1; IVhen included in gross 
income. 

19;&1 — 9 — 1]5& & 7 
('t. D. 1(oo8 

INCOXIE TAX — TNTERNBT. REVENT. E CODE — DECISION OF SUPT!EIIE COURT 

1. C&. AI && FoR PiEFUND — ALLEGED OvERPAY. 'IIEET oF Tkx — REF& ND BY 
L'I&PI. GYEE IN 1946 oF PGRTIGN oF BGNUS REcEIvED IN 1944. 

In his 1044 income tax return taxpayer reported about $22, 000 
which he had received in that year as an employee's bonus. As thc 
result of subsequent litigation he &vas compelled under the State 
court's judgment to return approximately $11, 000 to his employer. 
1:util pay&Dent of the judgment in 1946, taxpayer had at all tirues 
«lairnc:1 and used the full amount of the bonus uncon. litionally as 
his ov n, in the good faith thou"h "mistaken" belief that he was 
entitled to tbe whole born&a. IIeld: Taxpayer is not entitled to ha& e 
his 1044 tax recomputed. "Jlistake" as to the validity of his claim 
does not except him from the "claim of right" interpretation of the 
tax laws which has long been used to give finality to an annual ac- 
counting period. 
2. DEclsloN REvEBsr'D, 

Decision of the United States Court of Claims, 91 Fed. Supp. 
1017 (1950) reverseD. 

ST&PBEME CGT&BT GI THE UNITED STaTEs 

United States of it»&c&icu, petitio&&er, v. Ellis R. LeIais 

On writ of certiorari to the United States Court of Claims 

[March 26, 1951] 

OPIN&ON 

yf&. Justice BLacx delivered thc opinion of the Court. 
Respondent Lewis brought this action in the Court of Clainls seeking a refund 

of an alleged overpayment of his 1044 income tax. The facts found by the Court 
of Claims are: In his 1044 income tax return, respondent reported about $22, 000 
which he had received that vear as an employee's bonus. As a result of subse- 
quent litigation in a State court, however, it was decided that reipondent's 
bonus bad been improperly computed; under compulsion of the State court's 
judgment he returned approximately $11, 000 to his employer. Until payment 
of the judgment in 1946, respondent had at all times claimed and used the 
full $22, 000 unconditionally as his own, in the good faith though "mistaken" 
belief that he was entitled to the whole bonus. 

On the foregoing facts the Government's position is that respondent's 1944 
tax should not be recomputed, but that respondent should have deducted the 
$11, 000 as a loss in his 1946 tax return. See G. C. 51. 16780, XV — 1 Cum. Bull. 
179 (1986). The Court of Claims, however, relying on its own case, 6&cc&&n;aM. 
v. United States, 57 Fed. Supp. 569, held that the excess bonus received under a 
mistake of fact" was not income in 1944 and ordered a refund based on a recalcu- 
lation of that year's tax. 91 Fed. Supp. 1017. TT'e granted certiorari, 840 U. S. —, because this holding confiicted with many decisions of the courts of appeal, 
see, e. g. , IIGberlcorv& v. United States, 178 Fed. (2d) 587, and with principles 
announced in A'orth i»&e&Scan Oil v. B&nn«t, 286 U. S. 417 [Ct. D. 490, C. B. 
XI — 1, 293 (1982) ] ~ 

In the North American Oil case we said: "If a taxpayer receives earnings under 
a cb&im of right and without restriction as to its disposition, he has receiv& d 
income which he is required to return, even though it may still be claimed 
that he is not entitled to retain the money, and even though he may still be 
adjudged liable to restore its equivalent. " 286 U. S. at 424. Nothing in this 
language permi!s an exception merely because a taxpayer is "mistaken" as to 
the validity of his claim. Nor has the "claim of ri ht" doctrine been impaired, 
as the Court' of Claims stated, by I're&&Ter v. Ifclrc&ing, 201 U. S. 85 [Ct. D. 782, 
&". Il. XIII — 1, 242 (1984) ], or Co»&missi o»cr v. Wilcox', 827 U. S. 404 [Ct. D. 1668, 
C, ll. 19. '6 — 1, 6]. The Yreuler case involved an entirely different section of the 
Int«&nul ltevenue Code, and its holding is inapplicable here. 291 U. S. at 48. 
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And in Commissioner v. It'ilcox, supra, we held that receipts from embezzlement 
did not constitute income, distinguishing North American Oil on the ground that 
an embezzler asserts no "bona fide legal or equitable claim. " 827 U. S. at 408. 

Income taxes must be paid on income received (or accrued) during an annual 
accounting period. Cf. I. R. C. , sections 41, 42; and see Barnet v. Sanford 
cf. Brooks Co. , 282 U. S. 859, 868 [Ct. D. 27T, C. B. K — 1, 868, 364 (1981) ]. The 
"claim of right" interpretation of the tax laws has long been used to give finality 
to that period, and is now deeply rooted in the Federal tax system. See cases 
collected in 2 Mertens, Law of Federal Income Taxation, section 12. 108. We 
see no reason why the Court should depart from this well-settled interpretation 
merely because it results in an advantage or disadvantage to a taxpaver. ' 

Reversed. 

Dissenting opinion by Ilr. Justice DouoLAs. 

SEOTIoN 20. 42 — 1: When included in gross income. 

INTERNAL REVENUE CODE 

Contributions by an employer toward the purchase of annuity 
contracts for employees. (See I. T. 4041, page 5. ) 

SEGTIQN 20. 42 — 1: When included in gross income. 

INTERNAL REVENUE CODE 

Blocked foreign income. Mimeograph 6475 (C. B. 1950 — 1. 50) 
amended. (See Mim. 6584, page 19. ) 

SECTION 43. — PERIOD I'OR lVHICH DEDI. CTIONS 
AND CREDITS TAKEN 

SEOTIoN 29. 43 — 1: "Paid or incurred". and "paid 
or accrued. " 

INTERNAL REVL'NUE CODE 

Blocked foreign income. Mimeograph 6475 (C. B. 1950 — 1, 50) 
amend. ed. (See Mim. 6584, page 10. ) 

SEcTIQN 20. 46 — 2: When charges deductible. 

INTERNAL REVENUE CODE 

1051-1 — 18512 
I. T. 4043 

I'roperty taxes levied under chapter 81, General I aws of Rhocle 
Island, as amended by chapter 2380, Laws of Rhode Isl" nd, 1949, 
effective December 1, 1950, accrue, for I'ederal income tax purposes, 
on December 81 of each year. 

Advice is requested with respect to the accrual date, for Fedelal 
ncome taz purpose 

& 
of pl'operty 'taxes levied undeI' chapter 

s lt has been suggested that it would be more "equitable" to reopen respondent's 1944 
tax return. lvhile the sucgestiou might work to the advantage of this tuxpsyev lt could 
uot be adulated us a general solution because, iu many cases, the S-year statute ot nmltutlous 
would preclude recovery. I. R. C. , section 822(bl. 
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General Laws of Rhotle I land as a&nended b h t 233p I Rhode Island, 1040, effective Decembei ]. l &l, , g 

nc e y c aPter 2330, Laws of 
Prior to amendment, section 1 of chapter, '&1 of t] G . l I, o ie eneral Laws ided for tlie assessineiit of pi'operty taxe. - on f each year except that when the 15th day of June feH ou law pio»ded for assessment ot the taxes on June 16. 

31 of the General Laws of Rhode Island& as anicnded by 
t 23M I, aws of Rhode Island, 1940, provides in liart as folloivs: 

Szcrtov 1 l«serous Mxv Lcvx 4 TAx ENp ORDER TIML OF 4&sEs '&&rr&vi ~No 
pprgfxNr. — A. The electors of any town qualified to vote nn any proposition to 
impose a tax or for the expenditure of money, when legally assenibletl, ni;iy 
levy a tax for the purposes authorized by law, on the ratable property of tiie 
town, either in a sum certain, or in a sum not less than a certain sum aud not 
more than a certain sum. Said tax shall be apportioned upon the assessed 
valuations as determined by the assessors of the town as ot' the 61st day of 
December in each year at 12 o' clock noon, said date being kno&vn as the date of 
assessment of town valuations. 

Szc. 4. AssassMENT, WEIKx To Hs ¹ps. — The assessors shall assecs al! vain. 
a'. ions and apportion any tax levy on the inhabitants of the town and the ratal&le 
property therein according to law, and the assessed valuation of such ratable 
property shall be made as of the date of assessment provided in section 1 of this 
chapter. 

Ssc. 6&$. [Tax roll certifiecl to tax collector. ] The tax levy shall be applied 
to the assessment roll and the resulting tax roll certified by the assessors to 
the town clerk, town treasurer or tax collector, as the case iuay be, not later 
than the 16th day of June next succeediug. 

The general theory of the accrual of property taxes, since the 
issuance of G. C. M. 6278 (C. B. VIII — 1, 168 (1929) ), has been that 
ownership of property on the date as of which the assessment is made 
(frequently referred to as the assessnient date) is the "event" which 
cletermines the taxpayer's liability for taxes, anti, consequently, ii 
the taxpayer's books of account are kept on the accrual basis he 
should accrue his property taxes as of that date. (See Uruted S'tates 
v. P. Ch«tt&&cr&i &t»rierson et al. 

& 
260 U. S. 422, T. D. 3830, C. B. V — 1, 

179 (1026); (I. C. M. 15305, C. B. XIV — 2, 80 (1035); anti G. C. !AL 

28512& C. B 1048, 184. ) 
In Rhocle Island, taxes assessed against any person with respect to 

either personal property or real estate constii. ute a, lien whicli;irises 
and attaches as of the date of assessment, and they may be col', ected 
either out of his real or personal estate. (See sections 2" and 23& 
chapter 32, General I. aivs oi Rhode Island. ) Thn, in Rhode Island 
both the lien date and the assessment, date are the same and represent 
the "date of finality&a as ivell as the "incidenceu of the taxes. (Seo 
&Va&&&ruder v. I&'rerje&ir 7: 3I. Snpplee et nz. , 316 U. S, 304. Ct. D. 1;». !l, 
C. B. 1942 — 1, 173. ) Uncler. the Rliocle Island laiv before the amend- 
ment referred to herein, the accrual elate of property taxes vvas June 
15& except ivhen that date fell on Sunchiy, in which ca~e it was June 16. 

It is held that property taxes levied under chapter 81, General Laws 
if Rho&le Island, as amended by cliapter 2330, Laws of Rhode Island, 
l040, ell'ective December 1, 1050, accrue, for Federal inconie tax pur- 
poses& on December 31 of e:ich year. For the calendar year 1050 
I&ere wtll be tivo accrual dates of the State property taxes, one as 

&f June b&, 1&J50& anil tile oilier as of. December 31, 1050. 
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PART V. — RETURNS AND PAYMENT OF TAX 

SECTION 58. — TIME AND PLACE FOR FILING RETURNS 

SEGTIoN 20. 53 — 2: Extensions of time for filing 
returns. 

1951 — 6 — 18563' 
T. D, 5835 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1941 

Time extended for filing income and excess profits tax returns of 
members of a group of atfiliated corporations for taxable years 
ending after tune 30, 1900, and before March 1, 1901. 

TREASURY DEPARTMENTS 
OrrICE OF COMMISSIONER OI' INTERNAL REVENUE) 

)Vashington 85, D. C. 
To Collectors of Internal Eevenue and Others Concerned: 

Pursuant to the authority contained in section 58(a) (2) of the 
Internal Revenue Code, the time for filing the return for a taxable 
year ending after June 80, 1050, and before March 1, 1051, by a cor- 
poration having the privilege of making a consolidated return for 
such taxable year under section 141 of the Code (as amended by 
section 801 of the Excess Profits Tax Act of 1050, approved January 
8, 1051) is hereby extended to and including June 15, 1951. 

Inasmuch as this Treasury Decision cannot effectuate its purpose 
unless it is promulgated immediately, it is found that it is impractica- 
ble to issue this Treasury Decision with notice and public procedure 
tliereon under section 4(a) of the Administrative Procedure Act, 
approved. June 11, 1046, or subject to the effective date limitation of 
section 4(c) of such Act. 

(This Treasury Decision is issued under the authority contained in 
sections 58(a) (2), 62, and 8701 of the Internal Revenue Code (53 
Stat. 28, 8, 467; 26 U. S. C. 58(a) (2), 6', 8701). ) 

GEO. J. SCHOENEMANi 
Commisssioner of Internal Revenue. 

Approved March 18, 1051. 
THoM~s J. LYNGH, 

Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register Iilarch 13, 1051, 11: 09 a. m. ) 

SEGTIQN 20. 58 — 2: Extensions of time for filing 
returns. 

1051 — 18 — 18609 
T. D. 5843 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCONE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1941 

Time for filing returns of income for 1950 extended in the case of 
certain United States employees. 
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TREASVRY DEPARTXIENT, 
OFFICE OF Coxf&rlssrONER OF INTERNAL REYENVE, 

ll''ashington oi, D. C. 
To CoEZectors of Internal Revenue and Others Concerned: 

PARAGRAPH 1. Pursuant to the . authority contained in section 
58(a) (2) of the Internal Revenue Code, an extension of time for 
filing the return of income forthe calendar year 1950 is hereby granted 
up to and including September 15, 1951, in the case of a citizen ivho 
during such calendar year divas an employee o'f the United States or of 
any agency thereof, ivhether civilian, military, or naval, and ivho is 
required to file a return of income for such year solely because of the 
amendinent made to section 251 of the Internal Revenue Code by sec- 
tion 220 of. the Revenue Act of 1950, approved September 23, 1950. 
See sections 29. 58 — 1 to 29. 53 — 5, inclusive, of Treasury Regulatioiis 
111 tor the time and place for filing returiis. 

PAR. 2. This Treasury Decision shall be etYective upon its being filed 
for publication in the Eedera[ Register. 

Because this Treasury Decision merely relieves certain taxpavers 
from a requirement respecting the filing of returns of income for the 
calendar year 1950, it is found that it is unnecessary to issue this 
Treasury Decision ivith notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved June 11, 
1946, or subject to the e8ective date limitation of section 4(c) of such 
Act. 

(This Treasury Decision is issued under the authority containecl 
in sections 58, 62, and 8791 (53 Stat. 28, 62, and 467; 26 U. S. C. 5:&, 62, 
ancl 6791) of the Internal Revenue Code. ) 

I' RED S. iIARTIN 

Acting Commissioner of Internal, Revenue. 
Approved June 6, 1951. 

TLIOMAS J. I. YNcxr, 
Acting secretary of the 2'reasury. 

(lciled Ivith the Division of the Federal Ilegister June 8, 1051, 8: 58 a. m. ) 

SEcTIoN 29. 58 — 2: Extensions of tinie for filing 
returns. 

1951-13-18618 
T. D. 5844 

TITI. E '26 — INTI', RNAL REVENUE, — CHAPTER I, SUBCHAPTER A, PART 00. — 
IXCOIIE TAX; TAXABLE YEARS BEGINNING AI TER DECEiIBFII 61, 1041 

Tiine extenelerl for fiIlin income and excess profits tax returns of 
members of a group of affiliated corporations for taxable years en&l- 

ing after June 80, 10oo, and before May 1, 1051. 

TREAsVRY DEPARTAIENT, 
OFPicr. or COEIIILISSIONER OF INTERNAL RrvENVP. , 

IVashington 80, D. C. 
To Collectors of Interna/ Rc venue and Others Concerned: 

Pursuant to the authority contained in section 53(a) (2) of the In- 
ternal Revenue ('ode, the time for filing the return for a taxable year 
ending after June 30I 1950, and before May 1, 1951, by a corporation 
having the privilege of malring a consolidai. ed return for such taxable 

008000' — Si — 3 
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year under section 141 of the Code (as amended by section 801 of the 
Excess Profits Tax Act of 1950, approved January 8, 1951) is hereby 
extended to and including July 81, 1951. 

Inasmuch as this Treasury Decision cannot efFectuate its purpose 
unless it is promulgated immediately, it is found that it is impracti- 
cable to issue this Treasury Decision with notice and public procedure 
thereon under section 4(a) of the Administrative Procedure Act& ap- 
proved June 11, 1946, or subject to the e]fective date limitation of 
section 4(c) of such Act. 

(This Treasury Decision is issued under the authority contained in 
sections 58 (a) (0), 69, and 8791 of the Internal Revenue Code (58 Stat. 
28, M, 467; o6 U. S. C. 58(a) (2), 62, 8791), ) 

FRED S. MARTINq 
Acting Commissioner of Internal Revenue. 

Approved. June 18, 1951. 
E. H. FOLEY, 

Acting Secretary of the Z'reagury. 

(Filed with the Division of the Federal Register 3'une 15, 1951, 9: 00 a, m. ) 

SECTION 54. — RECORDS AND SPECIAL RETURNS 

SEGTIoN 99. 54 — 1: Records and income tax forms. 

INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5838, page 85. ) 

SECTION 58. — DECLARATION OF ESTIMATED 
TAX BY INDIVIDUALS 

SEGTIGN 29. 58 — 8: Extension of time for fiiling 
declarations. 

1951-9-18598 
T. D. 58&5 

TITLE 26 — INTERNAL REVENUE. — CHAI'TER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1941 

Time for filing the declaration of estimated tax for 1950 extended 
in the case of certain United States employees. 

TREASURY' DEPARTMENTS 
OFFIGE GI' CGMMISSIGNER oF INTERNAI REVENUE& 

W aghington 85, D. C. 
Z'o Collectors of Internal Revenue and Others Concerned: 

PARAGRAPII 1. Pursuant to the authority contained in section 58(e) 
of the Internal Revenue Code, an extension of time for filino' the decla- 
ration of estimated tax for the calendar year 1950 is hereiy granted 
up to and including the due date of the return for such year in tlie ease 
of a citizen who is an employee of the United States or of any agency 
(civilian, military, or naval) of the United States and who is required, 
to ma], e the declaration of estimated tax for such year solely because 
of the amendment of section 251 of the Internal Revenue Code made 
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by section 220 of the Revenue Act of 1950, approved September 23, 
1950. If the taxpayer files his return for such calendar year on or 
before the due date of such return, and pays the amount of the tax 
shown on such return, such return shall also be considered as the decla- 
ration of estimated tax for such taxable year. See sections 29. 53-1, 
29. :&3 —, '&, and 29. 53 — 4 of Treasury Regulations 111 for the due date of 
returns. 

PAR. 2. This Treasury Decision shall be effective upon its filing for 
publication in the Federal Register. 

Because this Treasury Decision merely relieves certain taxj&ayers 
from a requirement respecting the filing of declarations of estimated 
tax for the calendar year 1950, it is found that it is unnecessaI y to issue 
this Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Adnrinistrative Procedure Act, approved June 11, 
1946, or subject to the effective date limitation of section 4(c) of such 
Act. 

(This Treasury Decision is issued under the authority contained in 
sections 62 and 3791 (53 Stat. 32, 467; 26 U. S. C. 62, 3791); and section 
58 (57 Stat. 142; 26 U. S. C. 58) of the Internal Revenue Code. ) 

GEo. J. SCIIOENEM ~ ~Ny 

Commissioner of Interna/ Aevenrre. 
Approved January 10, 1951. 

TIIOMAs J. LTNCH, 
Acting Secretary of the 7reasMry. 

(Filerl with the Division of the Federal Register January 11, 1951, 9: 42 a, tu. ) 

SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS 
SUPPLEMENT A. — RATES OF TAX 

SECTIOiV 101. — EXE'r[PTIONS FROM TAX ON 
CORPORATIONS 

SEcTIDN 29. 101 — 2: Proof of exemption on or after 
January 1, 1943 — Annual returns for accounting 
periods beginning on or after January 1, 1943. 

INTEIINAL REvEVUE CODE 

Regulations 111 amended. (See T. D. 5838, page 35. ) 

SUPPLEMENT B. — COMPUTATION OF NET INCOME 

SECTIOiV 116. — EXCLUSIONS FROM GROSS INCOME 

INTEIINAL REVENUE CODE 

Compensation received by employees of the United States or any 
agency thereof for services performed in Puerto Rico. (See I. T. 
4047, page 59. ) 
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SECTION 117. — CAPITAL GAINS AND LOSSES 
SEUTioN 29. 117 — 7: Gains and losses from in- 1951-9-18578 

voluntary conversions and from the sale or G. C. M. M690 
exchange of certain property used. in the 
trade or business. 

INTKRNAL RKVKNUK CODK 

Real estate acquired by a flnancial institution by deed in lieu of 
foreclosure and thereafter managed and administered for the pur- 
pose of reducing the loss thereby sustained falls within the excep- 
tion contained in section 117(a) (1) of the Internal Revenue Code 
relating to real property used in trade or business and, if held for 
more than 6 months, within the provisions of section 117(j) of 
the Code. 

G. C. M. 24910 (C. B. 1946 — 1, 101) modifie. 
An opinion is requested whether real estate acquired by a financial 

institution by deed in lieu oi foreclosure and thereafter managed and 
administered for the purpose of reducing the loss thereby sustained 
falls within the exception contained in section 117(a) (1) of the 
Internal Revenue Code relating to real property used in trade or 
business and, if held for inore than 6 months, within the provisions of 
section 117(j) of the Code. The inquiry has caused this USce to 
reconsider G-. C. M. 94910 (C. B. 1946 — 1, 101), relating in part to the 
classification of real estate acquired by lending institutions through 
foreclosure proceedings. 

In the instant case, a trust company acquired in 1985, by deed in 
lieu of foreclosure, property consisting of a lot and a six-story building, 
This property was managed and rented by the trust company until it 
was sold in 1949 at a loss. It is contended that the activity of the 
trust company in connection with the management of the property was 
clearly a part of its general business and, therefore, tile property 
should be excluded from the definition of capital assets within the 
meaning of section 117(a) (1) of the Internal Revenue Code. It has 
been suggested that G. C. M. 94910 (C. B. 1946 — 1, 101) be modified by 
limiting it to the point decided in The E'anawha Valley Bank v. 
Comm~'e8ioner (4 T. C. 052, acquiescence, C. B. 1946 — 1, 3), i. e. , that 
properties held under such circumstances by a financial institution 
are not held primarily for sale to customers in the ordinary course of 
business. 

The basic question is whether property similar to that involved 
in the Kanawha Valley Bank case may be "used in the trade or busi- 
ness" of a taxpayer within the meaning of that term as used in section 
117(j) of the Code. 

The leading decisions hereinafter discussed involve material statu- 
tory difierences under several applicable revenue acts. The Revenue 
Act of 1986 excluded from capital asset classification "stock in trade 
of the taxpayer or other property of a kind which would properly 
be included in the inventory of the taxpayer if on hand at the close 
of the taxable year, or property held by the taxpayer primarily for 
sale to customers in the ordinary course of his trade or business. " 
The Revenue Act of 1M8 enlarged the exclusions by adding to the 
quoted provision the clause "or property, used in the trade or busi- 
ness, of a character which is subject to the allowance for depreciation 
provided in section 23(1). " Section 151(a) of the Revenue Act of 
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1042 further enlarged the exclusions by adrling the clause "or real 
property used in the trade or business of the taxpayer. " Under sec- 
tion 117(j) of the Cocle (added by section 151(b) of the R. venue 
Act of 1042), assets used in the trade or business, including real estate 
and improvements thereon, are placed in a special class. )Vith re- 
spect to assets included in such class. gains in excess of losses are 
treated as capital gains, and losses in excess of gains are deductible 
as ordinary losses. 

In the Kanawha Valley Bank case, The Tax Court of the United 
&tates held that three parcels of unimproved real estate acquired by 
the bank in foreclosure proceedings were capital assets within the 
purview of section 117(a) (1) of the Internal Revenue Code as it 
applied to the taxable years 1040 and 1041. The Commissioner had 
argued that, the profit on the sale of these properties should b" taxed. 
as ordinary income, relying on G. C. M. 21407 (C. B. 10M — 2, 187) 
vl hich held in substance that parcels of real estate acquired by a bank, 
mortgage finance company, etc. , by foreclosure are hekl by the tax- 
payer primarily for sale to customers in the ordinary course of its 
trade or business and that the gains and losses resulting from the dis- 
position of such property are ordinary gains and losses. As a result 
of the decision in the Kanawha Valley Bank case, G. C. M. 21407 was 
revoked by G. C. M. 24010, 8upra. 

As heretofore indicated, section 117(a) ~(1) of the Code, as amended 
by section 151(a) of the Revenue Act of 1042, exclucles real prope& ty 
used in the trade or business from the definition ot capital assets. 
Accordingly, accepting the Tax Court decision in the Kanawha Val- 
ley Bank case to the eAect that such property is not held primarily 
for sale to customers in the ordinary course of trade or business, the 
question arises with respect to taxable years beginning after December 
61, 1041 (the taxable years to which the above-mentioned amend- 
ments macle by (he Revenue Act of 1042 are applicable), whether 
such property is "used in the trade or business" of a taxpay~er. 

The financing oi loans and foreclosing of mortgages constitute an 
integral part oi the banl-ing business. In general and in the absence 
of any I'acts to the contrary (such as nonproductive property held 
after foreclosure for investment purposes), real property acquired by 
foreclosure should be considered as used in the trade or business of 
the lencling institution. 

The phrase "property used in the trade or business" appears also 
in section 23(1) of the Cocle, relating to the allowance for cleprecia- 
tion. In A. L. ('rater Co. et aL v. Commissioner (14~ I&ed. (2d) 
296), involving the years 1068 and 1039, the con)pany was engaged 
in the lumber business and in financing the building of houses. It 
furnished the necessary materia'ls and funds to custorisers who desired 
to build houses, taking a first lien note for indebtedness. During the 
years following 1020, the company frequently found it necessary to 
foreclose its lien in order that it, might protect its investment. It, 
thus acquired several hundred houses which it kept in repair and 
rented until a satisfactory sale could be made. The company con- 
tended that in computing its gain or loss upon each sale, the cost 
basis of the property should not be adjusted to reflect dep~reciation. 
The circuit court, in alarming the Tax Court's holding that the basis 
should be adjusted, said: 
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Petitioner's business was not restricted to the sale of building materials fo r 
it also undertook to finance construction. The financing program was not wholly 
disassociated from the lumber business, for its tendency was to increase greatly 
the sales of building materials; but if it was a distinct business, the taxpayer, 
bv wholesale participation, engaged in both selling building materials and 
financing the construction of homes. The management and administration of 
foreclosed property is an essential ingredient of the business of financing. In- 
ileed the taxpayer so treated these properties, for it returned its rentals there- 
from as ordinary income, and deducted its expenditures for repairs and main- 
tenance as ordinary and necessary business expenses. [Italics supplied. ] 

The fact that banks and similar financial institutions are prohibited 
by statutes similar to section 8128 of the West Virginia Code of. 

1987, the statute involved in the Kanawha Valley Bank case, from 
purchasing realty (except for certain limited purposes) is not de- 
terminative of the applicability of section 117(j) of the L'ode. These 
statutes usually impose two conditions — first, the real property must 
be conveyed to the financial institution in satisfaction of indebted- 
ness or purchased at a foreclosure sale and, second, the real property 
must be disposed of within a stated period. Such statutes merely 
eliminate the possibility that a financia institution may enter into 
real estate trading as an enterprise equal in importance to its business 
of taking deposits and making loans. The prohibition contained in 
them should not be construed in such a way as to preclude an exam- 
ination of a bank's real estate activities in order to determine, as a 
question of fact, whether the property is used in the business of 
banking. 

On the basis of the above, it is the opinion of this oflice that the real 
property in the instant case was used by the taxpayer in its trade or 
business within the meaning of that term as used in section 117(a) (1) 
and (j) of the Code. G. C. M. 24910, supra, is modified to the 
extent that it is inconsistent with the views expressed herein. 

CIIARLES OLIPIIAN Ti 
Chief Counse/, Bureau of Interna/ Revenue. 

SECTION 124A. — AMORTIZATION DEDUCTION 

1951 — 8-18589 
E. O. 10200 

EXECUTIVE ORDER 10200 — ESTABLISHING THE DEFENSE PRODUCTION 
ADsIINISTRATIOri 

By virtue of the authority vested in me by the Constitution and 
statutes, including the Defense Production Act of 1950, and as Presi- 
dent of the United States and Commander in Chief of the Armed 
Forces, it is hereby ordered as follows: 

PART I. DEFENSE PRODUCTION ADMINISTRATION 

SEOTIoN 1. (a) There is hereby created an agency which shall be 
known as the Defense Production Administration. 

(b) There shall be at the head of the Defense Production Adininis- 
tration a Defense Production Administrator, hereinafter referred 
to as the Administrator, who shall be appointed by the President by 
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and with the advice and consent of the Senate. The Administrator 
shall perform his duties subject to the direction, control, and coordina- 
tion of the Director of Defense lfobilization. 

SEc. 2. (a) There are hereby delegated to the Administrator the 
functions conferred upon the President by titles I. and II and section 
708 of the Defense Production Act of 1950 (relating respectively to 
priorities and allocations, requisitioning, and voluntary agreements) 
which were by the provisions of part I, section 201(a) of part II, 
and part VII of Executive Order No. 10161 of September 9, 1950, 
delegated to the Secretary of Commerce, the Secretary of the Interior. 
and the Commissioner of the Interstate Commerce Commission. re- 
spectively, and those which were by the provisions of section 101 of 
the said Executive Order No. 10161 delegated to the Secretary of 
Agriculture to the extent that they relate to food which has been 
cletermined to be available for industrial needs pursuant to section 3 
of this order; and the saicl delegations made by the said Executive 
Order No. 10161 are hereby terminated accordingly. 

(e) The Administrator is hereby designated as the certifying 
authority for the purposes of and within the meaning of subsection 
(e) of section 121A of the Internal Revenue Code, as added by section 
216 of the Revenue Act of 1950, approved September 28, 1950. 

SEc. 6. (a) To the extent that provisions of Executive Order Xo. 
10161 of September 9, 19o0, are inconsistent with the provisions of 
this order the la. tter shall control, and the said Executive Order No. 
10161 is amended accordingly. 

Except as modified or made inapplicable by the provisions of this 
Executive order, provisions of the said Executive Order No. 10161 
relating to functions vested in the Administrator hereby shall con- 
tinue to be applica, ble to such functions. Executive Order No. 10172 
[C. B. 1950 — 2, 151] of October 12, 1950, is hereby revoked. Nothing 
in this Executive orcler shall a8ect the validity or force of anything 
heretofore done under the said Executive Orders Xos. 10161 or 10178 

(b) Any officer or agency having by delegation or otherwise any 
function under this order shall ha~ve all the authority conferred by 
sections 902 and 908 of Executive Orclcr No. 10161, including the 
authority with respect to subpena. 

(c) All orders, regulations, rulings, certificates, clirectivcs, and 
other actions relating to any function affected by this Executive order 
shall remain in eA'ect except as they are inconsistent herewith or are 
hereafter amended or revoked under proper authority. 

(a) Nothing in this Executive order shall be deemed to supersede 
any provision of Executive Order No. 10193 of December 16, 1950. 

SEO. 7. The provisions of sections 2 to 6, inclusive, of this Executive 
order shall not be effective until the Administrator first appointed 
hereunder takes office as Administrator. 

PART II. DEFENsE AfOBIL1ZATION BOARD 

SFC. 8. There is hereby established in the Office of Defense Mobili- 
zation (established by Executive Order No. 10193 of December 16, 
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1950) the Defense Mobilization Board, which shall consist of the 
Director of Defense Mobilization as Chairman, the Secretaries of 
Defense, the Treasury, the Interior, Commerce, Agriculture, and 
Labor, the Chairman of the Reconstruction Finance Corporation, the 
Chairman of the Board of Governors of the Federal Reserve System, 
the Chairman of the National Security Resources Board, and such 
other OSeials as said Director may from time to time designate. The 
said Board shall be advisory to the Director of Defense Mobilization. 

HARRY S. TRUMAN 
THE WHITE HOUsE, 

January 8, 1951. 
(Filed with the Division of the Federal Register January 8, 1951, 12: 08 p. m. ) 

SUPPLEMENT C. — CREDITS AGAINST TAX 

SECTION 181. — TAXES OF FOREIGN COUNTRIES AND 
POSSESSIONS OF UNITED STATES 

SEGTIoN 29. 181 — 1: Analysis of credit for 
taxes. 

INTERNAL REVENUE CODE 

Puerto Rican income tax with respect to compensation received by 
Federal employees for services performed in Puerto Rico. (See I. T. 
4047, page 59. ) 

SEOTICN 99. 181 — 9: Meaning of terms. 
(Also Section 29. 181 — 7. ) 

INTERNAL REVENUE CODE 

1951 — 10 — 18587 
I. T. 4049 

The tax (duty) paid pursuant to Division III of the Quebec Mining 
Aet is a tax paid in lieu of an income tax within the meaning of sec- 
tion 181(h) of the Internal Revenue Code, and where such tax is 
paid by a Canadian subsidiarv the majority of the voting stock of 
which is owned by a domestic corporation, it may be taken as a credit 
against the United States income tax of the domestic corporation 
under the provisions of section 181 (a) and (f) of the Code. 

Advice is requested whether the tax (duty) paid pursuant to Divi- 
sion III of the Quebec Mining Act is a tax paid in lieu of. an income 
tax within the meaning of section 181(h) of the Internal Revenue 
Code, and whether, if such a tax is paid by a Canadian subsidiary the 
majority of the voting stock of which is owned by a domestic corpo- 
ration, it may be taken as a credit against the United States income 
tax of the domestic corporation under the provisions of section 181 (a) 
and (f) of the Code. 

The pertinent provisions of Division III of the Quebec Mining Act 
are as follov s: 

SEc. 12. DUTIEs. — There shall be paid to the Crown, at the time and in the 
manner hereinafter provided, the duties imposed by this division. 
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SEc, 13. ScALE OF Durrss. — 1. From and after the 1st of January, 1033, every 
mine in the I'rovirice of Quebec shall be liable for, and the oivner, inanager, 
holder, louse&, occupant or operator of the mine shall pay, the following duties: 

(a) Upon annual profits in excess of $10, 000 up to $1, 000, 000, 4 percent. 

SE&, '. 14. Ax xv&&n P&&orrrs. — The annual profits shall be ascertained and fixed 
in the following manner: 

Gross oalue. — Ierom the gross value of the year's output, sold, utilized or 
shipped during the year, there shall be deducted the costs of operation and 
expenses incurred during the year in question, to wit: 

The Quebec statute then specifies the various kinds of expenses which 
are deductible in computing- annual profits, ivhich deductions are 
similar to those listed. in I. T. 2000 (C. B. XIV — 2, 186 (19ooo) ). In I. T, 
2000 it ivas held that the tax imposed by the Quebec Mining &&. ct as 
thon in eQ'ect was not a, n income tax and could not be clainied as a 
credit against United States income tax under section 181 of the 
R&cvcll&l&'. Act of 1034. 

Section 6 of the Quebec Corporation Tax Act, reenacted with minor 
changes in 1047 after it ivas suspended during A'orld )Var II, provides 
as follows: 

In addition to the taxes on cnp&tal and upon places of business nientioned in 
this act, ~ ~ ~ &'v&'. 'y holding company and e&'e&xy &m n in a coin pa nl&& &efiose 
annual pi oPte a& e not taa'ed u&&der the (&uc(&ec . 1(ining Aet (chapter 100) 
slmll pay nnnu;&lly a t«x equivalent to I per centuin of the net revenue 
[Italics supplied. l 

To the extent that it is relevant, section 181(a) (1) of tile Internal 
Revenue Code provides in part that if a domestic corporation chooses 
to have the benefits of section 181 of the Code, the tax imposed under 
chapter 1 of the Code shall be credited ivith the amnu»t of aiiy income, 
war profits, a»&l excess profiis taxes paid or accrued during the taxable 
year to any foreign country. S«tion 20. 1'&1 — 2 of Reg&ilations 111 
defines "forci&&ii country" as meaning any foreign s(ate or political 
subdivision thereof, or any foreign l&olitical entity, ivhich levies and 
collects income. ivar profits, or excess profits taxes. 

Section 1'&1(f) of the Cocle provides in part, that for the purposes of. 
section 181 of tlie Code, a clomestic corporation whicli oivns a majority 
of the voting stock of a foreign corporation from ivhich it receives 
diviclcnds in any taxable year shall be deemed to have paid the same 
proportion of any income, war profits, or exes. s profits taxes paid or 
deemed to be piiid by such foreign corporation to any foreig» conntry, 
upon or with respect to the accumulated profits of such foreign cor- 
poration from which such dividends ivere paid, ivhich the amount of 
such dividends bears to the amount, of such accumulated profits. 

Section 181(li) ol the Cocle, as added by section 158 (f) of the Rev- 
enue Act of 1042, provicles in part that for the purposes of sections 
181 and 23(c) (1) of the Cocle, the term "income, war profits, and 
excess profits taxes" shall include a tax pai&l in lien of a t;ix upon in- 
come, war profits& or excess proiits othcrivise generally imposed by any 
foreign country. 

It appears tliat, where a, corporation pays cluties on annual profits 
under the Quebec Mining Act, it is not subject to the 7 percent tax on 
net i&ev& iiue imposed by ~ection 6 of the ('liiebec Corporation T;ix i%et, 
n«J&rn. In other words& in the instant case, the i. ax or "cluty" paid u»der 
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the Quebec AIining Act was paid in lieu of the general tax on net 

rev nue levied by the Province of Quebec. 
Accorclingly. it is held that the tax (duty) paid pursuant to Division 

III of the Quebec 3lining Act is a tax paid in lieu of an income tax 
within the meaning of section 181(h) of the Internal Revenue Code, 

and where such tax is paid by a Canadian subsidiary the majority 
of the voting stock of winch is owned by a domestic corporation, it may 

be taken as a creclit against the United States income tax of the 

domestic corporation uncler the provisions of section 131 (a) and (f) 
of the Cocle. 

SUPPLEMENT D. — RETURNS AND PAYMENT OF TAX 

SECTION 148. — INI'ORMATION BY CORPORATIONS 

SEcTIoN 29. 148 — 1: Return of inf orlnation as 
to payment of dividends. 

1951~18543 
I. T. 4045 

INTERNAL REVENUE CODE 

Distributions of earnings by Federal savings and loan associa- 
tions constitute dividend income to the members of the associations, 
and information returns with respect to such distributions are re- 
quired to be filed bv the associations under section 148 of the Internal 
Itevcnue Code. 

Advice is requested whether distributions of earnings by Federal 
savings and loan ass'ociations constitute dividend income with respect 
to which information returns are required to be filed by the associa- 
tions under section 148 of the Internal Revenue Code. 

Section 148 of the Internal Revenue Code provides in part as 

f ollovvs: 

(a) DIVIDEND PAYMENTS. — Every corporation shall, when required by the 
Commissioner, render a correct return, duly verified under oath, of its payments 
of dividends, stating the name and address of each shareholder, the number of 
shares owned by him, and the amount of dividends paid to him. 

Section 29. 148 — 1 of Regulations 111 provides in part that every do- 
mestic corporation or foreign corporation engaged in business within 
the United States or having an office or place of business or a fiscal or 
paying agent in the United States, making payments of dividends and 
distributions (other than distributions in liquidation) to any share- 
holder who is an individual (citizen or resident of the United States), a 
resident fiduciary, or a resident partnership any member of which is 
a citizen or resident, amounting to $100 or more during each calendar 
year, shall render an information return on Forms 1096 and 1099. 

The rules and regulations for the Federal Savings and Loan 
System, issued by the Home Loan Bank Board, washington, D. C. , 
provide that upon approval by the Home Loan Bank Boar~d of an ap- 
plication for permission to organize a Federal savings and loan associa- 
tion, temporary officers shall be elected who may thereupon secure 
subscriptions to such Federal association's capital consisting of 
amounts contracted to be paid into savings accounts. Such an asso- 
ciation raises its capital by accepting payments on savings accounts 
representing share interests in the association. As of June 80 and 
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December 31 of each year, after payment of all expenses, credits to 
general reserves, and such credits to surplus as the board of directors 
may determine, and provision for any bonus on savings accounts au- 
thorized by regulations made by the Home Loan Bank Board, the 
board of directors of the association causes the remainder of the net 
earnings of the association for the 6 months' period to be distributed 
promptly on its savings accounts, ratably, as declared by the board of 
directors, to the withdrawal value thereof. All holders of savings 
accounts of. the association are entitled to equal distribution of assets, 
pro rata to the value of their savings accounts, in the event of volun- 
tary or involuntary liquidation, dissolution, or winding up of the 
association, 

In order to deterinine whether Federal savings and. loan associations 
are required to file information returns on Forms 1006 and 1090 pur- 
suant to the above-mentioned provisions of section 29. 148 — 1 of Regu- 
lations 111, it is necessary to ascertain the exact, nature of the distribu- 
tions of their earnings, i. e. , whether such distributions constitute 
dividends or interest. The distinction between the term "dividend" 
and the term "interest" is that interest ordinarily means a payment 
arising out of a debtor-creditor relationship with respect to the nse of 
money at a fixed, predetermined rate, ~hereas a dividend is a distri- 
bution of profits to shareholders which is conditioned upon the exist- 
ence of profits and a, dividend declaration by a board of directors or 
similar body. 

A bank depositor, as such, has no voice in the management, of the 
bank. However, a member of a I& ederal savings and loan association, 
through participation in the elect1on of its bo~ard of directors, has a 
voice in the management of the association. The relationsliip of its 
members to a I&ederal savings and loan association appears to be that 
of proprietors, rather than- creditors, and no preferred treatment is 
accorded them upon its dissolution or liquidation. 

In view of the foregoing, it is held tliat distributions of earnings by 
Federal savings and loan associations constitute dividend income to 
the Inembers of the associations, and information returns with respect 
to such distributions are required to be filed by the associations under 
section 148 of the Internal Revenue Code. 

SECTIoN 29. 153 — 1: Information required from 
certain tax-exempt organizations. 

(Also Sections 29. 153 — 2, 20. 153 — 3, 20. 153 — 4; 
Section 54, Section 2'9. 54 — 1; Section 101, 
Section 29. 101 — 2; Section 162, Section 
29. 162-1. ) 
TITL'K 2G — INTERNAL REVENUE. — CEIAPTKR I, SUBCIIAPTKR A, PART 29. — 

INCOiuE TAX; TAXABLL' YEARS BEGINNING AETER EL&CI:IIBKR 91, 1911 

1951 — 10-13588 
T. D. 5838 

Re ulations 111 nniended to conform to section 153, Internal Rev- 
e»ue Co&1&, as added by section SII of the Revenue Act of 1950, 
relating to i»for&»ation from ccrtnin tnx-exempt organizations and 
certain trusi, s to be made available to tlie public. 

SECTION 153. — INFORMA. TION REQUIRED FROM CERTAIN 
TAX-L&'XEMPT ORGANIZATIONS AND CERTAIN TRUSTS 
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TREASI1R Y DEPARTMENT~ 

OFFlcE oF CoMMIssloNER oF INTERNAL REvENUE, 
ll ashington 8J) D. C. 

To Collectors oj Internal Revenue and Others Concerned: 
On February 10, 1951, notice of proposed rule making, with respect 

to publicity of information to be required from certain tax-exempt 
organizations and from certain trusts, was published in the Federal 
Register (16 F. R. 1287). After consideration of all such relevant 
rnatter as was presented by interested persons regarding the proposal, 
the amendments to Regulations 111 [26 CFR, part 29] set forth below 
are hereby adopted. The amendments are designed to conform Reg- 
ulations 111 to section 341 of the Revenue Act of 1950 (Public Law 
814, 81st Cong. ), approved September 23, 1950. 

PARAoRAPII 1. There is inserted after section 151 of the Internal 
Revenue Code as set forth immediately after section 29. 150 — 1 [26 
CFR 29. 150 — 1] the following: 

SEC. 841. INFORMATION TO BE MADE AVAILABLE TO THE 
PUBLIC [REVENUE ACT OF 1950, APPROVED SEPTEMBER 
28, 1950]. 

(a) INFoRMATIQN WITH RERPEcT To CERTAIN CHARITABLE, ETc. , 
ExEMPTICNS AND DEDUcTIQNs. — Supplement D of chapter 1 (relating 
to returns and payment of tax) is hereby amended by adding at the end 
thereof the following new section: 

"SEC. 158. INFORMATION REQUIRED' FROM CERTAIN TAX- 
EXEMPT ORGANIZATIONS AND CERTAIN TRUSTS. 

"(a) CERTAIN TAx-ExEMPT ORGANIZATIONs. — Every organization de- 
scribed in section 101(6) which is subject to the requirements of section 
54(f) shall furnish annually information, at such time and in such man- 
ner as the Secretary may by regulations prescribe, setting forth— 

"(1) its gross income for the year, 
"(2) its expenses attributable to such income and incurred within 

the year, 
"(3) its disbursements out of income within the year for the 

purposes for which it is exempt, 
"(4) its accumulation of income within the year, "(5) its aggregate accumulations of income at the beginning of 

the year, 
"(6) its disbursements out of principal in the current and prior 

years for the purposes for which it is exempt, and "(7) a balance sheet showing its assets, liabilities and net worth 
as of the beginning of such year. 

"(b) TRI. 'STs CLAIMING CHARITABIE, ETc. , DEDUcTICNS UNDER SEcTICN 
162(a). — Every trust claiming a charitable, ete. , deduction under section 
102(a) for the taxable year shall furnish information with respect to 
such taxable year, at such time and in such manner as the Secretary may 
by regulations prescribe, setting forth— 

"(1) the amount of the charitable, etc. , deduction taken under 
section 102(a) within such year (showing separately the amount 
of such deduction which was paid out and the amount which was 
permanently set aside for charitable, etc. , purposes during such 
year), 

"(2) the amount paid out within such year which represents 
amounts for which charitable, ete. , deductions under section 102(a) 
have been taken in prior years, "(8) the amount for which charitable, etc. , deductions have been 
taken in prior years but which has not been paid out at the begin- 
ning of such year, 

"(4) the amount paid out of principal in the current and prior 
years for charitable, etc. , purposes, 
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"i») the total income of the trust within such vear and the ez- 

pens&. s attributable thereto, and "(0) a balance sheet shnwin" the assets, liabilities, arul uet ivorth 
of the trust as of the beginning of such year. 

"(c) INFoa. '~&ATIox AFAILABLE To THE I r. r&frc. — Tile i»f01'111&ltlorl Ie 
quired to l&e furnished by subsections (a) and (b), together with the 
names and a&fir&vs& s of such organizations and trusts, shall be made 
available to t. he public at such ti»ics and in sucli places as the Secretary 
may prescribe. 

"(d) RENAL'&GEs. — In the case of a. willful failure to furnish the 
inforiuation required under this section, the penalties provided iu 
section 145(a) shall be applicable. " 

(b) ):&FEcrrvE DA&rx — The amendmcnt nrade by this section shall be 
applicable with respect to taxable years be iuning after December 01, 
1&A9. 

SEO. 29. 158 — l. Iivvoazr vrroN REqLIPEO Frozr CERTAIN TAx-I zsz&PF OEGAN&- 
zAvroNs. — (G) For accounting periods beginning after December 01, 19'0, cverv 
organization &1& s& ribed in section 101 (6), except organizations specifically 
ezernpt frotri filir&g annual returns under srction 04(f) (see section 
29. 101-2(h. ) ), shall file a return of information on Form 950 — A. The return 
shall be on the basis of the established annual accounting period of the or ani- 

'zation. Where the organization has no &stablishe&1 anuual accounting period, 
the return shall be made on the basis of ihe calendar year. The reiurii sliall 
be filed on or before the 10&th day of the fifth full calendar mouth followin, the 
close of the period for wliich the return is required to be filed, and it shall be 
iiled with the collector for the district in which is located the principal place 
of business or principal office of the»r ':inizatiou. 

((&) 1'ages 8 and 4 of the return shall set forth the name and address of the 
organization, and the follov ing information concerning the organization in 
such detail as may be prescribed by the Coiuruissiorier in tlie iiistructions on 
the form or issued by him therewith: 

(1) its gross income for the year in sutficient detail to shoiv the different 
categories of inconie, 

(2) its & zp&»a& s attributable to such income and incurred &vithin the year, 
in sufiicient det. ail to show ihc different categories of &'zp&'nse, 

(3) its disbiirscnicnts made within tlie year out of current or accu nu- 
latcd income foi tire purpose for &vhi&q& it is ezempt, separately listing the 
total amount of disl»irsemeuts for c&i«h classifiicaiiou of the &'zeu&pt purposes 
of the organization, 

(4) its accuniulation of incorue within the year, 
(0) iis aggregate accumulation of income at the be inning of the year, 
(0) (i) its disburseinents uia&le out of principal during the current year 

for the purp»s& for ivhi&&h it is czenipt, sel&arately listing the total ainount 
of disbursements for each classification of the exernpi, purposes of tlie 
organization. 

(ii) its disbursemrnts made out of principal durin prior y&ars for the 
purpose foi' which it is exenipt, 

(I) the total of iis aduiiuistraiivc an&1 operating expenses di. l&ursed out 
of both principal and iucoiue, 

(S) a balance sheet sho&ving its assets, liabilities, and net worth as of 
the beginning of the vear. 

SEC. "!&dfi» . INYor&MA'rroN REGUIRED GF TBUsTS CLAI5fING CHARITABLE oR 
Ovrszrr DrnuczroNs CNUEG SEcvrox 102(a). — For taxable years beginnin ~ after 
Deco&aber 81, 1940, every trust clainiing a clmritable or other dcductiou under 
section 102(a) shall iil&. , with respect to the tazal&le year for which such de- 
duction is clainie&1, a return of infornmtion on k'or»i 1041 — A. The return shall 
be filed on oi before the loth day of the fourth month folio&ving the close of 
the taxable y&:ir of the trust with the collector for the district in which the 
fiduciary resi&1& s or has his principal place of business. The r& tiirn slmll set 
for!. h the name an&1 addr&ss of the tr&ist and the folio&ving information con- 
cerning the trust in such detail;is may be prescribed by the Comiuissiouer iu 
the instructions on thr: form or issued by him therewith: 

(1) the amount of the charital&le or other deduction taken under section 
102(a) for the taxable year, slioiving separately for each class of activity 
for ivhich dist&ursciuents ivcrc iuade (or aiuounts were permanently set 
aside) the amounts vvhich, duriug such vear, were paid out (or ivhich were 
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permanently set aside) for charitable or other purposes under sec- 
tion 162(a), 

(2) the amount paid out during the taxable year which represents 
amounts permanently set aside in prior years for which charitable or other 
deductions have been taken under section 162(a), and separately listing 
for each class of activity, for which disbursements were made, the total 
amount paid out, 

(8) the amount for which charitable or other de&luetions have been 
taken in prior years under section 162(a) and which had not been paid 
out at the beginning of the taxable year, 

(4) (i) the amount paid out of principal in the taxable year for charitable, 
ete. , purposes, and separately listing for each such class of activity, for 
which disbursements were made, the total an&cunt paid out, 

(ii) the total amount paid out of principal in prior years for charitable, 
etc. , purposes, 

(5) the gross income of the trust for the taxable year and the expenses 
attributable thereto, in suificient detail to show the different categories 
of income and of expense, and 

(6) a balance sheet showing the assets, liabilities, and net worth of the 
trust as of the beginning of the taxable year. 

SEC. 29. 1M-4. PUBLIcITY oF RETURNs. — The information furnished on pages 
8 and 4 of Form 990 — A and tbe information furnished on Form 1041 — A shall be a 
matter of public record, and shall be open to public inspection, during regular 
hours of business, in the offic of the collector for the district in which the forms 
are filed. The Commissioner may use such information for the purpose of making 
and publishing statistical or other studies. 

SEO. 29. 153 — 4. PENELIIEs. — In the case of a willful failure to furnish the in- 
formation required under section 158 and sections 29. 158 — 1 and 29. 153 — 2, the 
penalties provided in section 145 (a) shall be applicable. 

PAR. 2. Section 29. 54 — 1, as amended by Treasury Decision 5881 
[C. B. 1944, 188], approved June 26, 1944 [26 CFR 29. 54 — 1]. is further 
amended by striking out in the last sentence thereof "and 29. 101 — 2. " 
and inserting in lieu thereof ", 29. 101 — 2, and 29. 158 — 1. " 

PAI&. 8. Section 29. 101 — 2, as added by Treasury Decision 5881 [26 
CFR 29. 101 — 2], is amended by striking therefrom wherever it appears 
the expression "(Revised Al ay 1944) ". 

PAE. 4. Section 29. 101 — 2(e), as added by Treasury Decision 5881 
[26 CFR 29. 101 — 2 (e) ], is amended as follows: 

(A) By inserting in the first sentence thereof after "December 81, 
1942, " the following: "and before January 1, 1950, ". 

(B) By inserting immediately after the first sentence thereof the f ollowing: 
For accounting periods beginning after December 31, 1949, the same requirements are applicable with respect to all of the above-mentioned organizations, except that those organizations which are exempt from tax under section 101(6) shall, in lieu of using Form 990, file an information return on Form 990 — A to comply with the requirements of this section and of section 29, 158 — 1. 

(C) By adding in the last sentence thereof after & Forin 990" the 
following: "or Form 990 — A". 

PAII. 5. Section 29. 101 — 2(f), as added by Treasury Decision 5881 
[26 CFR 29. 101 — 2(f) ], is amended as follows: 

(A) By adding in the first sentence after "Form 990" the following: "or Form 990 — A as may be appropriate (see subsection (e) of this 
section) ". 

(B) By inserting in each of the last two sentences thereof after "Form 990" the following: "or Form 990 — A". 
PAR. 6. Section 29. 101 — 2(g), as added by Treasury Decision 5881 

[26 CFR 29. 101 — 2(g) ], is amended by inserting after "Form 990" the 
following: "(Form 990 — A where applicabl'e for periods after 1949) ". 
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PAR. 7. Section 20. 101 — 2(h), as added by Treasury Decision 5381 
[26 CI»'R 20. 101 — 2(h) ], is amended by inserting in the first sentence 
after "Form 000" the following: "and Form 990 — A". 

PAR. )!. Section 20. 101 — 2(2), as added by Treasury Decision 5381 
[26 CFR 20. 101 — 2(i) ], is amended by inserting after "Form 990" the 
following: "or I»'orm 090 — A". 

PAIL 0. Section 20. 101 — 2(j), as added by Treasury Decision 5381 
[26 CFR 29. 101 — 2(j)], is amended by inserting in the first sentence 
after 'Form 000" the following: "or I» or)11!)!))) — Iv". 

PAIL 10. Section 20. 162 — 1(a) [26 CFR 29. 162 — 1(a)], is amended 
by adding at the end thereof the following: 
See section 20. 1, i:& — 2 relating to the annual information return that must be 
filed by every trust claiming a charitable, etc. , deduction under section 16 '(a) 
for the taxable year. 

(This Treasury Decision is issued under the authority contained in 
section 62 of the Internal Revenue Code (63 Stat. 32; 26 U. S. C. 62) 
and section 341 of the Revenue Act of 1050 (Public Law ~1), 81st 
Cong ~ ) ~ ) 

GEO. J. S& riovN):. iiAN» 
CO2)22n2ssione2' of Inte2'na/ I» cecil)ie 

Approved April 17, 1051. 
TMOMAS J. L&N 

Aet2ngd'eeretury Of the Tr eaeuiy. 
(I'iled with the Division of the I» cderal Register April 20, 1%1, S: ol a. m. ) 

SEOTIoN 20. 153 — 2: Information required of trusts 
claiming charitable or other cleductions under 
section 16i2 ( a) . 

INTERNAL REVI'. NUI CODE 

Regulations 111 amended. (See T. D. 5838, page 35. ) 

SEOTIoN 20. 153 — 3: Publicity of returns. 
INTEIIXAL REVI NUE CODE 

Regulations 111 amended. (See T. D. 5838, page 35. ) 

SEOTIoN 20. 153 — 4: Penalties. 
INTERNAL r»EVEXIiE CODE 

Regulations 111 amended. (See T. D. 5838, page 35. ) 

SUPPLEMENT E. — ESTATES AND TRUSTS 

SECTION 162. — NET INCOME 

1051-9-13579 
I. T. 4048 

Svc-11»iN 20. 162 — 1: Income of estates and 
trusts. 

(Also Section 23 (a), Section 20. 23 ( a, ) -15. ) 
INTV. REAL RL'VENUE CODE 

An estate is entitled to a deduction, under section 23(a) (2) 
of tlic Internal Itevenue Code, in its I"cderal incoiue tax return for 
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a particular taxable year with respect to payments of administra- 
tion expenses made during that year without forfeiting its ri ht 
to a deduction, in determining the net estate under section 812(b) 
of the Code, for administration expenses paid in another taxable 
year, provided the estate files the statement and waiver required by 
section 162(e) of the Code. 

Advice is requested whether an estate may elect, under section 
162(e) of the Internal Revenue Code, to deduct payments of admin- 
istration expenses under section 23(a) (2) of. the Code in computing 
the net, income of the estate for Federal income tax purposes for 
the taxable year in which such payments are made without forfeiting 

, its right to deduct similar payments made in another taxable year in 
determining the net estate under section 812(b) of the Code for 
Federal estate tax purposes. 

In the instant case, payments were made by an estate in 1949 on 
account of administration expenses which were not taken as a deduc- 
tion in the estate's Federal income tax return for such year. Similar 
payments were made by the estate in 19 i0. The estate desires to 
deduct, under section 23(a) (2) of the Internal Revenue Code, the 
amount of such payments made in 1960 in computing its net income 
for the taxable year 1950, and to deduct the amount of such payments 
made in 1949 in determining the net estate under sec' ion 812 (b) 
of the Code. 

Section 162 of the Internal Revenue Code, relating to the computa- 
tion of net income of estates and trus(, s, provides in part as follows: 

SEc, 162. NEr INcoME. 

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

(e) Amounts allowable under section 812(b) as a deduction in . computing 
the net estate of a decedent shall not be allowed as a deduction under section 
23, except subsection (w), in computing the net income of the estate unless 
there is filed; within the time and in the manner and form prescribed by the 
Commissioner, a statement that the items have not been claimed or allowed 
as deductions under section 812(b) and a waiver of the ri "ht to have such 
items allowed at any time as deductions under section 812(b). 

Section 812(b) of the Internal Revenue Code provides for the de- 
duction, among other things, of administration expenses in deter- 
mining the value of the net estate for Federal estate tax purposes. 
Such expenses would also constitute allowable deductions as nontrade 
or nonbusiness expenses under section 28(a) (2) of the Code in deter- 
mining the net income of the estate for Federal income tax purposes. 
The purpose of section 162(e) of the Code is to prevent an estate 
from obtaining a double deduction with respect to the same items of 
administration expenses. Administration expenses are not allowable 
deductioris under section 28 of the Code unless there is filed a state- 
ment to the effect that the items representing such expenses have not 
been claimed or allowed as deductions in the estate tax return and a 
waiver of the right to have such items allowed at any time as deduc- 
tions in the estate tax return. So long as there is no duplication of 
a deduction and the provisions of section 162(e) of the Code are com- 
plied with, there is nothing to prevent an estate from taking a 
deduction for certain items of the administration expenses in com- 

puting the net estate under section 812 (b) of the Code and also taking 
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a deduction for other items of such expenses in computing the net 
income of the estate for the particular taxable year in Ivhich pa&ment 
of such items is made from its gross income. 

Accordingly, it is held that an estate is entitled to a deduction, under 
section 28(a) (2) of the Internal Revenue Code, in its Federal income 
tax return for a particular taxable year with respect to payments of 
administration . expenses made during that year without forfeiting 
its right to a deduction, in determining the net estate under section 
812(b) of the Code, for administration expenses paid in another 
taxable year, provided the estate files the statement and waiver re- 
quired by section 162(e) of the Code. 

SEcTIoN 29. 162 — 1: Income of estates and trusts. 
INTERNAL REVENUE CODE 

Regulations 111 amended. (See T. D. 5888, page 85. ) 

SECTION 165. — EMPLOYEES' TRUSTS 

SEOTICN 29. 165-8: Requirements as to cover- 1951-12-18602 
age. MiIn. 6641 

Integration of deferred benefit plans of employers with the old- 
age and survivors insurance benefits provided by the Social Security 
Act Amendments of 1950. 

TREASIIRv DEPARTMENT& 
OFFICE OF COMMIssIONER OF INTERNAL REVENIjE& 

Washington 85& D. O. , cVay 8, 1951. 
Collectors of Interna~ I&'. et&enue& Interna/ Eev:enue Agents in Charge, 

EEeaCs of Fie'td Dinisions& Technical 8tag& and Others Concerned: 

TABLE OF CONTENTS 
Paragraph 

N». Sahjcct 
1. Pertinent regulations. 
2. Purpose of mimeograph. 
3. Introduction. 
4. Definitions. 
5, Basic rule for plans meeting certain conditions. 
6. Benefits in case of death before retirement. 
7. Normal form of retirement benefit other than a straight life annuity. 
8. Normal retirement with less than 15 years of service. 
9. Optional retirement or severance before age 65 (60 for women). 

10. Normal retirement age lower than 65 (60 for women). 
11. Excess plans with minimum compensa. tion level between $1, 200 and $3, 600 

a year. 
12. Unit-benefit plans. 
13. Increase for employee contributions. 
14. Money-purchase plans. 
15. Offset plans. 
16. Plans with stepped-up benefit rates. 
17. Permissible mini~urn benefits and salary or wage brackets. 
18. Applicability of Mimeograph 5539. 
19. Profit-sharing plans. 

a a &a 

998290' — 51 — 4 
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1. Pertinent regulations. — Section 29. 165 — 8 of Regulations 111 pro- 
vides that a classification of eniployees under any plan which results 
in relatively or proportionately greater benefits for employees earn- 
iiig above any specified salary amount or rate than for those below 
such salary amount or rate may be found to be discriminatory within 
the meaning of section 165(a) (8) (B) of the Internal Revenue Code 
unless such relative or proportionate difFerences in benefits as between 
employees resulting from such classification are approximately off'set 

by the retirement benefits provided by the Social Security Act. It 
is further provided that for this purpose the total Social Security Act 
benefit of an employee, in view of the supplementary benefits provided 
by such law, may be considered as 150 percent of the primary insur- 
ance benefits provided thereby. See also the second paragraph of 
section 29. 165-4 of Regulations 111 as to difFerences in proportionate 
benefits or contributions which may be considered noncliscriminatory 
within the meaning of section 165(a) (4) of the Code because of 
integrating with benefits provided under State or Federal law. 

2. Purpose of mimeograph. — Mimeograph 5539 (C. B. 1948, 499) 
set forth the rules for determining whether a plan is integrated with 
the Social Security Act benefits so that it would be considered not 
discriminatory under the provisions of the regulations indicated in 
paragraph 1 on the basis of tha't Act as then in efFect. Integration 
rules for this purpose on the basis of the old-age and survivors insur- 
ance (often referred to as OASI) benefits provided by the Social 
Security Act Amendments of 1950 are set forth in this mimeograph, 

8. Introduction. — Under the OASI provisions as amended, the 
monthly old-age insurance benefits to v hich an insured individual 
will be entitled in most cases upon retirement in the future after reach- 
ing age 65 will be equal to 50 percent of the first $100 of his average 
monthly w;i«e plus 15 percent of the next $200 of his average monthly 
wage. The maximum old-age insurance benefit, payable in the case 
of an eligible retired worker whose average monthly wage is $800, will 
be $80 a month, or 26~/s percent of his average monthly wage. As in- 
dicated in the regulation referred to above, the total benefits under 
tlie OASI provisions with respect to an employee may be considered 
for integration purposes as equal in value to 150 percent of his old-age 
insurance benefits. Thus, the total OASI benefits with respect to an 
employee whose average monthly wage is $800 may be considered as 
equivalent to a straight, life annuity beginning at age 65 (or at later 
retirement) of $120 a month, or 40 percent of average monthly wage. 

It should be noted tliat. employees covered under the OASI provi- 
sions must contribute under the Federal Insurance Contributions Act, 
Actuarial cost estimates contained in the report of the Committee on 
)Vays and Means on H. R. 6000 (H. Rept. No. 1300, 81st Cong, 1st 
sess. ; C. B. 1950 — 2, 255) and the report of the Committee on Fin~ance 
(S. Rept. Xo. 1669, 81st Cong. , 2d sess. ; C. B. 1950 — 2, 802) indicate 
that the aggregate emplovee and employer contributions under the 
scale provided in that Act as amended will, in the long run, approxi- 
niate the cost of the OA. SI benefits. Since the employee and 
employer contributions under that Act are equal, it may be con- 
siclered that in the long run contributions of employees will in the 
aggregate pay approximately half the cost of the OASI benefits. It. 
is recognized, however, that employees retiring in the near future mill 



contribute much less than half the cost of their OASI benefits. Ac- 
cordingly, in developino the rules set forth below, it mas assumecl that 
employee contributions under OA SI mill pay for benefits equi valent to 
a straight life annuity of 2&/2 percent of average monthly wage. only 
one-sixteenth of the total OA. SI benefits for an employee whose 
average monthly wage is $800. 

It should also be noted that the assumption that OASI benefit. = are 
equal in value to 150 percent of the old-age insurance benefits gives 
due allowance in the average situation for all OASI supplemeiitary 
and survivors benefits. The lo0 percent referred to in the above-citecl 
regulation allows for much more than the value of the wife's benefits, 
since only a fraction of the insured individuals entitled to old-age 
insurance benefits have wives entitled to wife's benefits. It has been. 
estimated that on the average all OASI benefits, including those pay- 
able in case of death of the insurecl individual before or after age 6o, 
have a value equal to approximately 150 percent of the old-a~e in- 
surance benefits. Therefore, the integration limit developecl by as- 
suming such 150 percent of old-age insurance benefits is properly 
applicable only to plans which do not provide death benefits attribut- 
able to employer contributions in case of death either before or after 
retirement. Appropriate adjustments of such limits are set forth in 
paragraphs 6 and 7 of this mimeograph for plans which do provide 
such death benefits. 

4. Definitions. — Certain terms used in this mimeograph mill have 
the meaning indicated below: 

(a) The term "plan" means a pension plan as clefined in section 
29. 165-1(a) of Regulations 111, or an annuity plan as defined in sec- 
tion 29. 23(p) — 4 of Regulations 111, except ivhen used as part of the 
term "profit-sharing plan. " 
, (b) The term "iiitegratecl, " as applied to a plan or benefits under 

a plan, means that cliff'erences in proportionate benefits favoring em- 
ployees earning above any specified rate of compensation as compared 
with those eaining below such rate resulting from a classification 
and/or difFerence in benefit rates uncler such plan mill be considered 
approximately oNset by the OASI benefits, so that the plan is not 
considered discriminatory unclci the provisions of the regulations 
referred to in paragraph 1 by reason of such difFerences. 

(c) The term "minimum compensation level" nieans the minimum 
rate of compensation required for eligibility or belom which com- 
pensation is exclucled in the computation of benefits in an excess plan. 

(d) The term "excess plan' means a plan under which employees 
earning below a minimum compensation level, such as $8, 600 a year, 
are exc1uded, either by an eligibility requirement or by basing benefits 
only on compensation in excess of the level. 

(e) The term "$8, 600 excess plan" means an excess plan in which 
the minimum compensation level is '@, 600 a year. 

(f) The term "average annual compensation" means the average 
obtained by dividing the total compensation of an employee from the 
employer during a l&eriod of years (as explained below) by the num- 
ber of years in such period. The period of years used in determining 
such average may include fractions of a year anct may be any one 
of the following, or the one of tivo or more of the following which 
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salts in the highest avera e for each enipioyee~ p 
uniform rule is used for all employ-es: 

(1) The total period of service of each employee. 
(2) The total period of participation in the plan for each em- 

ployee, provided that where such period is less than 5 years a 

definite period of at least five consecutive years or the total period 
of service of th employee with the employer (if less than 5 

years) must be used. 
(3) A definite period of at least five consecutive years (except 

tlrat 'f the total period of service of an employee is less than such 

definite period, the total period of service niay be used for such 

employee ) 
For this purpose, it is not acceptable to define the 5-year period as 

the period ivhich will produce the higliest average. However, tlie 
5-year period encling at actual retirement, or at the earlier of actual 
retirement or normal retirement age, or at tlie age of 5 years before 
normal retirenient age, is acceptable. 

5. Basic rule for plans meeting certain conditions. — A. $8, 600 excess 
plan is integrated if the normal annual retirement benefit for any em 

ployee cannot exceed 37&/2 percent of his average annual compensation 
in excess of $3, 600, provided that the plan conforms to all of the 
following conditions: 

(a) There are no benefits payable in case of death before retirement. 
(For other cases, see paragraph 6. ) 

(b) The norm~al form of retirement benefit is a straight life annuity, 
and if there are optional forms, the benefit paynients are adjusted so 
that the total value of the optional form is the same as the value of the 
normal form of retirement benefit. (I&"or other cases, see paragraph 7. ) 

(c) No empIoyee can become eligible for normal retirement bene- 
fits before conipletion of 15 years of service with the employer. (I& or 
other cases, see para&&raph 8. ) 

(d) Normal retirement age is not lower than age 05 for men and 
not lower than age 60 for women, and if benefits of any kind. are pay- 
able in case of retirement or severance of employment before normal 
retirement age, such benefits are appropriately adjusted in accordance 
with paragra~ph 0. (For other cases. see paragraph 10. ) 

(e) The eniployees do not contribute. (I& or other cases, see para- 
graph 18. ) 

0. Benefits in case of deatI& before retirement. — A $3, 000 excess plan 
which conforms to the conditions listed in paragraph 5 except that, it 
provides benefits in case of death before retirement not exceeding the 
liigher of the reserve or the total prior contributions on a typical indi- 
vidual level annual premium funding method (and no other death 
benefits or life insurance except those for which the current cost is 
included in the income of the employee) is integrated if the normal 
annual retirement benefit for any employee cannot exceed 33j/s percent 
of his average annual compensation in excess of $3, 600. 

Example. A $8, 600 excess plan which conforms to the conditions 
of paragraph 5 except that the benefits are provided by nieans of typi- 
cal retirement, annuity or retirement income contracts, with the cleath 
benefits called for by the contracts payable to the employee's bene- 
ficiary in case of the employee's death before retirement, is integrated 



4o [fl 29. 165-3. 

if the normal annual retirement benefit for any employee is 881/3 per- 
cent of his average annual compensation in excess of +. ', 600. 

7. Normal form of retirement benefit other than a straight life an- 
nttity. — A $8, 600 excess plan which conforms to the conditions listed 
jn paragraph 5 or the conditions of paragraph 6 except that the normal 
form of retirement benefit is one of these listed below is integrated 
if the normal annual retirement benefit for any employee cannot ex- 
ceed the rate determined in accordance with the next sentence applied 
to his average annual compensation in excess of $8, 600. The maximum 
rate which may be applied is determined by multiplying the rate set 
fo th in paragraph 5 (871/2 percent) or in paragraph 6 (881/3 percent), 
whichever is appropnate, by the percentage set forth below opposite 
the normal form of retirement benefit provided by the plan: 

Percent 
Annuity for 10 vears certain and life thereafter gg 
Annuity for 15 years certain and life thereafter Sp 
Annuity for 20 years certain and life thereafter 7O 
Life annuity with installment refund 8O 
Life annuity with cash refund 

(The term "cash refund" refers to refund of the accumulated employer con- 
tributions, and does not refer to refund of only the employee contributions, 
often referred to as "modified cash refund:" See paragraph 13. ) 

Example. A $8, 600 excess plan which conforms to all of the con- 
ditions listed in paragraph 5 except that the normal form of retire- 
ment benefit is an annuity for 10 years certain and for life thereafter 
and benefits equal to the reserve are payable in case of the employee's 
death before retirement is integrated if the normal annual retirement 
benefit for any employee is 80 percent (881/3 percent multiplied by 
90 percent) of his average annual compensation in excess of $8, 600. 

8. Normal retirement with less than 15 years of service. — A $8, 600 
excess plan which conforms to conditions (tl) and (e) listed in para- 
graph 5 is integrated if the normal annual retirement benefit for any 
employee who retires after at least 15 years of total service cannot 
exceed an amount determined in accordance with paragraph 5, 6, or 7, 
whichever is appropriate, and the normal annual retirement benefit 
for any employee who retires with less than 15 years of total service 
cannot exceed one-fifteenth of such amount multiplied by his actual 
number of years of service. 

Example. A $8, 600 excess plan which conforms to all the conditions 
listed in paragraph 5 except (c) thereof is integrated if it provides 
normal annual retirement benefits of 871/2 percent of average annual 
compensation in excess of $8, 600, reduced by 21/2 percent of such 
average annual compensation for each year that the employee's total 
service at normal retirement is less than 15 years. 

9. Optional retirement or severance before age 65 (60 for nomen) . — 
If a $8, 600 excess plan provides benefits attributable to eniployer con- 
tributions in case of retirement or severance of employment before 
normal retirement age 65 for men or 60 for women, such benefits must 
be limited as follows in order to be integrated: 

(a) If the early retirement or severance benefits are paid in the form 
of a deferred annuity beginning at such normal retirement age, the 
annual benefits must not exceed the maximum amounts of Formal 
retirelnent benefits, determined in. accordance with paragraphs 5 
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through 8, multiplied by the ratio that the actual number of years of 
service of the employee at retirement or severance bears to the total 
number of years of service he would have had if he had remained in 
service until normal retirement age. 

(b) If the early retirement or severance benefits are paid in the 
form of an annuity beginning at early retirement or severance, or at 
any time before age 65 (60 for women), the annual benefits must not 
exceed the maximum amounts determined in accordance with sub- 

paragraph (a), above, reduced by one-fifteenth thereof for each year 
that the age of the employee at the time such annuity benefits begin is 
less than age 65 (60 for women). If the early retirement or severance 
benefits are paid in any other form, the value thereof must not exceed 
the actuarial value at the time of retirement or severance of the maxi- 
mum benefits determined in accordance with subparagraph (o), above. 

(c) The requirements of subparagraphs (a) and (b) as to reduction 
for early retirement or severance will be considered satisfied if the 
value of benefits provided for an employee on early retirement or 
severance cannot exceed the reserve at such time with respect to his 
normal retirement benefits, provided that such reserve is no larger 
than it ~ould have been if such normal retirement benefits had been 
funded by level premiums payable over the entire period from his 
commencement of service to such normal retirement age. In plans 
where the normal retirement benefits are funded by typical level pre- 
mium annuity or insurance contracts, this test is satisfied. 

Ezccmpte-. A $8, 600 excess plan provides for normal annual retire- 
ment benefits upon retirement at age 65 witli at least 15 years of 
service of 30 percent of average annual compensation in excess of 
$8, 600 on a 10 years certain and life form. The beneiits are funded 
by means of typical level premium retirement annuity or retirement 
in. come contracts with respect to each employee. In case of death 
betore retirement, the employee's beneficiary receives the benefits called 
for by the contracts. with respect to him, and -in case of separation 
from service for other reason-before normal retirement age, the con- 
tracts with respect to the employee are assigned to hiin. S~uch plan 
is integrated. 

10. Eormol retirement oge loioer than 6'5 (6'0 for ioomen) . — A $8, 60& 

excess plan in which the normal retirement age is lower than age 65 
for men or 60 for women is integrated if the normal annual retirement 
benefits or the early retirement or severance benefits for any employee 
cannot exceed the amount determined in accordance with paragraphs 
5 through 9 as though normal or earlier retirement under the terms 
of the plan were early. optional retirement in a plan providing age 
65 (60 for women) as normal retirement age. Alternatively, a $8, 600 
excess plan with such lower normal retirement age is integrated if tile 
normal annual retirement benefits for any employee cannot exceed the 
rate determined in accordance with paragraphs 5 through 8, reduced 
by oile-tenth thereof for each year that the normal retirement age is 
lower than age 65 (60 for women), applied to his average annual 
compensation in excess of $8, 600' if benefits are provided in case of 
retirement or severance of employment before normal retirement age g 1 

such benefits must be further recluced in the same manner as provided 
in paragraph 9, adapted for this purpose by substituting the noimal 
retireinent ages for "65 (60 for ivomen)" in paragrapn 9(b). 
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Example A $8, 600 excess plan provides for normal annual retire- 
ment benefits upon retirement at age 60 with 15 years of service of 
15 percent of average annual compensation in excess of $8, 600 on a 
10 years certain and life form. In case of death or separation from 
service for other reason before normal retirement age, a, beneht equal 
to the reserve accumulated under a typical level premium funding 
method is paid. Such plan is integrated, because the rate for normal 
retirement benefits is five-tenths of the maximum rate determined in 
accordance with paragraph 7, and the early retirement or severance 
benefits are appropriately reduced. 

11. Excess plans zoith minimum compensation level betvoeen g1, 800 
ancr, g8, 6'00 a year. — A noncontributory excess plan in which the mini- 
rnum annual compensation level is lower than $8, 600 but not lower 
than $1, 200 is integrated if the annual retirement benefits for any 
employee cannot exceed an amount determined as follows: 

(a) Divide $680 by the minimum annual compensation level. The 
fraction thus obtained should then be multiplied by eight-nirrths if 
the plan provides benefits in case of deat'h before retirement described 
in paragraph 6, and should also be appropriately adjusted in the 
manner provided in paragraphs 7 and 10 where the plan contains pro- 
visions described in those paragraphs. The resulting percentage is 
the maximum rate which may be applied to the portion of average 
annual compensation in excess of the minimum compensation level 
but not in excess of $8, 600. 

(b) Compute the actual normal annual benefit (but not in excess 
of the amount produced by applying the maximum rate determined 
in (a) ) prov'ided by the plan on the portion of average annual com- 
pensation between the minimum annual compensation level and $8, 600. 
Divide this amount by $8, 600. Add the percentage thus obtained to 
the appropriate percentage set forth or determined in accordance with 
paragraph 5, 6, 7, or 10. The resulting percentage is the maximum 
rate which may be applied to tire-average annual compensation in 
excess of $8&600. 

(c) The sum of the amounts determined in accordance with sub- 
paragraphs (a) and (b) should then be adjusted for cases of normal 
retirement with less than 15 years of service or early retirenrent or 
severance in the manner set forth in paragraphs 8 and 9. 

Example. A noncontributory excess plan in which the minimum 
compensation level is $8, 000 a year provides normal annual retire- 
ment benefits upon retirement at age 65 with at least 15 years of 
service of 15 percent of average annual compensation in excess of 
$8, 000 but not in excess of $8&600 plus 821/2 percent of average annual 
compensation in excess of $8, 600, on a 10 years certain and. life form. 
In case of death or severance of employment for other reason befor 
normal retirement, benefits equal to the reserve accumulated on a 
typical level funding method are paid. Such plan is integrated; this 
is determined as follows: 

(a) Step (1): $030 divided by $3, 000 equals 0. 21. 
(2): 0. 21 times eight-ninths tunes 90 percent equals 1G. 8 percent, 

Thus, the 15 percent rate provided by the plan does not exceed the 
maximum permissible rate. 

((&) Step (1): 15 percent uf $GOO equals $90. 
(2): $00 divided by $3, 000 equals 2+s percent. 
(3): 2&js percent plus 30 percent equals 32&, ' percent. 



Thus, the 82~/x percent rate provided by the plan does not exceed the 

maximum permissible rate. 
1B. Unit-benefi't p/ans. — An excess plan of the unit-benefit type in 

which normal retirement age is not lower tlian age 65 for men and 
60 for women is integratecl: 

(a) Wliere the ra~te of normal retirement benefit for each year of 
crediterl service is applied to the actual compensation (or some lower 
amount) in excess of the appropriate minimum conipensation level 

for each year of such service, past or future, if such rate does not 
exceed one-thirtieth of the rate determined. in accorclance ivith para- 
graph, "&, 6, 7, or 11. 

(h) Where the rate of normal retirement benefit for each year of 
credited service is applied to tlie annual compensation in excess of 
the appropriate minimum compensation level averaged over a limited 
period of years and such period is permitted under the terms of para- 
graph 4(f), if such rate does not exceed the rate determined in ac- 
cordance witli paragraph 5, 6, 7, or 11 divicled by the number of years 
between the earliest possible entrance age into the plan and age 65, 
except that such clivisor need not exceed 45. 

(c) Where the rate of normal retirenient benefit for each year of 
crerlitecl future service is applied to the actual compensation in excess 
of the appropriate minimum compensation level in each such year, 
and the rate of normal retirenient benefit for each year of creclited 
prior service is applied to the annual rate of compensation in excess 
of the appropriate minimum compensation as of the date of inception 
of the plan or as of some earlier date or to the average of such com- 

p nsation for a limited period prior to the date of iiiception, if (1) 
the rate for future service credits cloes not exceed the maximum rate 
described in subparagraph (a), above, and (2) the rate for prior 
service credits cloes not exceed the rate determined in accordance 
with paragraph 5, 6, 7, or 11 clivided by tlie maximum number of 
years of total service ivhich can be credited under the plan for any 
employee ivho is entitled to prior service credits, except that such 
divisor shall not be less than 80 nor need it be greater than 45, and 
(6) the total prior service credits of any employee, expressed as a 
percentage of the compensation used f' or prior service credits, do not 
exceecl nine-tenths of the rate determined in accordance with para- 
graph 5, 6, 7, or 11. 

In case of norinal or early retirement benefits beginning before age 
65 (60 for women) the appropriate maximum rate or rates determined 
in accordance with subparagraph (a), (5), or (c), above, should be 
reduced by one-fifteenth tliereof for each ~year that the age of the 
employee at the time such benefits begin is less than age 65 (60 for 
women) . The requirements of the previous sentence vill be con- 
sidered satisfied with respect to benefits payable in the case of early 
retirement or severance of employment if the benefits on such early 
retirement or severance are actuarially equivalent to the normal retire- 
ment benefits accrued to the time of such early retirement or severance 
or are equal in value to the reserve for normal retirement benefits 
accumulated under a typical level premium funding method or unit 
credit cost method. 

E, i ««~ pie. A. $8, 600 excess plan which conforms to conditions (a), 
(5), and (d) listed in paragraph 5 provides normal annual retirement 
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benefits equal to five-sixths of 1 percent of the annual rate of compen- 
sation in excess of $8, 600 as of the date of inception of the plan multi- 
plied by the number of years of credited service prior to such date plus 
1i/4 percent of actual compensation in excess of $8, 600 during each year 
of credited service subsequent to such date. An employee who has 
prior service credits can receive more than 45 years of total credited 
service under the plan, but no employee has more than 40 years of prior 
service credited under the plan. The benefits under this plan inte- 
grate; this is determined as follows: 

(1) Rate of benefit for each year of future service (1i/& per- 
cent) does not exceed one-thirtieth of 87i/2 percent equals 1i/4 per- 
cent applied to actual compensation in excess of $8, 600 each year. 

(9) Rate of benefit for each year of prior service (five- 
sixths of 1 percent) does not exceed one forty-fifth of 87i/2 
percent equals five-sixths of 1 percent applied to the annual rate of 
compensation in excess of $8, 600 as of the date of inception of the 
plan. 

(8) The largest prior service credit any employee has is 40 
times five-sixths of 1 percent equals 88i/s percent which does not 
exceed nine-tenths of. 87i/2 percent. 

18. Increase for employee contributions. — A contributory excess 
plan of the fiat-percentage or unit-benefit type is integrated if the 
annual retirement benefit for any employee whose benefits do not 
commence before age 65 (60 for women) cannot exceed the applicable 
amount determined in accordance with the above rules, increased by 
one-tenth of his aggregate contributions exclusive of those applioabPe 
to the current coat of insurance or death benefits in excess of the reserve 
or cash value. If the benefits commence before age 65 (60 for women), 
such increase must be reduced by one-fifteenth for each year that the 
age of the employee at the time of commencement of such benefits is 
less than 65 (60 for women). Such increases are applicable regardless 
of the form of retirement benefit or provision for death benefits. It 
should also be noted that where the plan provides for return of only 
employee contributions and interest thereon in case of death before 
or after retirement, such as when the retirement benefits are on a 
modified cash refund form, the reductions in otherwise allowable 
limits as set forth in paragraphs 6 and 7 are not required. 

Example. An excess plan in which the minimum compensation 
level is $8, 600 requires 5 years of service for participation and pro- 
vides for normal retirement at age 65 or upon completion of 10 years 
of participation, whichever is later. Normal annual retirenient bene- 
fits of 88i/s percent of annual compensation, avera&Ied over the entire 
&eriod of participation, in excess of $8, 600, on a 10 years certain and 
ife form, are provided and funded by means of typical annual 

premium retirement income contracts with respect to each partici- 
pant. In case of death before retirement, the participant's beneficiary 
receives the death benefits called for by the contracts with respect 
to him. In case of other severance before retirement, the participant 
receives a percentage, but not more than 100 percent, of the value of 
the contract at such time. Each participant is required to make 
regular contributions of 5 percent of his annual compensation in 
excess of $8, 600, one-third of which is applied to the cost of current in- 
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surance protection; if such cost is more than such one-third, the partici- 
pant is required to make an additional contribution of the difference. 
Such plan is integrated, since the normal annual retirement benefit 

Gf any participant, cannot, exceed the applicable limit determined as 

follows: 
rs X 90% X 87 /a% =80% 
Increase for employee contributions: 
i/jpXe/s X5% X10 [years]=8r/s% 

Total, 88'/s% of average annual participating compensation in excess 
of $8, 600. 

Note that the increase for employee contributions must be applied 
to the same compensation as such contributions ivcre, even though an 
average over a shorter period ~ould have been acceptable for the part, 
of the benefit considered to have been attributable to employer 
contributions. 

14. baloney-purchase p/ans. — An excess plan wltich provides benefits 
with respect to service after the inception of the plan from eniployer 
contributions of a fixed amount or fixed percentages of each employee's 
conipensation after the effective date of the plan is integrated if (a) 
the rate of employer contributions used for the benefit of any eni- 

ployee cannot exceed in any year one-fourth of the maximum rate 
of benefit determined in accordance ivith paragraph 5 or 11, applied 
to the actual compensation in. that year in excess of the appropriate 
niinimum compensation level (the adjustments callecl for by para- 
graphs 6 through 10 are not applicable to the rate so deterniined, since 
these ivill automatically be refi cted in the amount of benefit produced 
by sucli contributions), and (b) the benelits for prior service of any 
employee do not exceed the amounts acceptable for prior service 
credits in an integrated unit-benefit excess plan, as set forth in para- 
graph 19(c) (o) and (3). 

Ezampte. An excess plan provicles tliat the employer will con- 
tribute with respect to eacli employee 9 percent of his actual compen- 
sation in excess of $3, 600 each year after the date of inception of the 
plan until he reaches age 65 for the purchase of a retirement, annuity 
for such employee. In addition, eacli employee who has prior service 
at the date of inception of the plan will receive normal annual retire- 
ment benefits on a, straight life annuity form commencing at age 65 
of 1 percent of his compensation in excess of $8, 600 for the 19 months 
prior to the inception of the plan multiplied by the number of years 
of such prior service rendered after age 80 and before age 65. No 
employee has niore than o3 years of prior service credited under the 
plan. In case of severance or death before retirement, the employee 
or his beneficiary receives only the accumulation of the employer's 9 
percent contributions. This plan is integrated; tliis determination is 
arrived at as follows: 

(1) Hate of employer contribution for future service benefits 
(9 percent) does not exceed one-fourth of 871/2 percent equals 
98/s percent applied to the annual compensation in excess of $8, 600 
each year. 

(9) Rate of benefit for each year of prior service (1 percent) 
does not exceed one thirty-fifth of 87&/2 percent equals 1. 07 percent 
applied to the annual compensation in excess of $3&600 for the 
12 niontlis prior to the inception of the plan. 



51 [$ 29. 155-3. 

(3) The maximum prior service credit to which any employee 
is entitled is 68 percent, which does not exceed nine-tenths of 
87&/2 percent. 

15. Ogeet p4nv. — A plan in which no employee and no portion of 
compensation is explicitly excluded by reason of a minimum coni- 
pensation requirement and in which all the provisions including the 
benefit rates apply uniformly to all covered employees regardless of 
compensation except that the benefits otherwise provided by the plan 
formula are reduced or ofFset by a percentage of the employee's old-age 
insurance benefits under OASI is often referred to as an "ofFset plan. " 
An onset plan which conforms to conditions (a), (b), and (e) listed 
in paragraph 5 is integrated if the ofi'set does not exceed 140 percent 
of the old-age insurance benefits to which the employee is, or would on 
application be, immediately entitled. If the plan is as described in the 
preceding sentence except that it provides for death benefits of the 
form described in paragraph 6, the olFset must not exceed 125 percent 
ot such old-age insurance benefits. If the plan is as described above 
except that the normal form of retirement benefits is one of those 
listed in paragraph 7, the onset must not exceed such 140 percent or 
125 percent, whichever is applicable, multiplied by the appropriate 
percentage set forth in paragraph 7, of such old-age insurance benefits. 

If benefit payments under the plan can commence before age 65, 
either of the following methods of applying the ofi'set will satisfy 
integration requirements: 

(a) Apply no ofFset to the benefits paid before age 65, in which 
case the full offset (not exceeding the acceptable percentage of the 
employee's old-age insurance benefit as set forth above) may be ap- 
plied to the benefits payable after age 65. 

(Fi) OfFset all benefit payments by uniform amounts not exceeding 
the actuarial equivalent of the acceptable percentage set forth above 
of: the old-age insurance benefits to which the employee could become 
entitled at age 65, on the assumption that either: 

(1) He receives no more ivages from covered employment under 
OASI, or 

(2) He continues to receive ~ages in covered employment until 
age 65 at a rate no higher tha~n he was receiving just before 
benefit payments began. Where the net normal retirement benefits 
are funded by level annual preniiums, and in case of early re- 
tirement or severance no more than the reserve accumulated at 
such time from such preniiums is vested, this alternative is gen- 
erally satisfied. 

Encamp/e. A. plan covering all employees regardless of earnings 
provides normal annual retirement benefits at age 65. on an install- 
ment refund form, of 40 percent, of average annual compensation 
less 100 percent of the old-age insurance benefit to which the employee 
is, or would on filing application be, entitled. In case of death before 
retirement, there is a benefit equal to the reserve or the total prior 
contri'butions, vhich& vcr is greater. Xo other benefits are payable 
before age 65. Such plan is integrated because the offset of 100 percent, 
of old-age insurance benefits does not exceed. the maximum ofi'set per- 
missible in a plan of this type. Such maximum ofFset for this type 
of l&lan is determined as follows: 

S0% X 125'c =100 lo 
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Note that if the plan had been identical with that described in the 
example except that the retirement benefits were on a cash refund torm 
instead of an installment refund form, the plan would not be inte- 
grated, since the 100 percent oNset would be more than the maxinium 
permissible, determined as f ollows: 

76% 0&126%=S3. 76% 

16. Plans uritk stepped-up benept rates. — A plan in which no em- 
ployee and no portion of compensation is excluded by reason of a mini- 
mum conipensation requirement and in which all the provisions apply 
uniformly to all covered employees regardless of the rate of conipensa- 
tion, except tliat a higher rate of beneiit or of employer contributions 
(and possibly of employee contributions) is applicable to coinpensa. - 
tion above a specified level, such as $3, 600 a year, than to compensa- 
tion below such level may be tested for satisfaction of integration 
requirements as though it were two separate plans — one providing 
the lower iate of benefit or of employer contributions (and employee 
contributions, if any) on all compensation, and the second providing 
for the balance of the higher rates on the compensation in excess of 
the specified level. The first "plan" then does not involve integration 
requirements, since it provides uniform rates and kincls of benefits 
on all compensation, and the second "plan" niay be treated as an 
excess plan for conforniance to the rules set torth in the preceding 
paragraphs. 

A'~anip/e J. A plan in which all employees who have attained age 
30 are covered and in which the normal retirement age is 65 provides 
for nornial annual retirement benefits (a) with respect. to prior s-rv- 
ice, one-lialf of 1 percent of the first $3, 600 and 11/2 percent of the 
excess over $3, 600 of the annual rate of compensation as of the effective 
date of the plan multiplied by the number of years of service prior 
to such date, excluding service before age 30 or after age 6o; and 
(b') ivith respect to future service, one-half of the employee's aggre- 
g'ite contributions. Each employee is required to contribute 1 percent 
of tlie first $3, 600 plus 4 percent of the excess over $3, 600 othis annual 
compensation during each year of participation. Thus, the normal 
annual, retirement benefits ivith respect to future service are equal 
to one-half of 1 percent of the first $3, 600 plus 9 percent of the excess 
over $3, 600 of each year's actual annual compensation. There are 
no benefits payable in case of death before retirement except, a return 
of employee contributions with interest and the only death benefit 
after retirement is the excess, if any, of such contributions and inter- 
est over the retirement, benefits received before death i. e. a "modified 

T cash refund' form. iso employee whose annual rate of compensation 
on the effective date of tlie plan exceeds $3, 600 has more than 32 years of prior service credits. Such plan is integrated, determined. as 
follows: 

The benefit rate of one-half of 1 percent of all compensation for 
both past and future service and the employee contribution rate of 1 percent of all compensation may be eliminated for the purpose of 
testing conformance to integration requirements since they apply uniformly to all covered einployees. 

There remain an excess benefit rate of 1 percent of annual compen- sation in excess of $3, 600 as of the e8ective date of the plan for each 
year of prior service and an excess benefit rate of 11/2 percent of actual 
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annual compensation in excess of $8, 600 for each year of future 
service and an excess employee contribution rate of 8 percent of actual 
annual compensation in excess of $8, 600. 

'I'he 1 percent rate for past service benefits on the excess over $8, 600 
integrates, since it does not exceed one thirty-fifth of 87. 5 percent 
equals 1. 07 percent of the rate of compensation in excess of $8, 600 as 
of the eHective date of the plan. No employee is entitled to more than 
M percent of such excess past service credits, which does not exceed 
nine-tenths of 87. 5 percent. 

The 11/2 percent rate for future service benefits integrates because 
it does not exceed: 

&/sp X 37. 5% =1. 25%, 
plus increase for excess employee contributions: 
i/jp X 3% =0. 30% 

Total, 1. 55% of actual compensation in excess of $3, 600 each year. 
Note that the rule set forth above is applicable only if the lower rate 
of benefit, applies to compensation starting from the first dollar. If 
a portion of the compensation is excluded even in applying the lower 
rate of benefit, the plan is an excess plan and must be tested for integra- 
tion in accordance with the preceding paragraphs. The procedure 
described in paragraph 11 will usually be applicable in this type of 
case. 

Example 8. A plan which conforms to all the conditions listed in 
paragraph 5 provides normal annual retirement benefits of 15 percent 
of average annual compensation in excess of $1, 200 a year but not in 
excess of $8, 600 plus 50 percent of average annual compensation in 
excess of $8, 600 a year. Such plan is not integrated; this determina- 
tion is made as follows: 

The 15 percent rate does not exceed the minimum rate permissible 
in accordance with paragraph 11(a). However, the 50 percent rate 
should be tested as follows: 

15/o of ($3, 600 — $1, 200) =$360 
$860: $8, 600=10% 
10%+37 / % =47 / %%uo 

Therefore, the 50 percent rate applied to average annual compensation 
in excess of $8, 600 is in excess of the maximum integrated rate of 
471/2 percent. 

It should also be noted that the rules set forth above in this para- 
graph do not, apply to stepped-up or multiple plans in which, aside 
from differences in rate of retirement benefits, the benefits provided 
for higher paid employees are more favorable than those for lower 
paid eniployees in any respect, such as retirement age, death bene- 
fits, form of annuity, rate of vesting, funding medium, funding 
method, or any other factor which makes them noncomparable. In 
such cases, the benefits for higher paid employees must be tested for 
integration with OASI benefits without regard to the benefits pro- 
vided for lower p;-iid employees, unless the differences are such that 
they can be evaluated actuarially on a uniform basis& such as differences 
in retirement age or form of retireinent benefits. 

On tlie other har. d, if the higher paid employees are covered by 
two or more plans, more than one of which involves integration with 
OASI benefits, thr. . benefits under all of the plans which iiivolve inte- 
gration must be taken into account in testin for conformance with 
integration requirements. 
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17. PermissiE2e mr'7tgmum 2enef2ts attd salary or uoage braelpets. — A 

plan is integrated if it confornis to the rules set forth in paragraphs 

5 through 16 except that it provides a minimum retirement benefit 

not in excess of $240 a year, or $8 a year per year of service, plus in 

crease for emp'oyee contributions as set forth in paragraph 18, or 

for. minimuin employer contributions with respect to any employee of 

$60 a year. However, such minimum is not to be used as a tolerance 

and may not be taken into account in determining whether higlier 

benefits conform to the above rules. 
A plan in which the benefits are not expressed precisely in terms of 

percentages of compensation but are approximately related to com- 

pensation by use oz a, benefit schedule tvhereby uniform benefits are 

provided for all employees whose salary falls into a particular bracket, 

is integrated if the benefit provided in each bracket meets the require- 

ments of the preceding paragraphs when applied to the salary at the 

mf'dpoi7tt of the bracket, provided that the brackets do not cover ft 

range of more than $400 of annual compensation. Larger brackets 
are permissible in the higher salary ranges but only if the benefit in 

each bracket would meet the requirements of the preceding paragraphs 
when applied to the salary $200 above tlie bottom of tlie bracket. 

L&'~amp2e. A $8, 600 excess plan provides normal annual retire- 
ment benefits at age 65 after 15 years of service on a 10 years certain 
and life form, with benefits equal to the reserve accumulated in case 

of death before retirement. It is intended to provide normal annual 
retirement benefits of approximately 30 percent of average annual 

coinpcnsation (for the 5 years preceding retirement) in excess of 

$3;600, with a minimum benefit of $240 a year. 
Below are set forth three scales of benefits designed to implement 

the benefit forinula of the plan. The benefit scale in column (3) 
illustrates an acceptable application of the mininium benefit and salary 
brackets, in accordance with the rules of this paragraph. The benefit 
scale in coluinn (4) is unacceptable, because the benefits have been built 
on top of the $240 minimum so as to use part of such mininnnn. as a 
tolerance. The benefit scale in column (5) is unacceptable because, 
tvhere the brackets are larger than $400, the benefits do not integrate 
at a point $200 above the bottoin of the bracket. 

(2) &s& 

~ 

e) 
~ 

rs) 

Annual retirement benept 

Average annual salary for 5 years bcforc rctircmcnt Mid- 
point Accept- 

able Unacceptable 

$3, 600. 01 to $4, 000 
$1, 000. 01 to $4, 400 . 
$4 4pp pi to $4 Gpp 
$41400. 01 to $5, 200 
$5, 200. 01 to $5, 600 

' 
$5, 600. 01 to $3, 000 
$6, 000. 01 to $6, 600 
$ts600. 01 to $7, 200 
$7, 200. 01 to $7, 800 

Z~ach ariditional $600 

$3, 800 
4, 200 
4, Gpp 

5, 000 
5, 400 
5, 800 

r 6, 200 
r 6, 800 
r 7, 400 

$240 
240 
300 
420 
540 
660 
780 
960 

1, 140 

180 

$240 
300 
420 
540 
6fip 
780 
900 

1, 080 
1, 260 

180 

$240 
240 
390 
420 
549 
GGP 

840 
1, 020 
1, 200 

r These salaries are not the actual midpoints of the brac)tots, but represent tbe salaries at whiCh integration 
must bc tested. 

18. App27'rani 'll'ty of . lliofrograph 558g. — A plan will also be inte- 
grated (even if it does not conform to the above rules) if it satisfies 
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the requirements of Mimeograph 5589, supra, regardless of whether 
it was put into efFect before or after the enactment of the Social 
Security Act Amendments of 1050. A plan which involves integra- 
tion with. OASI benefits and which the Bureau of Internal Revenue 
has ruled prior to the date of this mimeograph meets the requirements 
of section 165 (a) of the Code will be considered to satisfy the require- 
ments of Mimeograph 5580 unless such ruling is withdrawn or mocli- 
fied or- the plan has been amended so as to aRect its integration subse- 
quent, to its submission for such ruling. 

A plan of the unit-benefit or money-purchase type or combination 
[hereof will be integrated if the benefits with respect to service prior 
to the eRective date of the plan satisfy paragraph 4 of Mimeograph 
5589 and the benefits with respect to service subsequent to such date 
conform to the applicable rules of this mimeograph. Also, a unit- 
benefit or money-purchase type plan or combination thereof which 
is amended will be integrated. if the beiiefits with respect to service 
prior to the eRective date of the amendment satisfy paragraph 4 of 
4imeograph 5580 and the benefits with respect to service subsequent 
to such date conform to the applicable rules of this mimeograph. 

A, plan which satisfied the requirements of Mimeograpli 5589 but 
which is amended so that it fails to satisfy such requirements will 
be integrated if it conforms to the rules of this mimeograph in all 
respects except to the extent that benefits already vested on the eRec- 
tive date of the amendment (or already funded by such date on a 
typical level annual funding to retirement method, even if not then 
vested) exceed the benefits which conform to the appropriate limits 
of this mimeograph. 

A plan which provides that the benefits will be computed in accorcl- 
ance with limitations of Mimeograph 5589 or the limitations of this 
mimeograph, whichever will produce the higher benefit in each case, 
is not integrated. 

Eral/e 1. A plan put into efFect December 81, 1042, efFective 
as of January 1, 1MB, provided normal annual retirement benefits 
beginning at age 65 of three-fourths of 1 percent of the annual rate 
of compensation as of January 1, 1942, in excess of $8, 000 multiplied. 
by the number of years of service prior to such date plus 1 percent 
of annual compensation in excess of $8, 000 for each year of service 
after such date. The plan is amended as of July 1, 1051, changing 
annual benefit credits for service subsequent to such date to 1i/4 percent 
of' the compensation in excess of $8, 600. There are no benefits in 
case of death before retirement, and the normal form of annuity is 
a straight life annuity. Such plan, as amended, is integrated, be- 
cause the benefits with respect to service before the eRective date of 
the amendment satisfy the requirements of Mimeograph 5589 ancl 

the benefits with respect to service subsequent to such date satisfy the 
rule set forth in paragraph 12 of this mimeograph. 

Encamp/e 8. A plan iclentical with the original plan described in 
example 1 is amencled, retroactive to January 1, 1050, changing the 
annual benefit, cre&lits for service subsequent, to such elate to 1i/4 per- 
cent of the compensation in excess of $8, 000. Such plan is not inte- 

grated, because the benefit creclits for service after th'e eRective date 
of the a»iendment clo not meet the requirements of either Mimeograph 
5589 or of this mimeograph. 

19. prcifi't-shari»q plans. — Xone of the above rules applies to profit, - 

sharing plans, as &l& fined in section o0. 165 — 1(a) of Regulations 111. 
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A profit-slfaring plan which excludes employees or a portion of com- 

pensation by a minimum compensation requirement will be considered 
integrated only if either (a) the employer has no other plan involving 
integration with OASI benefits and such profit-sharing plan provides 
benefits only upon retirement or separation from service and all con- 
tributions are allocated on a nondiscriminatory basis when made, and 
the amount of employer contributions phd for fei tures allocated to any 
participant in any year does not exceed one-fourth of the benefit rate 
determined in accordance with paragraph 5 or 11 applied to the actual 
compensation in excess of the minimun1 compensation level except 
that a minimum allocation not, exceeding $60 may be provided for each 
participant in any year that allocations are made; or (b) it was put, 
into eA'ect prior to the date of this mimeograph and the Bureau of 
Internal Revenue has ruled that such plan meets the requirements of 
section 165(a) of the Code and such ruling has not been withdrawn 
or modified as to any year and such plan continues as so ruled upon 
without any change which could increase the allocations with respect 
to higher paid employees. The reference to profit-sharing plans in 
paragraph 7 of Mimeograph 5569 is eliminated to the extent incon- 
sistent herewith. 

20. Correspondence from the following regarding the procedure 
prescribed herein should refer to the number of this n1inleograph and 
the symbols indicated: Collectors of internal revenue, A~&C: Col; in- 
ternal revenue agents in charge, IT: PS; heads of field divisions of 
the Technical Staff, TS: CWS. 

GEO. J. SCIIOENESIAN~ 
Commissioner. 

SUPPLEMENT G. — INSURANCE COMPANIES 

SECTION 202. — ADJUSTED NORMAL-TAX 
NET INCOME 

SEcTIoN 29. 202 — 1: Reserve and other policy 
liability credit for adjusted normal-tax net 
Inconle. 

1951 — 6 — 13561 
T. D. 5881 

TITLE 2G INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER A, PART 29. — 
INCOME TAX; TAXABLE YEARS BLrGINNING AFTER DECLrMBER 91, 1941 

Fi, ure to be used in determining reserve and other policy liability 
credit for life insurance companies. 

TREASURY DEPARTMIGNT) 
OFrlcE or TIIE SECRETARY OF THE TREASURY) 

TVashington, D. C. , 3farch 7, 1M1. 
To Officers and Employees of the Treasury Department and Others 

Concerned: 
PARAGRAPH 1. By virtue of the authority vested in me by section 

202(b) of the Internal Revenue Code, 
' 

as amended by section 168 of 
the Revenue Act of 1942 (58 Stat. 71, 56 Stat. 870; 26 U. S. C. 1946 
ed. , 202(b) ) and as further amended by section 401 of the Revenue 
Act of 1950, approved September 23& 1950, it is hereby determined 
that the figure to be used in computing the "reserve and other policy 
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liability credit" of life insurance companies for the taxable year 
1950 shall be . 90( 3. 

PAR. 2. It is found that notice and public procedure are unneces- 
sary, since the figure announced in this 'Ireasury Decision is computed 
from information contained in the income tax returns of life insur- 
ance companies for the year 1949 v;hich are not open to public in- 
spection. The public accordingly cannot effectively participate in 
the determination of such figure. 

E. H. FOLEY, 
Acting Seeretcrry oj the TneaetIry. 

(Filed with the Division of the Federal Register March 9, 1951, 11: 24 a. m. ) 

SUPPLEMENT J. — POSSESSIONS OF THE UNITED STATES 

SECTION 251. — INCOME FROM SOURCES AVITHIN 
POSSESSIONS OF UNITED STATES 

SgcTION 29. 251 — 1: Citizens of the United 1951-6-13559 
States and domestic corporations deriv- I. T. 4046 
ing income from sources within a pos- 
session of the United States. 

INTERNAL RKVLNUE CODE 

A donIestic corporation doing business in Guava which satisfies 
the conditions set forth in section 251(a) of the Internal Revenue 
Code is exempt trom United States income tax with respect to its 
inconie derived from Guam but is required to file returns and pay 
income tax to the governInent of Guam by reason of the dual system 
of taxation created by the Organic Act of Guam (04 Stat. 884; C. B. 
1950-2, 214). 

Advice is requested whether the taxable status of. a domestic cor- 
oration doing business in Guam which satisfies the condit-'ons set 
orth in section 251(a. ) of the Internal Revenue Code is afi'ected by 

the enactment of the Organic Act of Guam (64 Stat. 384; C. B. 1950 — 2, 
214), approved August 1, 1950. 

Under . ection 3 of the Organic Act of Guam, Guam is declared to be 
"an. unincorporated territoiy" of the United States with the capital 
and seat of government located at the city of Agana. It is further 
provided in that section that the government of Gtiam shall consist of 
three branches, executive, legislative, and judicial, and its relations 
with the Fecleral Government shall be under the general administra- 
tive supervision of the head of such civilian departnlent or agency of 
the Government of the United States as the President may direct. 
Section 31 of the Act. which was placed in operation as of January 
1, 1951, by Executive Order 10211 (page 155, this Bulletin), reads as 
follows: 

SEc. 81. The income tax laws in force in the United States of America and 
those which may hereafter be enacted shall be held to be likewise in force in 
Guam. 

Section 30 of thc Act provides in part that all Federal income taxes 
clerived from Guam shall be covered into the treasury of Guam and 
held in account for the government of Guam and shall be expended 
for the benefit and government of Guam in accordance with the annual 
budgets. 

008200' — SI — 5 
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Under section 251(a) of the Internal Revenue Code, a domestic 
corporation whicli satisfies the conditions stated therein is taxable only 
with respect to income from sources within the United States. Those 
conditions are in substance that (1) 80 percent or more of the corpora- 
tion's gross income was derived from sources within a possession of 
the United States, and (2) 50 percent or more of its gross income was 
derived from the active conduct of a trade or business within a posses- 
sion of the United States. 

Tlie island of Guam was ceded to the United States by Spaiii in 
accordance with article II of the Treaty of Peace between the United 
States and Spain (80 Stat. 1754), signed at Paris on December 10, 
1898, and proclaimed April 11, 1899. Guam has been a possession of 
this country ever since its acquisit on. Although it is declared to be 
an "unincorporated territory" by section 8 of the Organic Act of 
Guam, it has the same legal status as the Virgin Islands and as tliat of 
Puerto Rico prior to enactment of the Revenue Act of 1950, and such 
status is not similar to that of Alaska and Hawaii. 

Section 251(d) of the Internal Revenue Code, as amended by section 
221(a, ) of the Revenue Act of 1950, provides that, as used' in section 
251 of the Code, the term "possession of the United States" does not 
include the Virgin Islands of the United States and that sucli term, 
when used with respect to citizens of the United States, does not in- 
clude Puerto Rico. Guam is not mentioned. in that section of the Code. 
However, section 29. 251 — 4 of Regulations 111 provides in part, that 
the term "possession of the United States, " as used. in sections 251 and 
252 of the Code, includes Guam but does not include the Virgin 
Islands. Section 8797(a) (9) of the Code provides that the term 
"United States, " when used in a geographical sense, includes only the 
States, the Territories of Alaska and Hawaii, and tile District of 
Columbia. 

Inasmuch as Guam is not excepted f'rom the provisions of section 
251 of the Code, the Bureau is of the opinion that it should be con- 
sidered a possession of the United States, for Federal income tax pur- 
poses, regardless of its classification as an unincorporated. territory 
by the Orgaric Act of Guam. It follows, therefore, that a domestic 
corporation which satisfies the conditions set forth in section 251(a) 
of the Code is taxable& for Federal income tax purposes, only with 
respect to income derived. from sources within the United StateL 

The effect of section 81 of the Organic Act of Guam is to set up a 
separate income tax system for Guam which is a duplicate of the 
Federal income tax system. That section is substantially the same 
as a proviso contained in the Naval Appropriations Act of 1921 (42 
Stat. 122), relating to tne Virgin Islands, which "eads as follows: 

provided furt:er, That the income tax laws now in force in the United States 
of America and those which maV hereafter be enacted shall be held to be likewise 
in force in the Virgin Islands of the United States, except that the proceeds 
of such taxes shall be paid into the treasuries of said islands. 

I. T. 2946 (C. B. XIV — 2, 109 (1985) ) holds in part that the United 
States and the Virgin Islands are separate and distinct taxing juris- 
dictions althcugh their income tax laws arise from an identical statute 
applicable to each. It is stated in that ruling that it will be necessary, 
in some sections of the law (Revenue Act of 1984), to substitute the 
words "Virgin Islands" for the words "United States" in order to 
give the law proper effect in those islands. It is believed that the same 
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principles are applicable to Guam in view of the above-mentioned 
provisions of the Organic Act of Guam. 

Accordingly, it is held that a domestic corporation cloing business 
in Guam which satisfies the conditions set forth in section 251(a) of 
the Internal Revenue Code is exempt from United States income tax 
with respect to its income derived. from Guam but is required to file 
returns and pay income tax to the government of Guam by reason 
of the dual system of taxation created by the Organic Act of Guam. 

SEOTioN 29. 251-1: Citizens of the United States 
and domestic corporations deriving income 
fry sources within a possession of the United 
States. 

(Also Section 116; Section 181, Section 20. 181-1. ) 
INrERNAL REVENUE CODE 

1051 — 8 — 18571 
I. T. 4047 

P&ederal income tax liability of employees of the United States 
or any agency thereof with respect to amounts received for services 
performed in Puerto Rico, as affected by amendments to the Internal 
Revenue Code contained in the Revenue Act of 1950. 

Advice is requested regarcling the Federal income tax liability of 
employees of the United States or any agency thereof with respect to 
amounts received by them for services performed in Puerto Rico, as 
affected by amendments to 'the Internal ~avenue Code containecl in 
the Revenue Act of 1050. 

For historical reasons which are fully discussecl in I. T. 8788 (C. B. 
1046 — 1, 158), a, distinction has been made, for I&'ecleral income tax 
purposes, betmeeii (1) those citizens of the United States v-hose citi- 
zenship is derivecl from the collective naturalization provisions of the 
Organic Act of Puerto Rico (80 Stat. 051) and related Acts, or by 
orcler of the District Court of the Unitecl States for Puerto Rico, and 
(2) those citizens of the United States whose citizenship is dei. ivecl 
from sources other than the foregoing. The members of the first 
group have heretofore been subject to Federal income taxation only 
with respect to income clerived from sources within the incorporatec1 
United States (the States, the Territories of Alaska and Hamnii, nnd 
the District of Columbia), except that when residing therein they 
were taxed in the same manner as other citizens of the U'nited States. 
(See section 252 (a) of the Internal Revenue Code prior to its Mnencl- 
ment by section 221(b) of the Revenue Act of 1950. ) The members 
of the second group are subject to I&'ederal incoine taxation with 
respect to income from whatever source derivecl, except income which 
is specifically exemptecl by statute. A statutory exemption mas here- 
tofore provided in the case of members of the second group mho clerived 
a large portion of their income froin sources witliin Puerto Rico (or 
other possessions of the United States), these individuals, like those 
of the first group, being subject to taxation only mith respect to in- 
come derived from sources within the incorporated Unitecl States. 
(See section 251(cl) of the Code prior to its amendineiit by section 
221(a) of the Revenue Act of 1050. ) 

The exemption which was formerly npplicable to amounts paid by 
the United States or any ngency thereof to citizens of the second group 
for services performed in the possessions of the Unitecl States mas 
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removed by section 2'l1(j) of the Codef as added by section 220 of 
the Revenue Act of 1950, e[fective for taxable years beginning after 
December 31, 1949. Section 251(j) of the Code provides as follows; 

(j) EsfPLCTEEs CF UNITED STATEs. — Foi' the purposes of this section, amounts 
paid for services performed bv a citizen of the United States as an employee of 
the United States or. any agency thereof shall be deemed to be derived front 
sources within the United States. 

For taxable years beginning after December SI, 1950. the distinction 
between the citizens of the two above-mentioned groups was removed 
by the indicated amendments and by section 116(l) of the Code, as 
added by section 221(c) of the Revenue Act of 1950. Section 116(l) 
of the Code provides in part, as follows: 

SEC. 110. ExcLURIoNs Facy Gaoss INcoME. 
In addition to the items specified in section 22(b), the following items shall 

not be included in gross income and shall be exempt from taxation under this 
chapter [chapter 1 of the Code]: 

S 

(I) INco&fE Fsolf SOUacKS WTTHIN PUERTo Rzco. — 
(1) RESIDENT oF YLERTo RIco FOR ENTIRE TAZADLE TKAF. — In the case pf 

an individual who is a bona fide resident of Puerto Rico during the entire 
taxable year, income derived fronl sources within Puerto Rico (escept 
amounts reccivett for services performed as an employee of the United States 
or any agency thereof); but such individual shall not be allowed as s 
deduction from his gross income any deductions properly allocable to or 
chargeable against amounts excluded from gross income under this para- 
graph. [Italics supplied. ] 

Individuals who are not citizens of the United States but who are 
residents of Puerto Rico during the entire taxable year are also 

covered by the provisions of section. 116 (1) of the Code. Hene, 
for taxable years beginning after December 81, 1950, amounts paid 

by the United States or any agency thereof to its employees tor 
services per forined in Puerto Rico are subject to Federal incolm 
taxation whether the employee is a niember of one of the groups o[ 
citizens of the United States previously described& or is an alien 
resident of Puerto Rico for the entire taxable year. 

Accordingly, tlie compensation of eniployees of tile United States 
or any agency thereof who are members of the above-mentioned 
second group of citizens is subject to Federal income taxation for 
taxable years beginning on and. after January 1, 1950. whereas the' 

compensation of such eniployees who are members of the first group 
of citizens, as well as of those who are aliens resident in Puerto 
Rico throughout tile taxable year, is subject to Federal income tax. 
ation for taxable years beginning on and after January 1, 1951. The 
withholding of Federal income tax at the source under section 162& 

of the Code with respect to the compensation of all United States 
employees in Puerto Rico is required on and after January 1, 1951. 

A citizen of the United States, an alien resident of the United 
States, or an alien resident of Puerto Rico for the entire taxable 
year is eligible for a credit against his Federal income tax for his 

income tax paid or accrued to Puerto Rico, subject to the conditions anti 

limitations of section 181 (b) of the Code. It should be noted that, by 

the terms of section 131(d) of the Code, taxpayers who otlierwiss 
report their income on the cash basis may nevertheless accrue the 

tax credit so as to apply it against the Federal tax with respect 
to the income for the same yea~r as that to which the Puerto Ricaa 

tlncolne tax applies. It should be further noted, however, that b]t 
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the terms of section 23(aa) of the Cocle, a taxpnyer claiming the 
standard deduction (including computation of his tnx by use of the 
tax tables) is ineligible for the tax creclit uncler section 131 of the 
Cocle. Therefore, n, taxpayer claiming this credit mny not claim 
the standard declu&ction or compute his tax by use of the tn- tables. 

SUPPLEMENT O. — OVERPAYMKNTS 

SECTIOX 322. — REFUiVDS AXD CREDITS 

SEOTIoN 29. M2 — 7: I imitations upon the creclit- 
ing and refunding of tnxes paid. 

(Also Section 19. M2 — 7, Regulations 103. ) 

1951 — 9 — 13580 
T. D. 5837 

TITLE 29 — INTERNAL IIEVENI. Z. — CIIAPTKR I. SUBCIIAPTER A, PART 29 AND 
PART 19 

Period of limitations on claim for refuncl when waiver is filed- 
s, ;tion 322 (b) (8), Interual Itevenue Code. 

TREASVRT DEPARTMENT& 
OrrIOE oI' CGMIIIssioNER oF INTERNAL REvENUE, 

Washington o15& D. C. 
To Collectors of Interna/ Revenue ancl Others Concerned: 

In order to conform Regulations 111 [26 CFR, part 29] and Regula- 
tions 103 [26 CFR, part 19, 1940 Supp. ] to Public Lnw 716 (81st Cong. , 
2d sess. ) [C. B. 1950 2& 217], approved August 18, 1950, such regu- 
lations are amendecl as follows: 

PARAGRAPII 1. There is insertecl immecliately preceding section 
29. 322 — 1 of Regula, tions 111 [26 CFR 29. 322 — 1] ancl section 19. M2 — 1 
of Regulations 103 [26 CFR 19. 322 — 1, 1940 Supp. ] the following: 

PUBLIC LAW 716 (81st CONG. , 2d SESS. ), APPROVED AUGUST 18, 
1950 

fteit enacted hg the Senate anil IIoase of Ret&resentatives of the United 
States of A&nerica in Congress assembled, That (a) section 322(b) (8) 
of the Internal Revenue Code is hereby amended by striking out the last 
sentence and inserting in lieu thereof the following: "Notwithstanding 
the foregoing provisions of this paragraph, the period within which a 
claim for credit or refund may be filed, or credit or refund allowed or 
made if no claim is filed, shall not expire prior to two years after the 
time the tax was paid, but if a claim is filed, or credit or refund allowed 
or made if no claim is filed, more than six months after the expiration 
of the period within which, the Commissioner may make an assessment 
pursuant to such agreement or any extension thereof, the amount 
of the credit or refund shall not exceed the portion of the tax paid during 
the two years immediately preceding the filing of the claiin, or, if no 
claim is filed, immediately preceding the allowance of the credit or 
refund. " 

(b) The amendmcnt made by subsection (a) shall be applicable to 
taxable years beginning after December 81, 1041, and, subject to the 
provisions of the second sentence of section 169(c) of the Revenue Act 
of'1042 (added by section 509(a) of the Revenue Act of 1048 and 
amended by section 2 of this Act), the amendinent shall also be appli- 
cable to taxable years beginning after December 31, 1028, and before 
January 1, 1042. 

Szo. 2. The second seni. ence of section 160(c) of the Revenue Act of 
1942 is hereby amended to read as follows: "A provision having the 
effect of section 822(b) (3), as amended, of the Internal Revenue Code 
and a provision having the effect of the amendment made by subsection 
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(b) of this section, shall be deemed to be included in the revenue laws 
respectively applicable to taxable years beginning after December 31, 
1923, but such provisions shall be effective with respect to taxable vears 
beginning prior to January 1, 1942, only if at some time after February 
24, 1944, the Commissioner may assess the tax for such taxable vear 
solely by reason of having made (either before, on, or after February 
24, 1944) an agreement with the taxpayer pursuant to section 276(b) 
of the Internal Revenue Code or the corresponding provision of the 
applicable prior revenue law to extend beyond the time prescribed in 
section 275 of such Code or the corresponding provision of such prior 
revenue law the date within which the Commissioner mav assess 
the tax. " 

PAit. 2. Paragraph (5) of section 29. 822 — 7 of Regulations 111, as 

amended by Treasury Decision 5816 [C. B. 1950 — 2, 62], approved 
December 5, 1950 [26 CFR 29. 822 — 7], is further amended as follows; 

(A) By striking out that part of the sentence comprising the sec. 
ond undesignated paragraph beginning with the word "limitations" 
and inserting in lieu thereof the follov ing: "preceding provisions of 
this paragraph (5) shall apply to such credit or refund. " 

(B) By striking out the third undesignated paragraph and insert- 
ing in lieu thereof the following: 

The period within which a claim for credit or refund may be filed, or credit 
or refund allowed or made if no claim is filed, shall not expire prior to 2 year& 
after the time the tax was paid, but if a claim is filed, or credit or refund allowed 
or made if no claim is filed, more than fi months after the expiration of ths 
period within which the Commissioner may make an assessment pursuant to 
such agreement or any extension thereof, the amount of the credit or refund 
shall not exceed the portion of the tax paid during the 2 years immediate)y 
preceding the filing of the claim, or, if no claim is filed, immediately preceding 
the allowance of the credit or refund. 

P~a. 8. Paragraph (d) of section 19. M2 — 7 of Regulations 108, as 

amended by Treasury Decision 5895 [C. B. 1944, 860], approved 
August 11, 1944 [26 CFR 19. 822 — 7], is further amended by adding 
in the first sentence thereof after "Regulations 111" the following: 
", as amended, ". 

The amendments to section 19. M2 — 7 of Re~lations 103 and section 
29. M2 — 7 of Regulations 111 [26 CFR 29. M2 — 7] covering taxable year& 
beginning after December 81, 1988, set forth in this Treasury Decision 
are hereby made applicable to taxable years beginning after December 
81, 1928, and prior to January 1, 1989 (such years being covered by 
Regulations 65, 69, 74, 77, 86, 94, and 101) . 

Because of the teclmical nature of the amendments made herein, it 
is found that it is unnecessary to issue this Treasury Decision with 
notice and public procedure thereon under section 4(a) of the Ad. 
ministrative Procedure Act, approved Juhe 11, 1946, or subject to the 
e8ective date limitation of section 4(c) of said Act. 

(This Treasury Decision is issued under the authority containeh 
in section 62 of the Internal Revenue Code (58 Stat. 82, 26 U. S. C. 
62) and corresponding provisions of prior internal revenue laws. ) 

Gzo. J. SCIIoENElaN, 
0 om, mi esi oner. 

Approved April 5, 1951. 
TIIolir~s J. Lvlvca, 

Acting 8eoretary of the Treasury. 
(Filed with the Division of the Federal Register April 11, 1951, 8:52 a. iL) 
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SUBCHAPTER D. — EXCESS PROFITS TAX 

PART I. — RATE AND COMPUTATION OF TAX 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTEI& A, PART 40. — 
ExcEss pROFITS TAXEs; TAxABLE YEARs I4NDING AFTER JUNE so, 1960 

Tentative determinations of depressed industry subgroups and the 
tentative adjusted rates of return therefor; tentative industry base 
period yearly rates of reiurn and tentative industry base period 
rates of return. 

TREASVRY DEPARTMENT& 
OFFICE OI' TIIE SECRETARY' OF TIIE TItEASVRY', 

TVasht'ngton 8os D. C. , February 8& lgo1. 
To Off'seers anct Employees of the Treasury Department anrj Others 

Concerned: 
PARAURAPII 1. By virtue of the authority vestecl in me by section 

446(h) of the Internal Revenue Code, aclded by section 101 of the 
Excess Profits Tax Act of 1MO, approved January 3, 1051, it is hereby 
tentatively determinecl that the following industry subgroups are 
depressed industry subgroups, and the tentative adjustecl rates of 
return therefor (compute&1 to the nearest thousanclth) are hereby 
determined as fo11ows: 

Tentative a&lj usterl 
rate of ret«rn 

Industry subgroup &Percent) 
1. The XI;&nufaciure of Aircraft and Parts, including Aircraft 

Engines 
This industry subgroup is Standard Industrial Classification 

No. 372, ' consisting of the followin: 3721 (Aircraft), 3722 (Air- 
craft engines and engine parts), 3723 (Aircraft propcllers and 
propeller parts), an&1 8729 (Aircraft parts and auxiliary equip- 
ment, not elsewhere classiiled). 

2. The Manufacture of Engines and Turbines, except Automotive, 
Aircraft an&1 Railwar 

This industry subgroup is Standard Industrial Classification 
No. 351, ' consisting of the following; 3511 (Steam engines, 
Turbines, and Water Wheels), and 3&419 (Diesel and semi- 
Diesel engines; and other internal-combustion engines, not 
elsewhere classifie&1) . 

3. The Manufacture of Mctalwerl. ing Machinery, including EIachine 
Tools 

This industry subgroup is Standard Industrial Classification 
No. 354, ', consisting of the following: 3541 (Machine tools), 
3542 (Metalworl&ing machinerv, except machine tools), and 
8543 (Machine tool accessories and other metal wort&ing ma- 
chinery; small power-driven cutting an&1 shaping tools and tool 
holders; and precision measuring tools). 

4. Ship and Boat Building and Repairing 
This industry subgroup is Standard Industrial Classification 

No, 373, ' consisting of the following: 3731 (Ship building and 
repairiug), an&1 3732 (Boat building and repairing), 

5. The &ianufacturc of Wines 7. 8 
This industry subgroup is Standard Industrial Classific;&&ion 

No. 2084' (IVines). 
See footnot:o at end of table. 

11. 3 

12. 8 

10. 4 

SECTION 446. — AVERAGE BASE PERIOD NET INCOME— 
DEPRESSED INDUSTRY SUBOROUPS 

1051~1 i5&50 
T. D. 582&) 
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Tentative adiusfed 
rate of return 

(Percent) 
8. 6 

Tenfatfee industry 7&I&se period rfrtes of retur&t 

Industry subyroup 

6. Photographic Studios, including Commercial Photography 
This industry subgroup is Stanilard Industrial Classification 

No. 728, ' consisting of the following: 7281 (Photographic 
studios, except commercial photography), and 7232 (Commer- 
cial photography). 

7. Telegraph Comnmnication. Wire aud Radio l. 5 
This inilustry subgroup is Standard Industrial Classification 

No. 4821' (Telegraphic communication, wire and radio). 
8. Transportation by Air 8. 0 

This industry subgronp is Standard Inc lustrial Classification 
No. 45, ' consistin" of the following: 4, &12 (Certified carriers), 
4. &18 (I. ncertified carriers). 4521 (Air carria e, except common 
carriers), 4582 (Airports and iiyiug fields), aud 4588 (Airport 
terminal services) . 

' References are to the Stoudord Industrial Classification f&fauual prepared by the 
Division of Statistical Standards, Bureau of the Bud" et. 

PAP. . 2. By virtue of the authority vested in me by section 447(f]) 
of the Internal Revenue Cocle, adcled by section 101 of the Excess 
Profits Tax Act of 1950, approved January 3& 1951& the tentative in- 

dustry base period yearly rates of return and the tentative industry 
base period rates of return (each computed to the nearest thousandth) 
are hereby determined for the fo]]owing industry classifications as 
f o]]o5vs: 

1& f sjor 
croup 

number 
industry classification 

&IARICULTURE, FORESTRY, AND FISHERIES 

Tentative base period yearly 
rates of return (percent) 

1946 
~ 

1947 
~ 

1948 
~ 

1949 

Tentative 
base paris&f 

rate of 
return 

(perceut) 

01 an) 07. 

08 
09 

Farms aud agricultural services, hunting, 
'trapp'u&g. 

Forestry 
Fisheries 

6. 1 
9. 1 

B. 2 
2. 1 

12. 5 12. 8 12. 7 

9. 2 
4. 5 

11. 9 

10. 7 
4. 5 

12, 5 

8, 5 

4. 8 

10 
11. 
12 
13 
14 

15 aud 16 
17 

25 
21 
ng 

24 
25 
26 
2?-. --- . . 
29 
30 
31 
32---- 

X&INC. O 
M tal mining e, 
Bituminous coal aud lignite min)I 
Crude petroleum aud natural osn cxtractlou 
Nonmetallic minerals except fuels 

CONTRACT CONSTRUCTION 

Oeueral contractors 
Special trade contractors 

SIANUFXCTURINO 

Food and kindred products 
Tobacco manufactures 
Textile mill products 
Apparel and other finished products made 

from fabrics. 
Lumber sud wood products 
Furniture aud fixtures 
Paper aud allied products 
Printing, publishing, aud allied industries. 
Chemicals and allied products 
Products of petroleum aud coal 
Rubber roducts . 
Leather aud leather products 
Stone, clay aud glass products 

5. 2 
6. 4 
6. 3 
5. 1 

11. 9 

B. 6 
12. 6 

18. 4 
9. 7 

24. 0 
21. 8 

1i&. 0 
16. 4 
17. 8 
18. 6 
17. 3 
6. 1 

18. 6 
lo. 3 
la 4 

11. 8 
5. 8 

14. 6 
o. 7 

14. 2 

10. 5 
15. 2 

15. 2 
9. 8 

23. 2 
16. 7 

23. 0 
16. 4 
23. 2 
15. 7 
17. 6 
8. 7 

12. 4 
15. 9 
16. 3 

13. 8 
B. 0 

15&. 4 
11. 8 
15. 0 

1', 5. 7 
15. 1 

12. 4 
11. 1 
20. 6 
10. 4 

19. 6 
14. 6 
18. 1 
la 8 
16. 2 
11. 3 
13. 4 
10. 2 
17. 2 

8. 7 
4. 5 
7. 7 

11. 2 
14. 9 

14. 5 
9. 7 

13. 2 
11. 8 
10. 3 
8. 0 

II. 5 
13. 7 
1'3. 7 
13. 2 
15. 8 
6. 6 
9. 0 
8. 3 

10. 8 

10, 1 

0. 2 

1L8 
liL0 
14. 2 

12, 2 

15, 1 

14. 5 

10. 7 
10. 2 
13. 3 

17. 5 

15. 8 

18, 1 

15, 1 

16, ? 
IL5 

13. '2 

13. 3 
15. 5 
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Tetttati re fndtfstrff base f]eriod rate8 of return — Continued 

Ma)or 
groilp 

number 
Industry classification 

IIANUFAcTUPINC — continued 

1946 
~ 

1947 1948 1949 

Tentative base penod yearly 
rates of return (percent) 

Tentative 
base period 

rate of 
return 

(percent) 

33 and 34 

19 . . ----- 
36 
37 '. ----- 
38 anil 39- 

Primary metal industries and fabricated metal 
products (except ordnarce, machinery, and 
transportation equipment), 

Ordnance and accessories 
Machinery (except electrical) 
Electrical machinery, equipir Cnt, and supplies 
Transportation equipment 
Professional scientific, and controlling insu]II 

ments; photographic and optical goods; 
watches and clocks; including miscellane- 
ous manufacturing industries. 

4 5 
o 4 
4. 2 
1. 4 

11. 0 

15. 4 

11. 6 
16. 0 
14. 5 
13. 5 
13. 8 

14. 8 
17. 2 
15. 6 
18. 6 
13. 5 

7. I 
14. 7 
13. 6 
21. 4 
12. 8 

16. 4 12. 9 13. 8 

9. 4 
14. 6 
]2, 4 
]4. 5 
13. 0 

40 
tt 
47 

44 
45. . 
46 . . 
47 . . 
48. . . 
40 . . 

TRANSPORTATION, COMMIJNICATION, AND OTHER 
PUBLIC UTILITIES 

Railroads 
I ocal and interurban railways and bus lines 
Trucking and warehousing 
Highway transportation not elsewhere classi- 

fieil. 
Water transportation. . 
Transportation by air 
Pipe line transportation . 
Services incidental to transportation 
Telecommunications 
Utilities and sanitary services 

WHOLESALE TRADE 

?. I 
4. I 

11. 4 
24. I 

9. 1 
I (2. 6) 
11. I 
8. 1 
6. 1 
7. 0 

3. 9 
I (2. 9) 

12. 2 
15. I 

9. 9 
I (3. 7) 

10. 5 
10. 0 
4. I 
6. 3 

5. 3 
2. 2 

14. 0 
12. I 

8. 1 
1. 3 

10. 5 
7. I 
4. 0 
6. I 

4. 0 
1. 7 

12. 7 
10. 4 

8. 4 
4. 3 
9. 1 
7. 2 
5. 0 
6. 5 

'3 9 
1. 4 

12. 7 
15. 2 

8. 9 
. 2 

10. I 
8. I 
5. 0 
6. 4 

:50 and 51 Wholesale trade 16. 5 

RETAIL TRADE 

15. 3 12. G 9. 7 13. 3 

52 
53. . . 

i:54. . . 
56 
57 
58 
59 . . . . 

Building materials and farm equipment 
General merchandise 
Food 
Automotive dealers and gasoline service sta- 

tions 
Apparel ancl accessories 
Furniture, home furnishings, and equipiuent . 
Feting and drinking places. . 
Miscellaneous retail store 

FINANCE, INSURANCE, AND REAL ESTATE 

15. 3 
20. 9 
15. 8 

27. 5 
19. 4 
16. 9 
12. 6 
14. 3 

16. 3 
]7. 4 
13. 0 

33. 0 
4 

12. 4 
6. Ii 

10. 7 

15. 3 
IG. 7 
12. 9 

27. 3 
11. G 

9. I 
5. 7 
9. I 

10. 0 
13. 2 
15. 8 

15. 7 
7 
6. Si 

6. 2 
6. 8 

14. 3 
Iri. '9 
14. 6 

25. 0 
13. 0 
10. 7 
7. 5 
9. 8 

60 
61. 
G2. . . . . 
63 
64 
65 
G7 . 

Bunking 
Credit agencies other than banks. 
Security aud commodity brol ers, dealers, ex- 

changes, and services. 
Insurance carriers 
Insurance ageuts, brokers, and service 
Real estate. 
Holdiug and other investment companies 

SERVICES 

2. 8 
2. 4 
8. 3 
Rl 
5. 9 

1. 5 
2. 4 
9. 5 
5. 2 
5. 6 

9 
3. 3 3, 7 

. 8 
4. 8 

I. 5 
2. 8 

10. 0 
5. 3 
G. 0 

. 8 
5. I 

2. 4 
3. 2 

10. 3 
5. 8 
5. 8 

. 8 
4, 3 

2. 1 
2. 7 
9. G 

5. 3 
5. 8 

72. . 
73. 
75. . 
76. . 
77--. - . . 
78 
79 

50, Sl, 82, 
84, SG, 
and 89. 

Hotels, rooming houses, camps, and other 
lodging places 

Personal &ervices 
Miscellaneous business services 
Automobile repair services snd gars es 
Miscellaneous repair services 
Radio broaclcasting, including facsimile broad- 

castine, and television. 
Motion pictures 
Amuscmcnt and recreation services except mo- 

tion pictures 
Other services. 

9. 6 
11. 7 
12. 8 
14. 8 
10. 4 

24. 9 
19. 4 

21. 3 
8. 8 

8. G 

II. I 
13. I 
13. 7 
13. 4 

18. 8 
14. 6 

13. 6 
9. 7 

8. I 
9. I 

13. 0 
12. 5 
13. 3 

12. 5 
9. 2 

11. 9 
10. 3 

7. 8 
11. 5 
14. " 
10. G 

14. 6 

10. I 
8. 4 

12. 0 
8. 3 

s 5 
10. 8 
13. 3 
12. 7 
13. 2 

15. 8 
12. 7 

14. 9 
9. 3 

' Parentheses iudicste negative rotc of return. 
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PAR. 8. It is found that notice and public procedure are imprac- 
ticable and unnecessary because the tentative determinations an. 
nounced herein are computed only by specific formulae expressly pre 
scribed in sections 446 and 447 of the Internal Revenue Code and he 
cause sections 446 ('h) and 447(d) of the Internal Revenue Code require 
that such tentative determinations be proclaimed on or before Marcia; 
1, 1951. 

TIIO~I~s J. LYNCII~ 
Bett'ng Secretary of the Treaaury. 

(Filed with the Division of the I ederal Register February 2, 1951, 2: 49 p. m, ) 

SECTION 447. — INDUSTRY BASE PERIOD RATES Ol' 
RETURN 

INTERNAL REVENUE CODE 

Tentative industry base period yearly rates of return and tentative 
industry base period rates of return. (See T. D. 5829, page 68. ) 

CHAPTER 2. — ADDITIONAL INCOME TAXES 

SUBCHAPTER E. — EXCESS PROFITS TAX 

PART I 

SECTION 786. — RELIEF FOR INSTALLMENT BASIS TAX- 
PAYERS AND TAXPAYERS AVITH INCOME FROM LONG- 
TERM CONTRACTS 

SEcTIQN 85. 786(a) — 9: Election to compute excess 
profits income on straight accrual basis. 

INTER''AL REVENUE CODE 

1951 — 12-18603 
I. T. 4051 

For tbe purpose of determining the excess profits credit based on 
invested capital pursuant to sectiou 714 of the Internal Revenue 
Code, unrealized profits attributable to installment sales made in 
taxable vears beginning after December 81, 1989, may be included 
in earnings and profits of taxpayers which have established eligi- 
bility for relief under section 780(a) of tbe Code and section 
85. 786(a) — 1 of Regulations 112. Unrealized profits attributable 
to installment sales macle in taxable years beginning prior to Jan- 
uary 1, 1940, may not be included in earnings aud profits for such 
purpose. 

Reconsideration has been given the position of the Bureau with re. 
spect to the treatment of unrealized profits attributable to install- 
ment sales nladc in taxable years beginning after December 81, 1989& 

for the purpose of determining the excess profits credit based on 

invested capital pursuant to section 714 of the Internal Revenue Code 
in cases in which taxpayers have established eligibility for relief under 
section 786(a) of the Code and section 85. 786(a)-1 of Regulations 
112. Such reconsideration was necessitated by the decisiolis in Rim 
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brell's B'ome I'urnish~'nJcs, Inc. . v. Commissione~ (150 Fed. (2d) 
608); Buseh's Kredit Jewelry Co. , Inc. , v, Commissioner (170 I'ecl. 
(2d) 298, certiorari denied, 330 U. S. 067); and John Breuner Co. v. 
Commissioner (179 I'ecl. (2cl) 685, certiorari denied, 830 U. S. 007). 

Heretofore the Bureau has maintained the position that unrealized. 
profits attributable to installment sales macle in taxable years begin- 
ning after December 31, 1930, as well as unrealized profits attributable 
to such sales macle in taxable ~years beginning prior to January 1, 1040, 
may not be included in earnings and profits tor the purpose of deter- 
mining the excess profits creclit based on inv sted capital. In the 
above-cited cases it was held that unrealized profits attributable to 
installment sales macle in taxable years beginning after December 31, 
1080, Inay be included in earnings and profits for such purpose. How- 
ever, in the clccisions in John Breuner Co. v. Commissioner, supra) 
3Iay, Stern ck Co. v. Commissioner (181 Fed. (2d) 407, certiorari cle- 
nied, 340 U. S. 814); and JIaa7ey Furniture Co. v. United States (87 
Fed. Supp. 590) the courts upheld the Burea. u's position that unreal- 
ized profits attributable to installment sales made in taxable years 
beginning prior to January 1, 1040, are not to be included in earnings 
and profits for the purpose of computing the excess profits credit basecl 
on invested capital. (See also white Brothers Co. v. Commz'ssionci, 
180 Fed. (2d) 451, certiorari deniecl, 340 U. S. 825. ) 

In view of the foregoing, it is held that for the purpose of cleter- 
mining the excess profits credit based on investecl capital pursuant to 
section 714 of the Internal Revenue Code, unrealizecl profits attribut- 
able to installment sales macle in taxable years beginning after Decem- 
ber 31, 1989, may be includecl in earnings and profits of taxpayers 
which have establishecl eligibility for relief uncler section 786(a) of 
the Code and section 35. 736(a) — 1 of Regulations 112. It is held fur- 
ther that unrealized profits attributable to installment sales macle in 
taxable years beginning prior to January 1, 1040, may not be incluclecl 
in earnings ancl profits for such purpose. 

CHAPTER 38. — MISCELLANEOUS PROVISIONS 

SECTION 3707. — DEFINITIONS 
SEGTI0N 20. 3797 — 11; Military or naval forces 

and Armecl Forces of the United States. 

INTERNAL REVEXCE CODE 

Regulations 111 amended. (See T. D. 5832, page 8. ) 





ESTATE AND GIFT TAXES 

ESTATE TAX 

SECTION 811(a). — GROSS ESTATE: DECEDENT'S 
INTEREST 

SEOTIoN 81. 18, REUUIATIoNs 105: Property of 
decedent at time of deat]1. 

1051-10-18589 
Ct. D. 1780 

ESTATE TAZ — INTERNAL BE) ENCE coDE — vIcTQRY LIBERTY LQAN ACT- 
DECISIOV OI' CIRCUIT COURT 

1. Gsoss ZsTATE — LexzMPTICNs — VALUE CF UNITED STATEs BovDs 
OwNED BY NCNREsIDENT ALIEN DzcEDEivT. 

The principal, plus accrued interest, of United States bonds issued 
after March 1, 1941, physically located in the I:nited States aud 
beneficially owned at the time of his death by a nonresident alien 
not engaged in business in the United States, is exempt from FeIl- 
eral estate tax by virtue of section 4 of the Victory Liberty Loan 
Act of March 3, 1919. 
2. DzcisioN Rzvzzszn. 

Decision of tbe Tax Court (9 T. C. 338 (1947) ) reversed. 

UNITED STATES COURT OF APPEALS FOR TEIE SECOND CIRCUIT 

Estate of Ixarl Jandorf, The First National Banlc of Boston, Custodian and 
atatutory Executor, petitioner, v. Commissioner of Internal Iieomiue, 
respondent 

[171 Fed. (2d) 464] 

Petition to review a decision ot The Tax Court of the United States 

Before SwAN, CIIAsz, and I'RANK, Circuit Judges 

[December 21, 1948] 

OPIVION 

SwAN, Circuit Judge: This appeal involves the Federal estate tax of the 
estate of Karl Jandorf, a nonresident alien not en aged in business in the 
United States. At the date of his death on 6'ovember 19, 1943, he Ivas the bene- 
ficial owner of $150, 000 of United States bonds phvsically located here, of which 
$75, 000 were issued after March 1, 1941. The question for decision is whether 
the principal, plus accrued interest, of the bonds issued after March 1, 1941, 
was properly includible in the decedent's gross estate. The Coruinissioner 
ruled that it was, producing the deficiency in suit, and the Tax Court confirmed 
his ruling. The petitioner contends that these bonds are exempt from the 
Federal estate tax. by virtue of section 4 of the Victory Liberty I. oan Act of 
March 8, 1919, which appears at 31 U. S. C. , section 750. It relies upon the 
legislative history of this statute, a judicial determinatiou thereof in 1927, and 
the long continued administrative practice of the Treasury Department prior 
to amendment of its regulations in 1941. 

Section 4 of the Victory Liberty Loan Act of March 3, 1919, 40 Stat. 1311, 
reads as follows: 

(69) 
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"SEc. 4. That section 3 of the Fourth Liberty Bond Act is hereby amended 

to read as follows: 
" 'SEc. 3. That, notwithstanding the provisions of the Second Liberty Bond 

Act or of the War Finance Corporation Act or of any other Act, bonds, notes, 

and certificates of indebtedness of the United Sta. tes and bonds of the War 

Finance Corporation shall, while beneficially owned by a nonresident alien 

individual, or a foreign corporation, partnership, or association, not engaged in 

business in the United States, be exempt both as to principal and interest from 

any and all taxation now or hereafter imposed by the United States, any State, 
or any of the possessions of the United States or by any local taxing authority'. " 

Consideration of tbe meaning of this statute should start with the First Liberty 
Bond Act of April 24, 1917, 40 Stat. 35. Section 1 thereof provided that the 

bonds issued thereunder 
"shall be ezempt, both as to principal and interest, from all taza- 
tion, except estate or inheritance taxes, imposed by authority of 
the United States, or its possessions, or by any State or local taxin 
authority; 

Section 7 of the Second Liberty Bond Act of September 24, 1917, 40 Stat. 291, 
provided a similar exemption "from all taxation now or hereafter imposed" 
except (a) estate or inheritance, and (b) suriaxes, excess profits and war- 
profits taxes. It should be noted that estate or inheritance ta~es are excises 
on the bondholder's privilege of transferring the bonds at death, while sur- 
taxes, excess profits and war-profits taxes are direct property taxes; and that 
the legislators apparently thought it necessary to except both clos, es in order 
to take them out of the general words of exemption. The Third Liberty Bond 
Act of April 4, 1918, 40 Stat. 502, amended certain sections of the Second Liberty 
Bond Act but not section 7. Tliese three Acts, while granting certain exeruptions 
from taxation treated ail bondholders alike for purposes of taxation, whetlier 
they were aliens or citizens, resideut or nonresident. 

The idea that a special exemption should be granted to foreign investors in 
United States bonds first appeared in section 3 of the Fourth Libertv Bond Act of 
July 9, 1918, 40 Stat. 84o. This provided: 

"Src. 3. That notwithstanding the provisions of the Second Liberty Bond Act, as 
amended by the Third Liberty Bond Act, or of the War Finance Corporation 
Act, bonds and certificates of indebtedness of the United States payable in any 
foreign nioney or foreign monevs, and bonds of the War Finance Corporation 
payable in any foreign iuoney or foreign moneys exclusively or in the alternative, 
shall, if and to the extent expressed in such bonds at the time of their issue, with 
the approval of the Secretary of the Treasury, while beneficially owned by a 
nouresident alien individual, or by a foreign corporation, partnership, or associa- 
tion, not engaged in business in the United States, be exempt both as to principal 
and interest from any and all taxation now or hereafter imposed by the United 
States, any State, or any of the possessions of tbe United States, or by any 
local taxing authority. " 
It will be observed that the exemption "from any and all taxation" granted to 
bonds payable in foreign money contained no exception of estate or inheritance 
'taxes or of surtaxes, excess profits or war profiis taxes. Section 3 of the Fourth 
Liberty Bond Act was amended by section 4 of tbe Victory Liberty Loan Act of 
Narch 3, 1919, 40 Stat. 1311, already quoted. This amendment struck out the 
requirements that the exempted bonds be payable in foreign money; in other 
words, it extended tbe ezcmption to all United States bonds, whether or not 
payable in foreign inoney, while beneficially owned by a nonresident alien not 
engaged in business in the United States. At the same time section 1 of the 
~ ictory Liberty Loan Act, 40 Stat. 1309, which added a new section to the 
Second Liberty Bond Act, provided that "the notes herein authorized" may be 
issued "ezempt, both as to principal and interest, from all taxation (except 
estate or inheritance taxes), " and pursuant to subdivision (b) (2) graduated 
income taxes might also be excepted. The use of the same words of exemption in 
difierent sections of the same statute with an expressly declared exception in one 
case and not in the other, is a strong indication that the Congress thought the 
exception necessary in order to exclude estate and inheritance taxes from the 
broad words of the exemption provision. And this is borne out by the remarks 
of Senator Simmons, chairman of the Senate Finance Committee, in connection 
with sectio~ 3 of the Fourth Libertv Bond Act as reported in 56 Congressional 
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Record 8601. ' It is further substantiated by the proposal of Congressman Parker 
of New Jersey to eliminate the qualifying words "ezcept estate or inheritance 
taxes" from section 1 of the Victory Liberty Loan Act as an inducement to 
wealthy investors to lend their money to the United States. ' The discussion 
and rejection of this amendment is evidence that the members of the House 
were aware that the inclusion or omission of this exception clause was controlling 
upon whether or not the exemption embraced the estate taz. And the omission 
of the exception in section 4 which came up before the House immediately after 
the vote on the Parker amendment must therefore be regarded as eviclence of a 
deliberate intention to make the exemption applicable to the estate taz in the 
case of bonds, notes and certificate of indebtedness of the United States bene- 
ficially owned by nonresident aliens. 

As early as 1920 the Internal Revenue Bureau had taken the position that 
United States bonds held in trust for a nonresiclent alien at the time of his death 
should not be included in the decedent's gross estate for the purpose of the 
estate tax. And on January 5, 1928, shortly after Judge Knox's decision in 
Farmers Loan &5 Trust Co. v. Bon:ers, 22 Fed. (2d) 464 (D. C. S. D. N. Y. ), that 
United States bonds owaed by a nonresident alien not eagaged in business in the 
United States were exempt from the I'ederal estate taz, ' Treasury Regulations 70, 
article 11 was amended by adding the following new sentence: 

"In ease the dececlcnt was a nonresident alien not engaged in business in 
the United States, bonds, notes, ancl certificates of indebtedness of the 
United States, and bonds of the War Finance Corporation, beaeficially 
owned by such alien, should not be included. " 

This provision continued substantially unchanged until 1941 when it was 
amended s by aclding at the end 

"however, bonds, notes, and certificates of indebtedness of the United States, 
issued on or after March 1, 1041, which such clececlent benefiiciallv ownecl, 
should be included in the gross estate. " ' 

r "Mr. Trrolss. I desire to ask the Senator from North Caroliua what the provision 
of the law is with reference to the taxation of bonds which are held by foreign nouresideuts 2 

"Mr. Srrraross. The present law imposes the same tax upon bonds owne&1 by nonresident 
aliens that it does upon bonds owned by citizens of this country. 

"Mr. TrroMss. I was unable to attend the meetings of the Finance Committee haviu 
cousideratiou of this bill, aud I therefore would like to be informed why the change is 
uow proposed whereby this exemptiou is to take e(feet? 

"Mr. Srrrrroxs. The Senator from Colorado mill recall that iu the last liberty boa&1 
bill we inserted a provision authorizing the issuance of a certain number of those bonds 
payable iu foreign money or moneys. That was &loue for the purpose of stabilizing exchange 
aud for the a&lditional purpose of furrfishiug an induccroeut or incentive to foreign investors 
to buy these bonds. The testimony before tl)e Ways aud lieaus Comruittee showed that 
it was impracticable to induce foreigners to invest in these bonds if tlrey were subject to 
Federal and State taxation, aud if we were to secure such purchasers for these bonds from 
abroad it would be necessary to relieve them from taxation. 

"Mr. Trroruas. May I ask whether any of the former issues were purchased with foreign 
money or by foreigu investors? 

"Mr. Sr&usrorvs. I thiul- uot; but I understand none were so sold. 
"Mr. Trroncss. In other words, the purpose of section 8 is to place all bonds upon au 

equality with regard to the cxemptiou feature2 
"Mr. Srrrrroxs. All bonds sold to nonresident aliens, so long as the beneficia interest 

iu the bond is owned by them — so it is a corporation. 
"Mr. Trror&ras. As well as those which are to be authorized by this bill' ? 
"Mr. Srx&sross. rs, The bonds that are authorized by this bfil to be paid for in foreign 

money aud sold to forei uers, to nonresident aliens, would uot be subject to taxation at 
all, while the bonds sold in our own markets are subject to the surtax aud the iuberitauce 
tax. " 

' "Mr. Prrartsa. s * s It has been thought a great tbiug to relieve the first series 
of these notes froru all taxes except estate or iuberitauce taxes. There are iu this country 
several gentlemen worth a great many million dollars, one at least worth several hundreds 
of millions of dollars, aud they are often uot young, but look to the time soon when they 
may die and when that inheritance tax will have to be paid. I have forgotten how 
much it is. 

"Mr. Krrcrrrx. Twenty-five percent is the highest. 
Ml', PABKER of New Jersey. That is enough so that if we want these meu to give their 

millions aud hundreds of millions to our loans, let the law provide that loans shall bear 
interest at between 2 aud 3 percent, uot less tbau 2 aud not ruore than 8, but that they 
shall be free from taxation, interest aml principal, that estate an&1 inheritance taxes 
shall not aifect them, aud that the credit aud obligatious of the 1:uited States shall 
never be impeached by any foreign country, or by any market, and, least of all, by itself. " 
57 Cong. Rec. 4280 — 00. 

s 1920 Corporation Trust Company's War Tax Service, sections 322 — 823. 
&The Government took uo appeal from this decision. This taxpaver appealed from 

adverse rulings on other issues, reported in 15 F&ed. (2d) 706, aud its apl&eal was sustained. 
Farmers Loan &6 Trust Co. v. Bo&sers, 2 Cir. , 29 Fed. (2d) 14. Of course the exemption 
of the bonds was not an issue on tire appeah 

s T. D. 4118, VII — 1 Cuur. Bull. 316. 
'Tress. Reg. 105, sec. 81. 13 (101J). 
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Despite this legislative and arlministrative history, the respondent contends 
that section 4 of the Victory Liberty Loan Act exempting the bonds "from any 
and all tazation" does not include, and was not intended by Congress to include, 
the Felleral estate tax. The argument rests on the distinction between a direct 
tax on property and an estate tax, which is an excise tax. The respondent urges 
that it is the principal and interest of the bonds as property — not the bond- 
holder's privilege of passing them on at death, which the statute exempts. Iie 
relies on BIurdock v. Ivard, 178 U. S. 130, relating to the I'ederal inheritance 
tax Imposed by the IVar Revenue Act of 1S0S, 30 Stat. 44S, and plummer v. 
Coler, 178 U. S. 115, relating to the New York inheritance taz. Those eases sup- 
port the proposition that a provision exempting United States bonds from taxa- 
tion as to priracipal anti interest, nttltout more, relates exclusively to direct 
taxation of them as propertV. The cited cases would be persuasive, if Congress 
had not shown an intent to use the phrase "ezcmpt froru all taxation" to include 
estate taxes by expressjy ezceptiug them in one section of the statute and not in 
the other, and if the Treasury Department had not for 20 years construed the 
statute as granting exemption with respect to tbe estate tax. 

The Con)missioner has taken two completely contradictory positions in ex- 
empting bonds issue'. 1 prior to 5Iarch l. 1941, while denving exemption to those 
issued after that date. Either the Victory Libertv Loan Act did not grant 
exemption with respect to the Federal estate tax, iu )vhich case the Treasury 
regulations prior to 1941 were invalid, or it did grant such exemption, in which 
case there was no legal justification for the taxing officials to ditferentiate 
between bonds issued before alarch 1, 1941, and those issued after that date. 
For reasons already stated we believe that the statute discloses the intent of 
Congress to grant exenlption from the Federal estate tax with respect to bonds 
beneficially owned bv a nonresident alien decedent. Sections 4 and 5 of the 
Public Debt Act of 1941, 55 Stat. 0, upon which the Treasurv purports to base its 
volte face as to bonrls issued after EIarch 1, 1941, ' dealt only with income taxes 
and has no bearing, in our opinion, on the extent of the exemption granted by 
the Victory Liberty Loan Act of 1910 with respect to estate or inheritance taxes. 
Consequently tbe 1941 change in the article 81. 13 of the regulations finds no 
statutory support and is invalid. 

Tl e order is reversed and the cause remanrled. 

SECTION 980. — "EXECUTOR, " "iVET ESTATE" "MONTH)" 
c'COLLECTOR') 

SEGTIQN 81. 2 REGULATIQNs 105: Description 
of tax. 

(Also Section 811 (c), (d), and (i); Sec- 
tions 81. 15, 81. 16, 81. 17, 81. 18, 81. 19, and 
81. 21) Regulations 105. ) 

1951-7 — 13566 
T. D. 5884 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER B, PART SL- 
ESTATE TAX UNDER CH lPTER 3 OF TIIE INTERNAL REVENUE CODE, AS 
AMENDED 

Regulations 105 amenclerl to conform to Public Law 37S (81st 
Cong. , 1st sess. ) [C. B. 1040-, 275] and Public Law 701 (81st Cong. , 2d sess. ) [C. B. 1050 — 2, 248]. 

TREASURY DKPART5IFNT) 
OFFICE OF COI)15IISSIONER OF INTERNAL REVENUE. 

lVasht'ngton 8, ')) D. O. 
To CoVectors of Internal Pevcnue and Others Concerned: 

On November 18, 1950, notice of proposed rule making, regarding 
the estate taz provisions ef Public Law 878 (81st Cong. , 1st sess. ) 
I C B 1&9 2) 275] ) approved. October 25, 1&9) and Public Law 761 

) T. D. 5040, 1941-1 Cuu), Bull. 195. 
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g 2d sess. ) [C. 15. 1050 — 2, 248], approvccl September 0, 
»5o) was Published in the Ir ederal Register (15 F R. 7880). +fter' 
consideration of all such relevant matter as was presented by interested 
persons regarding the rules proposed, the amenclments set forth below 
are hereby adopted. Such amenclments are necessary in order to 
conform Regulations 105 [20 CFR, part 81], relating to the estate tax, 
to Public Laws 078 ancl 701, Eighty-tirst Congress. 

PARAGRAPEI 1. There is inserted imlnecliately before section. 81. 2 |20 
Clr"R 81. 2] the following: 

PUBLIC LAW 878 (81st CONG. , 1'st SESS. ), APPROVED OCTOBER 
25, 1040 

Be it enacte&l by the Senate an&i Iforrsc of Retrreserrtatiecs of the Unites' 
States of Amer'ica in Conyr ess assembled. , 

SEC. 10. EXEMPTION FROII TIIE ADDITIONAL ESTATE TAX 
FOR CERTAIN 1&IEAIBEIIS OF AR'rrlED I ORCES. 

(a) Subchapter B of chapter 8 of the Internal Revenue Code (relating 
to additional estate tax) is aruended by adding at the end thereof the 
following nevv section: 

"SEC. 080. CERTAIN iIEMBERS OF ARilED FORCES. 
"The tax imposed by section 085 shall not apply to the transfer of the 

net estate of a citizen or resident of the United States dying on or after 
December 7, 1041, and before January 1, 1047, while in active service as 
a member of the military or naval forces of the United States or of any 
of the other United Nations if such decedent— 

"(1) was killed in action; or 
"(2) died as a result of wounds or other injuries, or of discase, 

suffered while in line of duty by reason of a hazard to which he was 
subjected as an incident of iuilitary or naval service. " 

(b) If the refund of any overpayment resulting from the application 
of this section is prcveuted on the date of the enactment of this Act, 
or withiu one year from such date, by the operation of any law or rule 
of lasv (other than section 8701 of the Interual Revenue Code, relating 
to compromises), refund of such overpayment may, nevertheless, be macle 
if. claim therefor is filed within one rear from the date of the enactment 
of this Act. No interest shall be paid on any overpaymeirt resulting 
from the application of this section. 

'PAR. 2. Section 81. 2, as amended by Treasury Decision 5009 [C. B. 
1040 — 1, 181], approved Slay 10, 1049 [20 CFR 81. 2], is further amended 
(A) by striking the heading thereof which reacls as follows: "GFNERAI. 
DEscRIPTION. — ", and by inserting in lieu thereof the following: "DE- 
scRIPTIGN or TAx. — (a) In general. "; and (H) by adding at the end of 
such section the following: 

(b) L~'zenrption from additional estate taa for certain mernbcrs of tire Arnred 
Forces. — Section M0 of the Internal Revenue Code, as aclclccl by section 10 of 
I'ublic Law 378 (81st Cong. ), provides that the additional estate tax does not 
apply to the transfer of the net estate of a citizen or resident of the United 
States dying after December 0, 1941, and before Tanuary 1, 1047, while in active 
service as a member of the military or naval forces of tlie Unitecl States or of 
any of the other United Nations if the decedent was either (1) killed ih action 
or (2) died as a result of woumls or other injuries, or of &lisease suffered while 
in line of duty by reason of a hazard to which he was subjected as an inciclent of 
military err naval service. 

If the official record of the military force of which the dece&lent was a member 
at the time of his death states that death resultccl from wrruu&ls or in juries 
received or disease contracted while in line of duty, such f ict sl&ull, in the 

aas290' — sl — G 
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absence of evidence establishing the contrary, be presumed to be established 
for the purposes of the exemption. Moreover, wounds, injuries, or disease 
suifered while in line of duty will be considered to have been caused by a hazard 
to which the decedent was subjected as an incident of military or naval service 
unless the hazard vvhich caused such wounds, injuries, or disease was clearly 
unrelated to such service. 

A person was in active service as a member of the military or naval forces of 
the United States or of any of the other United Nations if he was at the time of 
his death actually serving in such forces, not necessarilv in the field or in the 
theater of war. Personnel in the inaciire reserves or on retirement are not in 
active service. Periods during which a person is absent from duty on account 
of sickness, wounds, leave, internment bv the enemy, or other lawful cause are 
periods of actire service. 

For the purposes of this section the military and naval forces of the United 
States include (but are nor necessarily limited to) the Army, the Nary, th& 
Marine Corps, tbe Coast Guard, the Army Nurse Corps, Fe&nale, the Navy Nurs& 
Corps, Female, the Women's Armv Auxiliary Corps or the lvomen's Army Corps, 
the Women's Reserve Branch of the Naval Reserve, the &I, &rine Corps Women' s 
Reserve, and the Coast Guard Reserve, including the Coast Guard Women' s 
Reserve. Ho~ever, the exemption is not allowed to the estate of a decedent 
whose only military status was of a limited character, such as that of a member 
of the Army Specialist Corps or. of certain temporary members of the Const 
Guard Reserre. For the purposes of this section the term "member of the mili- 
tary or naval forces * ~ * of any of the other United Nations" includes 
anv decedent whose duties and status in the service of any of the United Nations 
other than the United States & orresponded to those of any member of the military 
or naval forces of the United States as defined in this section. 

If refund of the additional estate tax paid bv an estate entitled to the 
exemption plovided by section 030 is prcrented on October 2o, 1040, the date of 
enactment of Public Law 378 (81st Cong. ), or within 1 year from such date by 
the operation of any law or rule of law (including a prior judicial determination) 
other than section 3761, of the Internal Revenue Code, relatin" to compromises, 
refund of such tax may nerertheless be made if claim therefor is filed within 
1 year from October 26, 1040. 

No interest shall be paid on any overpayment resultin from the application 
of section 10 of Public Law 378. 

P ~R. 3. The heading of section 811(c) of the Internal Revenue Code, 
which section of the Code is set forth immediately after section 81, 14 
[26 CI&'R 81. 14], is amended to read as follows: "(c) TRANsFERs IN 
CGNTEMPLATIGN QF oR TAKING KIT'EcT AT DEATEI [as ollglnally en- 
acted; see the amendlnents, set forth below, made by section 7, Public 
Law 8& 8& approved October 25, 10-M]. — ". 

PAR. 4. There is inserted immediately after section 851 of the Reve- 
nue Act of 1948 (inserted by Treasury Decision 5690, approved May 13, 1940) and preceding section 302(c) of the Revenue Act of 1926 (as originally enacted), which precede section 81. 15 [26 CFR 81. 15] the following: J) 

PUBLIC LAW 3 8 (81st CONG. , 1st SESS. ), APPROVED 
OCTOBER 2o, 1040 

Be it enacted bp the Senate and Ilouse of Representatives of the United States of America in Congress assembled, 

SEC, 6. RELINQUISHMENT OF POWERS IN CASE OF REC ' CAL TRUSTS. OF RECIPRO- 

c 
(c) In the case of a decedent who relinquished 

ember 31, 1060, a power described in section 1000(g) of the Inter~ Revenue Code, such relinquishment shall, for the purposes of 811(d) of such Code, be deemed not to haov b 
p ation of the death of such decedent if such relinqu' h 

la i e inquis ment by virtue 
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of the enactment of this section, is not deemed a transfer of property 
for the purposes of the gift tax. The provisions of this subsection shall 
be applicable with respect to estates of decedents dying after Febiuary 
10, 1M9. 

SEC. 7. TRA'XSFERS TAIZIb'G EFFECT AT DEATH. 
(a) Section 811(c) of the Internal Revenue Code (relating to trans- 

fers in contemplation of or taking effect at death) is hereby amended to 
read as follows: 

"(c) TRANsFERs IN CGNTEMPLATIGN oF, oR TAKING EFI'Ecr AT, DE~TH. — 
"(1) GENERAI. RULE. — To the extent of any interest therein of 

which the decedent has at any time Inade a transfer (except in case 
of a bona fide sale for an adequate and full consideration in money 
or money's worth), by trust or otherwise— 

"(A) in contemplation of his death. Any transfer of a 
material part of his property in the nature of a final disposi- 
tion or distribution thereof, made by the decedent within two 
Iears prior to his death without such consider, . tion, shall, 
unless shown to the contrary, be deemed to have been made in 
contemplation of death within the meaning of this subchapter; 
or 

"(8) under which he has retained for his life or for any 
period not ascertainable without reference to his death or for 
any period which does not in fact end before his death (i) the 
possession or enjoyment of, or the right to the income from, 
the properiy, or (ii) the right, either alone or in conjunction 
with any person, to designate the persons who shall possess 
or enjoy the property or the income therefrom; or 

"(C) intended to take effect in possession or enjoyment at 
or after his death. 

"(2) TRANsFERs TAKING EI'I ECT AT DEATH — TRANSFERs PRIOR To 
OcroRER 8, 1040. — An interest in propert:y of which the decedent 
made a transfer, on or before October 7, 1049, intcn&led to take effect 
in possession or enjovment at or after his death shall not be in- 
cluded in his gross estate under paragraph (1) (C) of this subsec- 
tion unless the decedent has retained a reversionary interest in 
the property, arising by the express terms of the instrument of 
transfer and not by operation of law, and the v;&lue of such re- 
versionary interest immediately before the death of the decedent 
exceeds 5 per centum of the value of such property. For the pur- 
poses of this paragraph, tbe term 'reversionary interest' includes 
a possibility that property transf&rred by the decedent (A) may 
return to him or his estate, or (B) may be subject to a power of 
disposition by him, but such term does not include a possibility that 
the income alone from such property mav return to hiu& or become 
subject to a pov;er of disposition by him. The value of a reversionary 
interest immediately before the death of the decedent shall be 
determined (without regard to the fact of the &lecedent's death) by 
usual methods of valuation, including the use of tables of mortality 
and actuarial principles, pursuant to regulations prescribed by the 
Commissioner with the approval of the Secretary. In determining 
the value of a possibility that property may be subject to a power 
of disposition by the decedent, such possibility shall be valued as 
if it were a possibility that such property may return to the de- 
cedent or his estate. 

(8) TRANRFERs TAKING EFFEOT AT DEATH — TRANsFERs AFTER 

OcTORER 7, 1040. — An interest in property transferred by the de- 
cedent after October 7, 1040, shall be included in his gross estate 
under paragra. ph (1) (C) of this subsection (whether or not the 
decedent retained any right or interest in the property transferred) 
if and only if— 

"(A) possession or enjoyment of the prop. rty can, throu h 
ownership of such interest, be obtaiued only by surviving the 
decedent; or 
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"(B) under alternative contin, encies provided by the terms 
of the transfer, possession or enjoyment of the property can, 
through ownership of such interest, be obtained only by sur- 

viving the earlier to occur of (i) the decedent's death or (ii) 
some other event; and such other event d d not in fact occur 
during the decedent's life. 

Notwithstanding the foregoing sentence, an interest so transferred 
shall not be included in the decedent's gross estate under paragraph 
(1) (C) of this subsection if possession or enjoyment of the property 
could have been obtained by any beneficiary during the decedent's 
life through the exercise of a power of appointmeut (as defined 

in section 811(f) (2) ) vvhicb in fact was exercisable immediately 
prior to the decedent's death. " 

(b) The amendment made by subsection (a) shall be applicable 
with respect to estates of decedents dying after I ebruary 10, 1939. The 
provisions of section 811(c) of the Internal Revenue Code, as amended 
by subsection (a), shall (except as otherwise specifically provided in 
such section or in the following sentence) apply to transfers made on, 
before, or after February 20, 1926. The provisions of section 811(c) 
(1) (B) of such Code shall not, in the case of a decedeut dying prior to 
January 1, 1950, apply to— 

(1) a transfer made prior to March 4, 1931; or 
(2) a transfer made after March 3, 1931, and prior to June 7, 

1932, unless the property transferred would have been includible 
in the decedent's gross estate by reason of the amendatory language 
of the joint resolution of March 8, 1931 (40 Stat. 1516). 

No interest shall be allowed or paid on any overpayment resulting from 
the application of subsection (a) with respect to any payment made 
prior to the date of the enactment of this Act. 

(c) [as amended by Public Law 701, 81st Cong. , approved Septem- 
ber 0, 1950] If refund or credit of any overpavment resulting from the 
application of subsections (a) and (b) is prevented on the date of the 
enactment of this Act, or within one year from such date, by the opera- 
tion of any law or rule of law (other than section 8700 of the Internal 
Revenue Code, relating to closing agreements, and other than section 
8761 of such Code, relating to compromises), refund or credit of such 
overpayment may, nevertheless, be made or allowed if claim therefor 
is filed within one year from the date of the enactment of this Act. This 
subsection shall not apply with respect to a transfer of property in case 
(1) the decedent retained for his life or for any period not ascertain- 
able without reference to his death or for any period which did not in 
fact end before his death (A) the possession or enjoyment of, or the 
right to the income from, the property, or (B) the right, either alone or 
in conjunction with any person, to designate the persons who should 
possess or enjoy the property or the income therefrom, and (2) refund 
or credit of any overpayment resulting from the application of subsec- 
tions (a) and (b) was prevented on or before January 16, 1949, by the 
operation of any law or rule of law. 

SEC. 8. TAX-FREE RELEASE OI' CERTAIN LII'E ESTATES. 
In the case of a transfer of property made prior to Tune 7, 1982, under 

which the grantor retained (1) the possession or enjoyment of, or the 
right to the income from, the property, or (2) the right, either alone 
or in conjunction with any person, to designate the persons who shall 
possess or enjoy the property or the income therefrom, then an assign- 
ment by the grantor of such possession, enjoyment, or right to 
income, or a relinquishment by him of such right of designation, 
shall, * * * if made prior to 1951, not be deemed to have been made in contemplation of death within the meaning of chapter 8 of such Code. The foregoing provisions shall not apply— 

(A) if the transfer was made after March 8, 1981, and prior to June 7, 1982, and if the property transferred would have been in- cludible in the grantor's gross estate upon his cleath by re. so f t &e amendatory language of the joint resolution of March 8, 1931 (45 Stat. 1510); or 
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(n) if the property transferred would have been inclndi1&le in 
the grantor's gross estate under se tion 811(d) of the I!!terual 
Revenue Code had he died on October 7, 1049. 

PAR. 5. Section 81. 15, as amenclecl by Treasury Decision 5099 [26 
CFR 81. 15], is further amended by changing (2) of the first sentence 
to read: "(2) transfers intended to take effect in possession or enjoy- 
ment at or after the decedent's cleath (see section 81. 17) . '. 

PAR. 0. Section 81. 10, as amenclecl by 'I reasnrv Decisioi) 5218 [C. 13. 
1943, 1118]& approved. AIarch 19, 1'340 [20 CI'H 81. 10], is further 
amended by inserting at the encl thereof the following: 

Section 8 of Public Law 818 (81st Cong. ) provides that in the case of property 
transferred by the decedent prior to June 7, 1082, with retention or reservation 
of the possession or enjoyinent of, or the right to the income froiu, the propertv, 
or the right, either alone or in conjunctiou ivith any pe&son, to designate the 
person or persons who shall possess or enjoy the property or the income there- 
from, an assignment by the decedent of such possession, enjoyment, or right to 
income, or relinquishment bv liim of such riglit of designation, shall, if macle dur- 
ing his lifetime and prior to 1051, not be cleemed to have been made in conteuipla- 
tion of death. This provision of section 8 does not apply— 

(1) to any transfer made after JI;irch 8, 1081, ancl before June 7, 1082, 
which, had the decedent died immediately Iirior to the time of the ass!gii- 
ment or relinquish&»cnt, woulcl have been cousidered a transfer described in 
section 81. 18(b) (1) or 81. 10(b) (1); or 

&2) if the property transferred would have been includible in tlie dece- 
dent's "ross estate under section 811(d) had lie died on October 7, 1040. 

PAR. 7. Section 81. 17, as amendecl by Treasnrv Decision 57-11 [C. B. 
1949 — 2, 114], approved September 6, 1949 [26 CI!'R 81. 17], is amended 
to read. as follows: 

SEc. 81. 17. TI'Xr&sFERS IxYKxDEn To TAKE EFFr&CT AT OR AFTER THE DECEnxvT's 
DEATlr — (a) Introductory. — Except in the case of a bona ficle sale for an ade&i&mte 
and full cousideration in nioney or money's wortli and except as otherwise pro- 
vided in sedtion Sll(c) (2) (applicable to transfers made prior to October S, 
1049) section Sll(c) (1) (C) requires the inclusion in the gross estate of a 
decedent of the value of an interest in property of which he has made a transfer 
"intencled to take effect in possession or enjoycucnt at or after his death. " The 
rules applicable to transfers iuade after October 7, 1949, are set forth in (I&) of 
this section and those applicable to transfers made prioi' to October S, 1910, are 
set forth in (c) of this section. 

(b) Transfers made after Octal&rr 7, Iy. [o. — A transfer of an interest in prop- 
erty by the decedent during his life if macle after October 7, 1049, is 'intended 
to take effect in possession or enjoyruent at or after his dcatli" if an&1 only if— 

(1) possession or enjoyment of tlie property can, through ownership of 
such iuterest, be obtaiued only by surviviug the decedent (section 811(c) (8) 
(A)); or 

(2) under alternative contingeucies provided bv the terms of the transf& r, 
possession, or enjoyiuent of the property can, through ownership of such in- 
terest, be obtained only by surviving the earlier to occur of (i) the deccclentts 
death or (ii) some other event; and such other event did not in fact occur 
during the decedent's life (section 811(c) (8) (8) ). 

Notwithstandin the foregoing rules, an interest in property transferred by the 
decedent is not includible in the gross estate under tins par &graph if possessiou 
or enjoyiuent of the property was obtainable by any beneficiary during the 
decedent's life through the exercise of a poiver of appointment, as defined in 
section 811(f) (2), wliicli was in fact exercisable iumicdiately prior to the 
decedeut's death. 

The foregoing rules are to be appIied in the light of circumstances existing 
immediately prior to the decedeut's death. For tlie purpose of rule (2), the ex- 
pression "some other event" includes the expiration of a term of v&ars or the 
happening or failure to happen of a certain or uncertain event (inclu&1in the 
possible exercise of a power which is not a taxable power of. appoiiitmeiit as 
defined in section 811(f) (2) ). 
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Where separate interests are transferred to each of several beneficiaries, the 
above rules are to be separately applied to each interest. Thus, if beneficiary A 
receives an interest which enables him to obtain possession or enjoyment of 
the property only by surviving the decedent and beneficiary B obtains an in- 
terest which enables him to obtain possession or enjoyment of the property only 
on the occurrence of some event unrelated to the decedent's death, it is only the 
transfer of the interest to beneficiary A which is intended to take effect in pos- 
session or eujoyment at or after the decedent's death. See also examples (2) 
and (4) belo~. Likewise, if the decedent gave his son the immediate right to 
receive the income from the property until 5 years after the clecedent's death, 
and the right to the corpus upon the expiration of such term, it is only the trans- 
fer of the latter interest which is intentled to take effect in possession or enjov. 
ment at or after the clecedent's death. 

The followiug examples illustrate the application of the foregoing principles. 
It is assumed that in each case the transfer is made after October 7, 1949. 

Ezample (I). The decedent transferred property in trust, providing for an 
estate for life in his daughter, and a remainder to the children of the daughter. 
No part of the property is includible under this section. The claughter can 
possess and enjoy the property through ownership of the life estate without 
surviving the dececlent. Tbe same is true of the daughter's children u ith respect 
to their remainder interest. 

Ezample (2). The decedent transferred property in trust, to pay the income 
to his wife during her life, and at her death to pay the corpus to the decedent 
if living, and if not, to his childre. The decedent was survived by his wife. The 
value of the transferrc&l property, less the outstanding life estate in the vvife, 
is includible in the decedent's gross estate since the children cannot obtain 
possession or enjoyment of the property, through ownership of their interest, 
except by surviving the decedent. 

Ezamp(e (8). The decedent transferred property in trust to accumulate the in- 
come during his life and at his death to distribute the principal and accumu- 
lated income to his son or the son's estate. While the decedent retained no 
right or interest in the property, tbe transfer is taxable since possession or 
enjoyment of the property cannot be obtained except by surviving the decedeut. 

Ezample (4). The decedent transferre&l property in trust providing for pay- 
ment of the income to his wife until her death, at which time the son was to 
receive the corpus. If the son predeceased the wife the corpus was to revert to 
the decedent if livin at his wife's death; and if the decedent. was not then 
living, it was to pass to X or X's estate. The decedent was survived by his wife, 
his son, and X. Neither the interest transferred to the wife nor to the son is 
includible in the decedent's gross estate under this section since each could, 
through ownership of his interest, obtain possession or enjoyment of tbe property 
even though the decedent was living. The interest transferred to X, however, 
is includible under section 811(c) (8) (A) (to the extent of the value of X's 
interest immediately after the decedent's death) since X's possession or enjoy- 
ment of tbe propertv, if it materializes, could be obtained only by surviving 
the decedent. Section 811(c) (8) (B) has no application to this example. 

Ezample (5). The decedent transferred property in trust, to accumulate the 
income until his son reached the age of 80, or until the decedent's prior death. 
Upon the first to occur of these events the son was to receive the corpus. The 
decedent's death in fact occurred before his son attained the age of 80. The 
transfer is taxable under section 811(c) (8) (B) since the son could obtain 
possession or enjoyment only by surviving the earlier to occur of the decedent's 
death or the son's attaining age 80, and since the decedent's death in fact 
occurred first. 

Ezample (8). The decedent transferred property in trust providing for ac- 
cumulation of the income during his life, and at his death to pay the entire fund to his children or their issue. His wife was given the unrestricted power to alter, amend, or revoke the trust. The wife survived the decedent and did not 
in fact exercise her power during the decedent's life. Under the last sentence of section 811(c) (8) the transfer is not taxable since possession or enjoyment of the property was obtainable during the decedent's life through the exercise of the wife's power, which was a po~er of appointment as defined in section 811(f) (2) of the Internal Revenue Code, and was in fact exercisable immedi- ately prior to the decedent's death. 

(c) Transfers made prior to October 8, 19Iq9, — (1) ?n gene&a/. — A transfer of an interest in property made by the decedent prior to October 8, 1949 (whether 
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made before or after the enactment of the Revenue Act of 1016), is not "intended 
to take effect in possession or enjoyment at or after his death' unless possession 
or enjoyment of the transferred property can, through ownership of such 
interest, be obtained onlv by' survivin" the decedent. I'or the purpose of de- 
termining whether this requirement is satisfied, tbe principles illustrated in 
examples (1) to (4) of (b) of this section are applicable. Where possession 
or enjoyment of the transferred property can be obtained either by surviving the 
decedent or through the occurrence of some other event (as, for example, the 
exercise of a power), the transfer shall not be considered as intended to take 
effect in possession or enjoyment at or after the decedent's death unless, from 
a consideration of its terms and circumstances as a whole, tbe other event is 
deemed to be unreal, in which ease such other event shall be disregarded. 

However, not every interest in property of which the decedent made a transfer 
before October 8, 1040, intended to tal-e ei'feet in possession or enjoyment at or 
after his death, is includible in his gross estate under section 811(c) (1) (C). 
Section 811(c) (2) provides that an interest so transferred shall be included in 
the gross estate under section 811(c) (1) (C) only if the decedent has retained 
a reversionary interest in the transferred property arising by the express terms 
of the instrument of transfer and not by operation of law, and tbe value of 
such reversionary interest immediately before the death of the decedent exceeds 
5 percent of the value of the transferred property. For exotuple, where a de- 
cedent, prior to October 8, 1040, transferred property in trust, reservin the 
income to himself for life and providing that at his death the corpus should be 
distributed to his niece if living and, if not, to his estate, and the decedent's 
niece in fact survived him, the transfer is "intended to take effect in possession 
or enjoyment at or after his death. " However, the transferred property is 
includible in the gross estate under section 811(c) (1) (C) if, and only if, the 
value of the decedent's reversionary interest immediately before his death 
exceeded 5 percent of the value of the transferred property. (Even though not 
includible under section 811(c) (1) (C), the transferred property may, depend- 
ing upon the date of transfer and the date of the decedent's death, be iucludible 
under section 811(c) (1) (13); in this connection, see section 81. 18. ) 

The term "reversionary interest" includes a possibility that property trans- 
ferred by the decedent may return to him or his estate and a possibility that 
property transferred bv the decedent may become subject to a power of, disp~&sition 
by him, The term "reversionary interest" is not used in a technical sense; it 
includes any reserved ri bt under which the transferred property shall or may 
be zeturned to the grantor. Tbe term does not, hoivever, include rights to income 
ouly, such as a right to receive the income from a trust after the death of another 
person. (1 or regulations conccruing the effect of reservation of rights over 
income from tbc transferred property, see sections 81. 18 and 81. 10. ) 

A reversionary interest will be cousidered to arise by the express terms of 
the instrument of. transfer if the instrumcut contains an express disposition 
which a6irmatively creates a reversionary interest, even though the terms of 
the disposition do not refer to the decedent or bis estate, as such. I"or example, 
where a disposition vibich, in terms, is to the next of kin of the decedent con- 
stitutes, under tbe applicable local law, a reversibnary interest in the decedent's 
estate, such reserved reversiouary iuterest grill be considered to arise by the 
express terms of tbe instrutnent and not by operation of law. 

The value of tbe decedent's revcrsionarv interest shall be cou&puted as of 
tbe moment inunediately before his death without regard to whether the exec- 
utor elects to have tbe gross estate valued as provided under section 811(j) 
and without reg'ard to the fact of the decedent's death. Such value shall be 
ascertained according to recognized valuation principles applicable in deter- 
minin the value for estate and gift tax purposes of future or conditional inter& sts 
in property. See sectiou 81. 10(i) (8). A possibility that the decedent may be 
able tn dispose of property under certain conditions shall be deemed to be as 
valuable as a right to the return of the property to him under those conditions. 

The value of tbe reversionary interest shall be ascertained as though the 
decedent were, immediately before his death, mal-ing a gift of tbe propertv and 
retaining the reversionary interest. See, for example, section 86. 10(g) of Regu- 
lations 108, per taiuing to the gift tax. If a reversionary interest does not have 
an ascertainable value under the applicable valuation principles, it is considered 
to have a value of. zero, Thus, if a reversionary interest consisting of a right 
enforceable in equity to compel a trustee to apply trust corpus for the support 
and maint&. nance of the grautor would be considered to have a v &lue of zero for 
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gift tsx purposes were it being retained under a transfer by gift, it is to be 
similarly valued for the purposes of this section. 

In determining whether the value of a reversionary interest exceeds 5 percent, 
it is to be compared with the entire value of the transferred property, including 
interests which are not dependent upon survivorship of the decedent. Thus, if 
A transferred property in trust with the income payable to B for B's life and 
with the remainder payable to X unless B predeceases A, in which event the 
property shall return to A, and A dies during B's life, the value of A" s rever- 
sionary interest immediately before his death shall be compared with the entire 
value of the trust corpus, without deduction of the value of B's outstanding life 
estate. 

A reversionary interest which, for instance, exists in only one-half of the 
corpus of a trust shall be compared with the value of such one-half. Assume, 
for example, that the decedent transferred property in trust prior to October 6, 
1949, providing that the income should be paid to himself for life and that, upon 
his death, the property should be distributed to his children. The trust instru- 
ment further provided that the dececlent should have the right, upon the prior 
death of his wife, to request the return of one-half of the property. The decedent 
was survived by his wife. If the value of the decedent's reversionary interest 
exceeded 5 percent of the value of the one-half of the corpus in which it existed, 
such one-half is inclutlible in the decedent's gross estate under section 
811(c) (1) (C), but the other one-half is not includible under that section. (Such 
other one-half may, however, depending upon the date of transfer and the date 
of the decedent's death, be includible under section 811(c) (1) (B). ) 

(2) Retroactive operation. — The rule (set forth in subparagraph (1) ) that an 
interest in property of which the decedent, prior to October 8, 1949, made a 
transfer "intended to take effect in possession or enjoyment at or after his death" 
is to be included in his gross estate only if he expressly reserved a reversionary 
interest having a value in excess of 5 percent of the value of the transferred 
property results from the addition of section 811(c) (2) of the Internal Revenue 
Code made by section 7(a) of Public Law 378 (81st Cong. ), approved October 25, 
1949, and is applicable with respect to estates of decedents dying after February 
10, 1939, the date of enactment of the Internal Revenue Code. 

Section 7(b) of Public Law 378 provides that no interest shall be allowed or 
paid on any overpavment resulting from the application of section 7(a) of 
such Public law with respect to any payment made prior to October 25, 1949. 

Where refund or credit of any overpayment resulting from the application of 
section 7(a) of Public Law 378 is prevented on or before October 25, 1950, by 
the operation of any law or rule of law (includin a judicial determination but 
not including section 3760, relating to closing agreements, and not including 
section 3&61, relating to compromises), section 7(c) of such Public law provides 
that refund or credit of such overpayment may, nevertheless, be made or allowed 
if claim therefor is filed on or before October 25, 1950: 

Provided houever, That in case such overpayment relates to a transfer of. 
property under which the decedent retained for his life or for any period not 
ascertainable without reference to his death or for any period which did not 
in fact end before his death (A) the possession or enjoyment of, or the right 
to the income from, the transferred property, or (B) the right, either alone or 
in conjunction with any person, to designate the persons who should possess or enjoy such property or the income therefrom, the following condition is also met: Such refund or credit was not prevented on or before January 16, 1949, 
by the operation of any law or rule of law. 

(3) Certain transfers betu&ecn November 11, 193$, and January 29, 19l&0. — 
Where the transfer was made during the period between November 11, 1935 (that being the date upon which the Supreme Court of the United States rendered its decisions in the eases of Ilelvering v. St. Louis Union Trust Co. (296 U. S. 39) and Ilccl;er v. St. Louis Union Trust Co. (296 U. S. 48) ), and January 29, 1940 (that being the date upon which such Court rendered its decisions in Helvering v. 
malleolus and companion eases (309 U. S. 108) ), and the Commissioner, whose determination therein shall be conclusive, determines that such transfer is classifiable with the transfers involved in such two eases decided on November 11, 1935, rather than with the transfer involved in the case of Ifiein v. United States (283 U. S. 231), previously decided by such Court, then the property so transferred shall not be included in the decedent's gross estate under the provi- sions of this section, if the following condition is also met: S h t f h ll have been finally treated for all gift tax purposes, both as to the calendar year 

o me: uc transfer shall 
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of such transfer and subsequent calendar years, as a gift in an amount measured 
by the value of the property undiminished by reason of a provision in the instru- 
ment of transfer by which the property, in whole or in part, is to revert to the 
decedent should he survive the dome or another person, or the reverting thereof 
is conditioned upon some other contingency terminable by decedeut's death. 

PAR, 8. Section 81. 18, as amended by Treasury Decision i) &-11 [2G 
CFR 81. 18], is further amended as follows: 

(Al By striking therefrom the heading and the first paragraph 
(which en(ls with the words "term of yea! s") and insert!ng in lieu 
thereof the following: 

Ec. 81. 18. TaxxsvEus %7rTzz Possxssrox on Evzovx&rvr RzrAzxEu, — (n) Ge«- 
eral rule. — Except in the case of a bona fide sale for an a«equate and full con- 
sideration in looney or money's worth, section 811(c) (1) (R) requires the 
inclusion in the gross estate of the value of all property transferred by the 
decedent, whether in trust or otherwise, if the decedent retained or reserved 
the use, possession, right to the income, or other enjoyment of the transferred 
property (1) for his life; or (2) for any person not ascertaiuable without 
reference to his death; or (3) i' or such a period as tn evidence his intent&on 
that it should extend at least for the duration of his life and his death occurs 
before the expiration of such period. Except as provided in paragraph (b) of 
this section, such property is inc!udible without regard to the date when the 
transfer was made, whether before or after the enactment of the Revenue Act 
of 1016. 

A reservation for a "period not ascertainable without reference to his death" 
may be illustrated by a reservation of the right to receive, in quarterlv pay- 
ments, the income of thc transferred property where none of the inco&ne b& &wc&. n 
ibe last quarterly payment and the dcce&lent's death was to be received by bim 
or his estate. This expression also includes a reservation of the right to receive 
the income from transferred property after the death of another persou wbo in 
fact survived the decedent; but in such a case the amount to bc included in the 
gross estate under this section does not include the value of the outstanding 
income interest in such other person. Iiowever, if such other persou predeceased 
the decedent, the reservation may be considered to be for the decedent's life or 
for such a period as to evidence his intention that it should extend at least 
for the duration of his life. 

(B) By inserting at the end of such section the following: 

(b) Estates of dceedeuts dying before Janu«ry 7, Iglg. — In the case of a 
decedent who died before January 1, 1000, property shall not bc included in 
the gross estate under this section unless transferred— 

(1) after March 3, 1931, and before June 7, 1032, and the retention or 
reservation by tbe decedent was (A) for his life or (I!) for such a period as 
to evidence his intention that it should extend at least for the duration 
of his life, and his death occurs before the expiration of such period; or 

(2) on or after June 7, 1032. 

PA!t. 9. Section 81. 19, as amended by Treasury Decision 5&41 [2G 
CFR 81. 19], is further amended as follov s: 

(A) By striking therefrom the heading and the first three para- 
graphs (including subparagraphs (1) and (2) of the third paragraph) 
and inserting in lieu thereof the following: 

8Ec. 81. 10. TaxNsFzr's W&TI& R&eHT RvrAIxsu To P&:s«'xxTR WHo 8«. 'LTL 

Possess ou ENzoY. — (a) general rule. — Except in the case of a bona fide sale for 
an adequate and full consideration in money or money's worth, section 
811(c) (1) (R) requires the inclusion in the gross estate of the value of all 
property transferred by the decedent, whether in trust or otherwise, if there 
is retained by or reserved to him (1) for his life, or (2) for any period not 
ascertainable without reference to his death, or (3) for such a period as to 
evidence his intention that it should extend at least for the duration of his life 
and his death occurs before the expiration of such period, the right either alone 
or in conjunction with any other person or persons to designate the person or 
persons wbo shall possess or enjoy the transferred prop&. 'rip or the income 



$ 81. 2, Regs. 105. ] 

therefrom. Except as provided in (b) of this section, such property is in- 

cludible hvithout regard to the date when the transfer was made, whether before 
or after the enactment of the Revenue Act of 1910. 

The rights of designation described in section 811(c) (1) (B) include a re- 

served power to designate the person or persons who shall, during the decedent's 

life or during anv lesser period described in such section, receive the income 

from the transferred property or who shall, during any such period, possess or 
enjoy non-income-producing property. Such rights of designation do not, how- 

ever, include powers over the transferred property itself not affecting the enjoy- 
ment of the income during the decedent's life. (See, however, section 81. 20. ) 

(B) By inserting at the end of such section the following: 

(b) Estates of decedcnts dpihhg before Jahhhtarp I, 1950. — In the case of a 
decedent who died before January 1, 1050, property shall not be included in 
the gross estate under this section unless transferred— 

(1) after March 8, 1981, and before June 7, 1982, and the right of 
designation was retained by or reserved to the decedent alone (A) for 
his life or (B) for such a period as to evidence his intention that it should 
extend at least for the duration of his life and his death occurs before 
the expiration of such period; or 

(2) on or after June 7, 1982. 

PAR. 10. Section 81. 21 [26 CFR 81. 21] is anhended (A) by changing 
the heacling to read: "PowER RELINQUIsHED IN CONTEMPLATIQN OE 

DEATII. — (a) In general. " and (B) by adding at the end. thereof the 
f olio wing: 

(b) Certain reciprocal trnsts. — Section 0(e) of Public Law 878 (81st Cong. ) 
provides a special rule applicable in the case of property transferred in trust 
prior to January 1, 1940, if and to the extent that such property may be deemed 
to have been transferred in trust by the decedent instead of by the nominal 
grantor of such property (b- reason of the fact tlhat the cleeedent made a re- 
ciprocal transfer of property in trust). Under this rule, a relinquishment by 
the decedent, during his lifetime and prior to 1951, of a power (as described 
in section 81. 20) or right of designation (as described in section 81, 19) with 
respect to such property shall not be deemed to have been made in contemplation 
of death. Tlhis rule shall not apply unless a gift tax v'as paid with respect 
to the reciprocal transi'er by the decedent and was not credited or refunded. 
This rule also does not apply to the assignment by the decedent of a reserved 
life estate or other interest (as distinguished from a power or right of designa- 
tion) in the property which may be so deemed to have been transferred by him. 
(See, hohvever, section 81. 10. ) 

(This Treasury Decision is issued under authority contained in 
section 3701 of the Internal Revenue Code (56 Stat. 467; 26 U. S. C. 
8791) and pursuant to the provisions of Public Laws 878 and 761, 81st 
Cong. ) 

FRED S. MARTIN) 
Acting Commisst'oner of Internal Pevenhte. 

Approved March 8, 1051. 
Tao&IAs J. LTNciI, 

HctAhg 8ecretarj of the Treasursf. 

(Riled with the Division of the I'ederal Register March 14, 1951, 8: 54 a. m. ) 
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GIFT TAX 

SECTION 1000. — I &IPOSITION OI' TAX 

SEcTIQN 86. 1, REGULATIONS 108: Imposition 
of tax. 

(Also Sections 86. 2 and 86. 8, Regulations 
108; Article 8, Regulations 79 (1986 
edition) . ) 

1951-7-13567 
T. D. 5888 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCIIAPTEIt B, PART 86 AND 
PART 88 

Regulations 108 and Regulations 70, 1030 etlition, amended ts con- 
form to Public Latv 878 (81st Cong. , 1st sess. ) [C. B. 1049-2, 2701. 

TREASVRY DEPARTMENT& 
OFFICE OI' CV31AIISSIONEI& OF INTFRNAL RFVENUE, 

Washington 8o& D. C. 
To Collectors of Internal Pievenue and Others Concerned: 

On November 18, 1950, notice of proposed rule making, regarcling 
the gift tax provisions of Public Law 378 (81st Cong. , 1st sess. ) 
[C. B. 1949 — 2, 275], approved October 25, 1M9, was published in 
the Federal Register (15 F. R. 7884). No objection to the rules 
proposed having~ been received, the amendments set forth below are 
hereby adopted. Such amenclments are necessary in order to conform 
Regulations 108 [26 CFR, part 86] and Regulations 79, 1966 edition 
[26 CFR, 1988 ed. , part 85], relating to the gift tax, to Public I. :&w 

378. 
IIEG ULATION S 108 

PARAGRAPII 1. There is inserted immecliately preceding section 86. 1 
[26 CFR 86. 1] the following: 

PUBLIC LAW 878 (81St CONG. , 1st 'SESS. ), APPROVED 
OCTOBER 20, 1040 

Be it enacted btt the Senate and Koase of Bei&reseatatiacs of the L'ni ted 
Htates of A&r&eriea in, Co»press assembled, 

sEc. 6. RELINOUIRHSIENT ol PowERs IN cAsE oI' REcIP- 
ROCAL TRUSTI). 

(a) Section 1000 of the Internal Revenue Code (relating to imposition 
of gift tax) is hereby amended i&y adding at the eud thereof the follosving 
new subsection: 

"(g) CRRTAzv RsctpaocAL TR& sTs. — In the case of propertv in a trust 
created prior to January 1, 1040, if and to the exteut that such property 
tnay be deemed to have been transferred to such trust bv a person other 
than the nomiual grantor of such property (by reason of the fact that 
such person has u&ade a reciprocal transfer of property in trust), then a 
relinquish&ueut by such person on or before December 31, I!&S&0, of any 

power over such property or over the income therefro&u shall not be 

deemed a transfer of property for the purposes of this chapter. In the 
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event of such relinquishment, the reciprocal transfer made by the person 
relinquishing such power shall be deemed, for the purposes of this 
chapter, to have been a completed gift at the time such reciprocal transfer 
was made. This subsection shall apply only if, at the time such person 
made the aforesaid reciprocal transfer of property, a law was in eifect 
imposing a tax upon the transfer of property by gift and a gift tax was 
paid with respect to such reciprocal trausfer, and not credited or re- 
fundedd. 

" 

SEC. 8. TAX-I'REE RELEASE OF CERT MIN LIFE ESTATES. 
In the case of a transfer of property made prior to June 7, 1982, under 

which the grantor retained (1) the possessiou or enjoyment of, or the 
right to the income from, the property, or (2) the right, either alone or 
in conjunction with anv person, to clesignate the persons who shall pos- 
sess or enjoy the property or the income therefrom, then an assignment 
by the grantor of such possession, enjoyment, or right to income, or a 
relinquishment by him of such right of designation, shall, if made in 
1949 or 19oo, not be deemed a transfer of property for the purposes of 
chapter 4 of the Internal Revenue Code, and shall, if made prior to 1951, 
not be deemed to have been made in contemplation of death within the 
meaning of chapter 8 of such Code. The foregoing provisions shall not 
upp1 y— 

(A) if the transfer was made after Elarch 8, 1981, anti prior to 
June 7, 1982, and if the property transferred would have been includ- 
ible in the grantor's gross estate upon his cleath by reason of the 
amendatory language of the joint resolution of March 8, 1M1 (45 
Stat. 1516); or 

(B) if the property transferred would have been includible in the 
grantor's gross estate under section 811(d) of the Internal Pevenue 
Code had he diccl on October 7, 1949. 

PAR. 2. Section 86. 1, as amendecl by Treasury D. cision 5811 [C. B. 
1050 — 2, 76], approved October 5, 1950 [26 CI"R 86. 1], is further 
amencled by striking therefrom the seconcl sentence and inserting in 
lieu thereof the following: 
The statute taxes all such transfers of property (to thd extent that they 
exceecl the decluctions authorized by section 1004) other than the following: 
gifts specified in section 1008(b) (2) and (8); releases before July 1, 1951, of 
powers to appoint created on or before October 21, 1942, the elate of enactment 
of the Revenue Act of 1942; certain relinquishments of povver's over discretionary 
trusts described in section 1000(e) and over reciprocal trusts clescribed in section 
1000(g); and, as described in section 86. 2(d), the assignment or relinquishment 
in 1949 or 1950 of certain reserved rights over income from property transferred 
before hlarch 4, 1981, and, in certain cases, before June 7, 1%2. 

PAH. 8. Section 86. 2, as amended by Treasury Decision 5811 [26 
CI&'R 86. 2]. is further amendecl as follows: 

(A) By striking the seventh sentence of paragraph (a) (including 
the parentheses enclosing such sentence) and i'nserting in lieu thereof 
the following: 
(However, for special provisions with respect to the exercise or release of, powers of appointment, see paragraph (b) of this section and for special pro- visions with respect to the assignment or relinquishment of certain reserved rights over income from property transferred before &larch 4, 1981, or June 7, 1982, see paragraph (d) of this section. ) 

(B) By adding at the end. of such section the following: 
(d) Transfers of certain life estates and other rights over income. — Section 8 of Public Law 878 (81st Cong. ) provides that in the ease of property transferred prior to June 7, 1982, with retention or reservation by the transferor of' the possession of, o" the right to the income from, the property, th ht, 'th proper y, or e right, either 

who shall 
alone or in conjunction with any person, to designate th 
w o s a possess or enjoy the property or the income therefrom, an assignment 
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by the transferor of such possession, enjoyment, or right to income, or re- 
)inquishment by him of such right of designation, shall, if macle during 1949 or 
1950, not be deemed a transfer of property subject to gift tax. This provision 
of section 8 does not apply— 

(1) to any transfer made after hlarch 3, 1931, and before June 7, 1M", 
which, had the transferor died imnIediately prior to the time of the assign- 
ment or relinquishment, would have been considered a transfer described 
in section 81. 18(b) (1) or 81. 19(b) (1) of Pegulations 105; or 

(2) if the property transferred would have been includible in the trans- 
feror's gross estate under section 811(d) had he died on October 7, 1949. 

PAIL. 4. Section 86. 8, as amended by Treasury Decision 5606 [C. B. 
1N8-1, 129], approved March 4, 1N8 |26 CFR 86. 3], is further 
amended as follows: 

(A) Bv striking therefrom the heading, which reacls "CEssATIDN GF 
DONOIL"s DOMLNioN AND CQNTIIQL. — ", an(1 inserting in lieu thereof the 
following: "CEssATION or DONOIL's DOMINION AND CONTILOL — (a) In 
general 

(B) B' inserting immediately before the last paragraph (which 
paragraph begirs "Section 1000(e) ") the following subheading: "(6) 
Eelirtrfttishtnent of pox. ere over certain Lliseretiona~ry trttsts. " 

(C) By adding at the cnd thereof the following: 
(c) Relinquishment of potters orer certain reciprocal trusts. — Section 1000(g), 

as added bv secti"n 6 of Public Law 378 (81st Cong. ), provides in the case 
of property in a trust created before Januarv 1, 1940, to the extent that such 
property may be deemed to have been transferretl to such trust by a person 
other than the nominal grantor (by reason of the fact that such person macle 
a reciprocal transfer of property in trust), that a relinquishment by such 
person (that is, by the constructive grantor) on or before December 31, 1950, 
of any power over such property or over the income therefrom shall not be 
treated as a gift for the purposes of the gift tax statute. In the event of such 
relinquishment, the reciprocal transfer made by the person relinquishing the 
power shall be deemed, for the purposes of gift tax, to have been a completed 
gift at the time such reciprocal transfer was made. 

The provisions of section 1000(g) are applicable only if, at the tnne the re- 
ciprocal transfer was made by the person relinquishing the power, a gift tax 
law was in effect and a gift tax was paid with respect to such reciprocal transfer, 
and not credited or refunded. Section 1000(g) also does not apply to the assign- 
ment of a life estate or other interest in propertv ias distiuguished from the 
relinquishment of a pouer) which has bceu created in a reciprocal trust. Sec, 
however, section 8G. 2 (d ) . 

REGULATIONS 79, 193G ED. 

PAIL. 5. There is inserted inrmediately preceding article 1 [26 CFR, 
1938 ed. , 85. 1] the following: 

PUBLIC LAW 378 (81st CONG. , 1st SESS. ), APPROVEL~ 0 'TOIlER 
25, 1049 

Be it enncted by tbe Senate nnd Ifouse of I'epreseututtses of the 
United States of it»~erica in Cong&ess assembled, 

SEC. G. RELINQUISHMENT OI' POWERS IN CASE OF RECIPRO- 
CAL TRUSTS. 

(b) Section 501 of the Revenue Act of 1932 (imposing a gift tax) is 
hereby amended by adding at the end thereof the following new sub- 
section: 
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"(d) CEaTAIN REcIPRocAL TRUsTs. — In the case of property trans- 
ferred in trust prior to January 1, 1940, if and to the extent that such 
property may be deerued to hare been so transferred by a person other 
than the nominal grantor of such property (by reason of the fact that 
such person has made a reciprocal transfer of property in trust), then 
a relinquishment by such person of any power over such propertv or 
over the income therefrom shall not be deemed a transfer of property 
for the purposes of this title. In the event of such relinquishment on 
or before December 81, 1050, the reciprocal trausfer made by the person 
reliuquishing such po~er shall be deemed, for the purposes of this title, 
to have been a completed gift at the time such reciprocal transfer was 
made. This subsection sha~ll apply only if, at the time such person made 
the aforesaid reciprocal transfer of property, a law was in effect imposing 
a tax upon the transfer of property by gift and a gift tax was paid with 
respect to such reciprocal transfer, and not credited or refunded. " 

PAR. 6. Article 8, as amended by Treasury Decision 5469 [C. B. 1045, 
415], approved August 14, 1045 [26 CFR, 1088 ed, , 85. 8], is further 
amended by adding at the end thereof the following: 

Section 501(d), as added by section 6 of Public Law 378 (81st Cong. ), provides 
in the case of property transferred in trust prior to January 1, 1940, to the extent 
that such property may be deemed to hare been transferred by a person other 
than the nominal grantor (by reason of the fact that such other person made a 
reciprocal transfer of property in trust), that a relinquishment by such person 
(that is, by the constructive grantor) of any power over such property or over 
the income therefrom shall not be treated as . ". gift for the purposes of the gift 
tax provisions. In the event of such relinquishment before January I, 1951, the 
reciprocal transfer suade by the person relinquishing such power shall be deemed, 
for the purposes of the gift tax provisions, to hare been a completed gift at the 
time such reciprocal transfer was made. 

The provisions of section 501(d) are applicable only if, at the time the recipro- 
cal transfer was made by the person relinquishing the power, a gift tax law was in 
eifect and a gift tax was paid with respect to such reciprocal transfer, and not 
'creditecl or refuncled. Section 501(d) also does not apply to the assignment of 
a life estate or other interest in property (as distinguished from the relinquish- 
ment of a power) which has been created in a reciprocal trust. 

(This Treasury Decision is issued under authority contained in 
sections 1029 and 8701 of the Internal Revenue Code (58 Stat. 157, 
467. 26 U. S. C. 1020, 8701), sections 501 and 580 of the Revenue Act 
of 1082 (47 Stat. 245, 259), approved June 6, 1982, and pursuant to 
Public Law 878 (81st Cong. , 1st sess. ), approved October 25, 1049. ) 

FRED S. MARTIN) 
Acting Commissioner o f Interna/ Revenue. 

Approved March 8, 1051. 
THobixs J. LYNCH) 

Acting Secretary oj the Treasury. 
(Ii'lied with the Division of the Ii'ederal Register March 14, 1951, 8: 54 a. m. ) 



EMPLOYMENT TAX RULINGS 

INTERNAL REVENUE CODE 

CHAPTER 9, SUBCHAPTER A. — FEDERAL INSURANCE COibTRIBUTIOiWS 
ACT 

1051-9-18581 
SI i nl. 6625 

ASSESSMENT AND COLLECTION 

4. Subsection (a) of the new section 1685 provides gener;Illy that, 
the amount of any Federal Insurance Contributions Act taxes or in- 
come withholding tax on wages shall be assessed tci, thin 8 years after 

(87) 

RKSULATIONS 128. 
(Also Subchapter D (Collection of Income Tax at 

Source on Wages) and Subchapter E (General 
Provisions), Regulations 116. ) 

Periods of limitation. Changes effected by Social Security Act 
Araendments of 1950 Ivith respect to taxes under Federal Insurance 
Contributions Act and income withholding tax on wages. 

TREASURY DEPARTMENT, 
OFFICE OF COMM'ISSIONER OF INTERNAL REVENUE, 

1'Vashington 25, D. G". , ~larch DO, 1N1. 
C'ollectors of Interna/ Pie1'enue and Others Concerned: 

1. The purpose of this mimeograph is to set forth the changes ef- 
fected by those provisions of the Social Security Act Aniendments of 
1950 relating to the periods of limitation upon assessment, collection, 
crediting, and refuncling of Federal Insurance Contributions Act 
taxes and income withholding tax on wages. 

o. Prior to the eft'ective date of the Social Security Act Amendments 
of 1050, the periods of limitation for assessment, collection, crediting, 
and refunding of the Federal Insurance Contributions Act, taxes and 
income withholding tax on wages v ere prescribed by sections 8812 and 
8818 of the Internal Revenue Code. Section 8819 prescribed generally 
a 4-year limitation period upon assessnlent of sucl1 taxes and a 5-year 
limitation. period for bringing a proceeding in court for collection 
without assessment. Section 8818 gerescribed a 4-year limitation 
period upon the crediting and refunding of the taxes erroneously or 
illegally assessed or collected. 

8. Section 207(a) of the Social Security Act Amendments of 1050 
adds new sections 1685 and 1686 to subchapter E ef clrapter 9 of the 
Code, prescribing new periods of limitation applicable to I'edcral In- 
surance Contributions Act taxes and income u ithholding tax on wages 
with respect to remuneration paid during any calendar year after 
1950. The effect of these new sections is to make sections 881o and 8818 
of the Code no longer a, pplicable to such taxes imposed with respect to 
remuneration paid during 1051 and subsequent years. 
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the return n:a8 P7ed, and no proceeding in court without assessment for 
the collection of such tax shall be begun after the expiration of 
such period. Subsections (b) and (c) of section 1685 provide that 
such tax may be assessed, or a proceeding in court may be begun with- 
out assessment, at any time in the case of a false or fraudulent re- 
turn with intent to evade tax or a failure to file a return, and in the 
case of a willful attempt in any manner to defeat or evade tax. Sub- 
section (d) thereof provides that where the assessment of any such 
tax is made within the period of limitation properly applicable thereto, 
such tax may be collectecl by distraint or by a proceeding in court, but 
only if begun (1) within 6 years after the assessment of the tax, or 
(2) prior to the expiration of any period for collection agreed upon 
in writing by the Comniissioner and the taxpayer. 

REI'I. XDS AND CREDITS 

5. Subsection (a) (1) of the new section 1686 provides generally that 
a claim for credit or refund must be filed within 8 years after the re- 
turn is filed except that if no return is filed such claim must be filed 
within 2 years after the tax is paid. In any event a refund or credit 
may be claimed within such 2-year period. Unless a claim is filed 
within the applicable 2-year or 8-year period of limitation, whichever 
expires the later, no credit or refund may be allowed or made after the 
expiration of such period. Subsection (a) (2) provides that the 
amount of the credit or refund may not exceed the portion of the tax 
paid (a) within 8 years immediately preceding the filing of the claim, 
in a case ~here a return was file& and the claim was filed within 8 years 
thereafter, or (b) during the 2 years immediately preceding the filing 
of the claim, in a case where no return was filed or where the claim 
was not filed within 8 years from the time the return was filed. In a 
case where no claim is filed the amount of the credit or refund may not 
exceed the portion of the tax paid (a) during the 8 years immediately 
preceding the allowance of the credit or refund, where such allowance 
is made within 8 years from the time the return was filed; or (b) if no 
return was filed or the allowance is not made within 8 ye~ars from the 
time the return was filed, durin~ the 2 years immediately preceding 
the allowance of the credit or reFund. Subsection (5) of section 1686 
provides that the period of limitation prescribed. by subsection (a) of 
such section shall apply to any penalty or sum assessed or collected. 
with respect to the Federal Insurance contributions Act taxes or the 
income withholding tax on wages. 

6. Subsections (e) and (c) of sections 1685 and 1686, respectively, 
provide that for purposes of thc periods of limitation prescribed in 
such sections a return for any period ending with or within a calendar 
year which is filed before March 15 of the succeeding calendar year 
shall be considerecl filed (and tax with respect to such a return paid 
before such March 15 shall be considered paid' , on March 15 of such 
succeeding calendar year. 

7. Section 208(b) of the Social Security Act Amendments of 1950 
adds to chapter 88 of the Internal Revenue Code section 8812 relatin~ 
to the mitigation of the effect of the statute of limitations in case of 
related taxes under the Self-Employment Contributions Act (sub. - 
chapter E of chapter 1 of the Code) and the Federal Insurance Con- 
tributions Act. Adjustments to amounts treated as wages under the 
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Federal Insurance Contributions Act may affect the tax under the 
Self-Employment Contributions Act by reason of the eRect of such 
amounts on the $8, 600 limitation provisions applicable in cletcrminino' 
self-employment income subject to the tax uncler the latter Act, and 
also in view of the fact that an item of income ma, y be reported errone- 
ously as taxable uncler one Act when it should have been reported 
under the other. Act. Section 8812 provicles, in eQect, that if assess- 
ment, credit, or refund, uncler either of the two Acts is barred by the 
statute of limitations or any other law (other than section 8761 of the 
Code, relating to compromises), then the assessment, credit, or refuncl, 
as the case may be, Ivhich is not barred uncler the one A. ct will reflect 
the barred acljustment which otherwise would. have been macle un'ler 
the other Act. 

8. It will be noted that the periods of limitation upon assessment, 
collection, crediting, and refuncling of the tax imposccl by the Federal 
Unemployment Tax Act are not a8ectecl by the Social Security Act 
Amendments of 1950. 

9. Correspondence relating to this mimeograph shoulcl refer to the 
number thereof and the symbols KmT: RR. 

GEO. J. SCIIOENE~I 4N, 
Comnussi oner. 

SEcTIGN 1401: Deduction of tax from wages. 
REGULATICNs 128, SEcTIQN 408 604: Collec- 

tion of, anti liability for, employee tax. 

Withholcling table colnbining Federal Insurance Contributions Act 
tax and Fecleral income tax as to weekly wages paid on ancl after Jan- 
uary 1, 1951. ' (See Em. T. 449, page 186. ) 

1951 — 2 — 18522 
T. D. 5823 

SEcTICN 1426: Definitions. 
REGULATICNs 128. 
(Also Section 1416; Reguh(tions 106, Section 

402. 217. ) 
TITLE 20 — INTERNAL REVENUE. — CHAPTER I, SUBCEIAPTER D, PART 408. — 

EMPLOYEE TAX. AND E~MI'LOYI'I' TAX UNDER TEIL' FEDERAL INSURANCIS 

CONTRIBUTIONS ACT; APPLICABLE ON AND AFTER JANUARY 1, 1951 

Waiver under section 142G(b) (9) (B) and section 142S(l) of the 

Internal Revenue Code of exemption from I&'ederal Insurance ('on- 

tributions Act taxes by an organization exempt from income tax 

under section 101(0) of the Internal Revenue Code. 
TREASURY' DEPARTMENT, 

Ol'I'I('I'. QF Co&f&ilssloNER oF INTERN 4L Rrvr:NUE, 
TVashington, ~~, D. C. 

To Collectors of Interna/ Ecrcnne anat Others Concet noel: 

PARAGRAPII 1. On November 17, 1950, there was publishecl in the 

F d 1 R ~ t (15 F. R. 7868) notice of proposecl rule malcing re- 

garding the proposed regulations relating to section ( ) ( ) ( ) 
and section 1426(1) of the Internal Revenue Cocle, addecl by scctioII 

~04 f S 1 S it Act Amenclments of 1950. No objection to the 

I'ules proposed lraving been receivecl, the regu a ious se or 

arc hereby acloptecl: 
uus2uoo — gi — 7 
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TABLE OF CONTENTS 

Section 
408. 1426(l) — 1. Scope of remilntions. 
408. 1426(l)-2. who may waive exemption. 
408. 1426(1)-4. Form and effect of waiver. 
408. 1426(l)-4. Termination of waiver by organization. 

408. 14'0(1) — fi. Terlnination of waiver by Commissioner. 

SECTION 204 (a), (e), AND (g) OIi' THE SOCIAL SECURITY 
ACT AMEND)iIENTS OF 1900 

DEFINITION OF Ei' PLOVAIENT 

(a) Effective January 1; 1961, section 1426(b) of the Internal 

Revenue Code is aluended to rend ns follows: 
means ": * * an "(b) ExfpLo'YTIENT. — The term 'employment means 

service of whatever nnture, performed after lifi0 y !? * ~ * b nn em- 
i exce t that 

plovee for the person employing hifu '; e- cept 
such term shall not include— 

"(9) (A) Service performed by a duly ordnined, commissioned, 

or licensed minister of n church in the exercise of his ministry or 
bv a member of a reli ious order in the exercise of duties required 

by such order; 
"(R) Service performed in the emplov of a religious, cllaritable, 

educational, or other organization exelnpt from income tax uuder 
section 101(6), but this subparagraph shall not apply to service per- 
formed during the period for which a certificate, filed pursuaut to 
subsection (1), is in effect if such service is performed by an em- 
ployee (i) whose signature appears on the list filed by such organi- 
zation under subsection (1), or (ii) who became an employee of 
such orgnnization after the calendar quarter in which the certificate 
was fiflecl; 

dc 

"(11) (A) 
"(R) Service performecl in the employ' of a school, college, or 

university if such service is performed bv a stuclent who is enrolled 
and is regularlv attencling classes at such school, college, or uni- 
versity; 

"(14) Service perforiuecl as a student nurse in the nnploy of a 
hospital or a nurses' training school by an individual who is enrolled 
and is regularly attending classes in a nurses' training school char- 
tered or approved pursunnt to State law; and service performed 
as an interne in the employ of a hospital by an individual who has 
completed a four years' cmlrse in a medical school chartered or ap- 
proved pursuant to State law;" 

I 

(e) Section 1426 of the Internal Reveuue Cocle is amended by 
inserting * * * the following: 

il' 1L 

"(I) ExFMPTIQN oF RELIGIolfs, CHABITABIE, ETC. , OBGANIZATIQNs. "(1) IVAIVEB oF EZElfPI'IGN Bv oBGANIZATloN. — AI1 ol'galllzation 
exempt from income tax uncler section 101(6) mny file a certificate 
(in such form and manner, anil with such ofiicial, as Inay be pre- 
scribed by regulations made under this subchapter) certifying that it 
desires to have the insurance system established by title II of the 
Social Security Act extended to service performed by its employees 
and that at least two-thirds of its emplovees concur in the filing 
of the certificate. Such certificate may be filed onlv if it is accom- 
paniecl by a list containing the signature, adclress, and social secu- 
rity account number (if any) of each employee who concurs in the 
filing of the certificate. Such list may be amended, at any time 
prior to the expiration of the first month following the first calendar 
quarter for which the certificate is in effect, by filing with such 
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official a supplemental list or lists containing the signature, address, 
and social security account Du&aber (if any) of each additioual 
employee vvho concurs in the filing of the certificate. The list and 
any supplemental list shall be filed in such form and manner as may 
be prescribed by regulations made under this subchapter. The cer- 
tificate shall be in eftect (for the purposes of subsection (b) (9) (B) 
and for the purposes of section 210(a) (0) (B) of the Social Security 
Act) for the period beginning with the first day following the close 
of the calendar quarter in which such certificate is filed, but in 
no case shall such period begin prior to January 1, 1951. 'I'lie period 
for which the certificate is effective may be terminated by the organi- 
zation, effective at the end of a calendar quarter, upon givin tivo 
years' advance notice in writing, but ouly if, at the time of the receipt 
of su&h notice, the certificate has been in effect for a period of not 
less than eight years. The notice of termination may be revoked 
bv the organization by giving, prior to tbe close of the calendar 
quarter specified in the notice of termination, a written notice of 
such revocation. Notice of termination or revocation thereof shall 
be filed in such form and manner, and with such official, as may be 
prescribed by regulations made under this subchapter. 

"(2) TERMINATIoN oF wbivKR PFRIoD BY coMMissioNER. — If the 
Commissioner finds that any orga. nization which filed a certificate 
pursuaut to this subsection has failed to comply substantially with 
the requirements of this subchapter or. is no longer able to complv 
therewith, the Commissioner shall give such organization not less 
than sixty days' advance notice in ivriting that the period covered 
by such certificate will terminate at the end of the calendar quarter 
specified in such notice. Such notice of termination may be re- 
voked by the Commissioner by givin, prior to the close of the cal- 
endar quarter specified in the notice of termination, written notice 
of such revoca. tion to the organization. No notice of terniination 
or of revocation thereof shall be given under this paragraph to an 
organization bvithout the prior concurrence of the Federal Security 
Administrator. 

"(3) No RENE' «L oF ivbIVER. — Ill the event the period covered 
by a certificate filed pursuaut to this subsection is terminated by 
the organization, no certificate may again be tileil by sucli organiza- 
tion pursuant to this subsection. " 

(g) The ameu&lments made by subsections * * ~ (e) 
of this section shall be applicable only with respect to services per- 
formed after 1050. 

SECTION 205 OF TEIE SOCIAL SECURITy ACT AIIHND1&IENTS 
OI&' 1950 

DErINITION OF EMPLOYEE 

(a) Section 1420(d) of the Iuteriial Revenue Code is amended to read 
as follows: 

"(d) EMPLoYEE. — Tlie term 'employee' uieans— 
"(1) any oflicer of a corporation; or 
"(2) any individual wlio, under the usual comnion law rules 

applicable in determinin the euiployer-employee relationship, has 
the status of au employee; or 

"(8) any individual (other than an individual wiio is an eiu- 

ployee under paragraph (1) or (2) of this subsectiou) ivho per- 
forms services for remuneration for any person— 

"(A) as an agent-driver or conmiission-driver engaged in 

distributin. meat products, vegetable products, fruit products, 
bakery products, beverages (other than mill-), or laundry or 
dry-cleaning services, for his principal; 

"(B) as a full-time life iusurance salesman: 
"(C) as a home worl-er perfoiunin ivorl. -, accotxliug to 

specifications furuislied 1&y the person for whom tlie services 
are performed, ou uiateri;ils or goods furuislied by such person 



Regs. 128. ] 

wliich are required to be returned to such person or a. person 

designated by him, if the performance of such services is sub- 

3ect to licensing requirements under the laws of the State in 

which such services are performed; or 
"(D) as a traveling or city salesman, other than as an 

a. ent-driver or commission-driver, engaged upon a full-time 
basis in the solicitation on behalf of, and the transmission to, 
his principal (except for side-line sales activities on behalf of 
some other person) of orders from wholesalers, retailers, con- 

tractors, or operators of hotels, restaurants, or other similar 
establishments for merclmndise for resale or suPplies for use 
in their business operations; 

if the contract of service contemplates that substantially all of such 
services are to be perforiued personally bv such individual; except 
that an individual shall not be included in the terin 'employee' under 
the provisions of this paragraph if such in&lividual has a. substantial 
investment in facilities used in connection with the performance 
of such services (other tlian in facilities for transportation), or 
if the services are in the nature of a single transaction not part of 
a continuing relationship with the person for whom the services 
are performed. " 

(b) The amendment made by this section shall be applicable only 
with respect to services performed after 1050. 

SEGTIQN 408. 1426(l) — 1. SGCFE oF REGIJLATICNs. — These regulations 
relate to the provisions of section 1426(b) (9) (8) and section 1426(1) 
of the Federal Insurance Contributions Act. added by section 204 (a) 
and (e) of the Social Security Act Amendments of 1950, approved 
August 28, 1950. Such provisions relate to the waiver of exemption 
from the taxes imposed under the Federal Insurance Contributions 
Act by an organization which is exempt froni income tax under sec- 
tion 101(6) of the Internal Revenue Code. and which desires to have 
the insurance system established by title II of the Social Security Act 
extended to services performecl by its employees. 

SEc. 408. 1426(l) — 2. Wiro M-~I' WAivz ExzliiFTION. — Any organiza- 
tion that is exempt from income tax under section 101(6) of the 
Internal Revenue Code niay waive its exemption from the taxes im- 
posed under the Federal Insurance Contributions Act by filing a 
certificate on Form SS — 15, provided that at least two-thirds of the 
einployees of the organization concur in the filing of the certificate. 
The organization must be exempt from income tax under section 101(6) 
for the taxable year in which tile certificate is fiiled; otherwise, the 
Form SS — 15 filed by the organization is void. 

If the period covered by' the certificate is terminated by the organiza- 
tion, no certifiicate may again be filed by the organization under section 
1426 (l) . 

SEc. 408. 1426(1) — 8. FCR&1 ANO EFFFCT or WAIvER. — The certificate 
on Form SS — 15 shall be filed with the collector of internal revenue for 
the district in which is located the principal OKce or principal place of 
business of the organization. The organization shall certify in the 
certificate that it desires to have the insurance system established by title II of the Social Security Act extended to service performed by its 
employees and that at least two-thirds of its employees, determined on 
the basis of the facts existing as of the date the certifiicate is filed, con- 
cur in the filing of the certificate. 

All individuals who are employees of the organization within the 
meaning of section 1426(d) of the Federal Insurance Contributions 
Act, as amend d by section 205 of the Social Security Act Aniendments 



of 1950, shall be includecl in determining whether two-thircls of the 
employees of the organization concur in the filing of the certificate; 
except that there shall not be inclucled (1) those employees who at 
the time of' the filing of the certificate are performing for such or- 
ganization services only of the character specified in paragraphs (9) 
(A), (11) (B), and (14) of section 1426(b) of the Federnl Insurance 
Contributions Act, as amenclecl by section 204 of the Social Security 
Act Amenclments of 1950, ancl (2) those alien employees who at the 
time of the filing of the certificate are performing services for such 
organization uncler an arrangement which provicles for the perform- 
ance only of services outside the United Stntes not on or in connection 
with an American vessel or American aircraft. As usecl in the pre- 
ceding sentence, the term "alien employee" does not include an em- 
ployee who is a citizen of Puerto Rico or of the Virgin Islnncl=-, and 
the term "Unitecl States" includes Puerto Rico nncl the Virgin Island . 

The certificat may be filed only if it is accompaniecl by a list on 
Form SS — 15a, containing the signature, adclress, and social security 
account number (if any) of ench employee who concurs in the filing 
of the certificate, The list accompanying the certificate may be 
amencled, at any time prior to the expiration of the first month fol- 
lowing tlie first calendar quarter for which the certificnte is in effect, 
by filing a, supplemental list or lists on Form SS — 15a Supplement, 
containing the signature, adclress, and social security account number 
(if any) o~f each adclitionnl employee who concurs in the filing of the 
certificate. 

The certificate sliall be in effect for the periocl beginning with the 
first clay following tlie close of the calendar quarter in which the certifi- 
cate is filed, but in no case shall the effective period begin prior to 
January 1, 1951. Thus, if the certificate is filecl on or before Decem- 
ber 81, 1950, it will be in effect with respect to services performecl in 
the employ of the organization on nnd after January 1, 1951. For 
termination of the waiver, see section 408. 1426(1)-4 and section 
408. 1426(l)-5. The certificate is not terminated if the organization 
loses its exemption uncler section 101(6) of the Internal Revenue 
Code, but continues effective with respect to nny subsequent periocls 
during which the organization is so exempt. 

Service performed, in the employ of an organization which has duly 
filed a, certificate is not exceptecl from eniployment under section 
1426(b) (9) (B) of tlie Federal Insurance Contributions Act, during 
the period for which the certifiicnte is in effect, if such service is per- 
formed by nn employee (1) whose signnture appears on the list filed by 
the organization. on Form SS — 15a, or on I orni SS — 15a Supplement, 
or (2) who becomes an employee of the organization after the calenclnr 
quarter in whicli the certificate is filecl. Consequently, tlie taxes im- 
posed uncler the Federal Insurance Contributions Act will apply to 
the organization ancl to each employee wliose services constitute em- 
ployment and wliose signature nppenrs on the accompanying list or oii 
any supplemental list or lists filecl within the prescribed time, com- 
mencing with tlie first clny following tlie close of the cnlenclnr quarter 
in which the certificate is filecl (but in no event prior to January 1, 
1951) . Sucli tnxes will also apply inimediately with respect to services 
which constitute eniployment performed by any incliviclunl who enters 
the employ of tlic orgnnizntion on or after the first clay following the 
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close of the ca)endar quarter in which the certificate is filed. The re- 
employment by the organization of a former employee after the cer- 
tificate becomes efFective shall be considered for the purposes of sucli 
taxes as a new employment, regardless of whetlier or not such individ- 
ual concurred in the filing of the certificate. 

In the case of a certificate filed by an organization in 1950, an in- 
dividual who performed services for such organization during the 
calendar quarter in wliich the certificate was fi)ed and who continued 
to perform services for such organization in tlie next calendar quarter 
shall not be considered to have begun a new enip)oyment solely by 
reason of the change made by section 205 of the Social Security Act 
Amendments of 195~0 in the definition of the terin "employee" in section 
1426(d) of the Federal Insurance Contributions Act. 

SEC. 408. 1426(1)-4. TKBMINATIQN oF tVAIVKR BY OBGANIZATIov. — 
The period f' or whicli the certificate is in efFect may be terminated by 
the organization upon giving 2 years' advance notice in writing to 
the Commissioner of Internal Revenue of the organization's desire 
to terminate the efFect of the certificate at tlie end of a specified cal- 
enclar quarter, but only if, at the time of the receipt of such notice by 
the Cominissioner, the certificate has been in efFect for a period of 
not less than 8 years. 

In computing the effective period which must precede the date of 
receipt of the notice of termination, there shall be disregarded any 
period or periods as to which the organization is not exempt from in- 
come tax under section 101(6) of. the Internal Revenue Code. 

The notice of termination may be revoked by the organization by 
giving, prior to the close of the calendar quarter specified in the notice 
of termination, a written notice to the Cominissioner of such revo- 
cation. 

SEG. 408. 1426(1)-5. TERMINATIQN GF )VAIVER BY CQMMIssioNEB. — 
The periocl for wliich the certificate is in efFect may be terminated by 
the Commissioner of Internal Revemie, with the prior concurrence of 
the Federal Security Administrator, upon a fincling by the Commis- 
sioner that tlie organization has failed to comply substantially with 
the requirements of the Federal Insurance Contributions Act or is no 
longer able to comply tlierewith. The Commissioner shall give the 
organization not less than 60 days' advance notice in writing that the 
period covered by the certificate will terminate at the end of the cal- 
endar quarter specified in the notice of termination. 

The notice of termination may be revoked by the Commissioner, 
v;ith the prior concurrence of tlie Federal Security Administrator, by 
giving written notice of revocation to the organization prior to the 
close of the calendar quarter specified in tlie notice of termination. 

pAR. 2. EfFective January 1, 1951, Regulations 106, as amended [26 
CFR, part 402], relating to the employees' tax and the employers' tax 
under the Fecleral Insurance Contributions Act (subchapter A of 
clia, pter 9 of the Internal Revenue Code), are modified to the extent 
sucli regulations are inconsistent with the regulations proinulgated 
uncler paragraph 1 of this Treasury Decision. 

Because of the short period of time remaining in 1950 aiid because 
it is contemplated by the Social Security Act Amendments of j95p 
that certificates under section 1426(l) of' the Internal Revenue Code 
niay be filecl in 1950 so as to be in efFect coitunencin~ Jaiiuary 1 j95] 
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it is found that it is impracticable and unnecessary to issue this Treas- 
ury Decision subject to the efFective date limitation of section 4(c) of 
the Administrative Procedure Act, approved June 11, 1946. 

(This Trea, sury Decision is issued pursuant to the authority con- 
tained in section 1429 of the Internal Revenue Code (53 Stat. 178; 
26 U. S. C. 1429). ) 

GEO. J. SCHOENEMAN& 
Commissioner of Interna/ Revenue. 

Approved December 27, 1950. 
TIIOMAS J. LYNCH, 

Acting 8ecretary of the T'reasury. 

(Filed with the Division of the I&'ederal Register December 20, 1050, 8: 51 a. m. ) 

SEGTIoN 1426: Definitions. 
REGULATIQNs 128& SEGTIQN 408. 204: Who are eln- 

ployees. 
(Also Subchapter D (Collection of Income Tax at 

Source on Wages), Section. 1621; Regulations 
116, Section 405. 104. ) 

1951-2-13521 
Mim. 6571 

Status after 1050 of full-time life insurance salesmen for I'ederal 
employment tax purposes including income tax withholding. 

TREASURY DEPARTMENT& 
OFFICE Ol COMMISSIONER OF INTERNAL REVENUE, 

washington 85, D. O. , December 18, 1MO. 
Collectors of Interna t Revenue and Others Concerned: 

1. The purpose of this mimeograph is to outline the changes, re- 
lating to the status of full-time life insurance salesmen, efFected in 
the Federal Insurance Contributions Act (subchapter A, chapter 9, 
Internal Revenue Code) by the Social Security Act, Amendments of 
1950. 

2. EfFective with respect to services performed after 1950, section 
1426(d) of the Federal Insurance Contributions Act is amended to 
read, in part, as follows: 

E&&IPLOYEE. — The term "employee" means— 
(1) any officer of a corporation; or 
(2) any individual who, under the usual connuon-la, w rules applicable 

in determining the employer-employee relationship, has the status of an 
employee; or 

(8) any individual (other than an individual who is an employee under 
paragraph (1) or (2) of this subsection) who performs services tor 
remuneration for any person- 

llt III e III 

(B) as a full-time life insurance salesnmn; 

if the contract of service contemplates that substantially all of such services 
are to be perfor&ued personally by such individual; except that an individual 

shall not be included in the term "employee" under the provisions of this 

paragraph if such individual has a substantial investment in facilities used 

in connection with the performance of such services (other than in facilities 

i ' t ~ t, t' n, ) or if the services are in the nature of a single trans- 
for. transpor a ion, , 
action not par o t' t t of a, continuing relationship with the person for whom 

the services are perforn&e&l. 



Regs. 128, $ 408. 204. ] 

3. An individual whose entire or principal business activity is de- 
voted to the solicitation of life insurance or annuity contracts pri- 
marily for one life insurance company is a full-time life insurance 
salesman. To determine the status of a full-time or part-time life 
insurance salesman, with respect to services performed after Decem- 
ber 81, 1950, it will first be ascertained whether the individual, under 
the usual common-law rules applicable in determining the employer- 
employee relationship, has the status of an employee. If such is found 
to be the case the individual will be an employee for the purposes of 
the taxes imposed by the Federal Insurance Contributions Act, for 
the purposes of the tax imposed by the Federal Unemployment Tax 
Act (except in the case of an insurance salesman compensated "solely 
by way of commission"), and also for the purposes of income tax with- 
holding under section 1622 of the Internal Revenue Cocle. 

4. If, under the usual common-law rules applicable in determining 
the employer-employee relationship, the f ull-time life insurance sales- 
man is not determined to be an employee, then the statutory test pro- 
vided in section 1426(d) (6) (8) of the Federal Insurance Contribu- 
tions Act (quoted above in paragrapli 2) will be applicable in deter- 
rnining whether such salesman is an employee for purposes of that Act. 
In the event the salesman is found, by thc application of such statu- 
tory test, to be an employee, then he will be so considered only for 
purposes of the Federal Insurance Contributions Act. A full-time 
life insurance salesman found to be an employee bv the application of 
the statutory test provided in section 1426(d) (8) (8) will not be con- 
sidered to have the status of an employee for purposes of the tax im- 
posed by the Federal Unemployment Tax Act or for purposes of in- 
come tax withholding under section 1622 of the Internal Revenue Cocle 
inasmuch as such statutory test was not made applicable for the two 
latter purposes by the Social Security Act Amendments of 1950. 
Determinations relative to the status of full-time life insurance sales- 
men for purposes of the tax imposed by the Federal Unemployment 
Tax Act and for purposes of income tax withholding under section 
1622 of. the Internal Revenue Code will continue to be based on the 
application solely of the usual common-law rules. 

5. The Social Security Act Amendments of 1950 amend chapter 1 
of the Internal Revenue Code by the addition of subchapter E, Tax 
on Self-Employment Income, which imposes a tax on the self-employ- 
ment income of every individual for each taxable year beginning after 
December 31, 1950. Thus, if a f ull-time life insurance salesman is not 
an employee for purposes of the Federal Insurance Contributions Act, 
as amended, the provisions of subchapter E, chapter 1, of the Code 
(Tax on Self-Employment Income) are applicable. 

6. Regulations relating to the taxes imposed by the Federal Insur- 
ance Contributions Act, as amended by the Social Securitv Act 
Amendments of. 1950, are now in the course of preparation and will 
be made available at the earliest practicable date. 

7. Correspondence relating to this mimeograph should refer to its 
number and to the symbols EmT: RR. 

GEO. J. SCHOENEMAN, 
C on~~ni ssie ner. 



97 [Regs. 128, ) 408. 204. 

SEGTIGN 1426: D. finitions. 
ItEGULATIGNs 128' SEcrioN 408. 204: who are em- 

ployees. 
(Also Subchapter D (Collection of Income Tax at 

Source on AVages), Section 1621; Regulations 
116, Section 405. 104. ) 

1951-3-13532 
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Status after 10u0 of traveling or city salesmen for Federal em- 
ployment tax purposes including ircome tan withholding. 

TREASVRV DEP&IRTiiIENT, 
OrrlcE or Co&nflssioNER or INTERN ii, REvE~N&E, 

washington 8o, D. C. , December 88, 1NO. 
C'ollectors of Internal Eeiienne ancE Others Concerned: 

1. The purpose of this mimeograph is to outline the changes, re- 
lating to the status of travelin~o or city salesmen, efFectecl in the 
Federal Insurance Contributions Act (subchapter A. , chapter 9, In- 
ternal Revenue Cocle) by the Social Security Act Amenclments of 
1950. 

2. EfFective with respect to services perfornied a. fter 1950, section 
1426(d) of the Fecleral Insurance Contributions Act is an:endeci to 
read, in part, as follows: 

EMrrorsz. — The term "employee" means— 

(2) nny in&lividual who, under the usual common-law rules applicnble 
in determining the employer-en&ployee relationship, has the status of an 
employee; or 

(8) any individual ~ ~ ~ who performs services for remuneration 
for any person— 

8 

(D) as a traveling or city salesman, other than as an ngent-driver 
or commission-driver, engaged upon a full-time basis in the solicitation 
on behalf of, nnd the transmission to, his principal (ezcept for side- 
line sales activities on behnlf of some other person) of orders from 
wholesalers, retailers, contractors, or operators of hotels, restaurants, 
or other similar establishments for merchandise for resale or supplies 
for use in their business operations; 

if the contract of service contemplates that substantially all of sucli services 
are to be performed persona. lly by such individual; except that nn individual 
shall not be included in the term "employee" under the provisions of this 
paragraph if such individual has a substantial investment in facilities used 
in connection &vith the performance of such services (other thnu in facilities 
for transportation), or if the services are in the nature of a single trans- 
action not part of n continuing relationship with the person for whom the 
services are perfor&ned. 

3. To determine the status of a, traveling or city salesman with 
respect to services perforrnecl after December 31, 1950, it v ill first be 
ascertainecl whether the inclividual, uncler tile usual common-law 
rules applicable in cletermining the, employer-employee relationship, 
has the status of an employee. If such is found to be the case, the 
individual will be an employee for purposes of the tares imposecl by 
the Federal Insurance Contributions Act, for purposes nf the tax 
ilnposecl by the Fecleral Uncmploynient, Tax Act, and also for pur- 
poses of collection of income taz at source on wages. 

4. If, uncler the usual common-law rules applicable in cletermining 
the employer-employee relationship, a traveling or citi salcsinan is 
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determined not to be an employee, then the statutory test provided 
in section 1426(d) (3) (D) of the Federal Insurance Contributions 
Act (quoted above in paragraph 9l will be applicable in determining 
whether such salesman is an employee for purposes of that Act. In 
the event the salesman is found, by the application of such statutory 
test, to be an employee, then he w~ill be so considered only for purposes 
of the Federal Insurance Contributions Act. 

5. A tra, veling or city salesma, n found to be an employee bv the 
application of the statutory test provicled in section 1426(d) (8) (D) 
will not be considered to have the status of an employee for purposes 
of the tax imposed by the Federal Unemployment Tax Act or for 
purposes of collection of income tax at source on wages inasmuch as 
such statutory test was not made applicable for the two latter pur- 
poses by the Social Security Act Amendments of 1950. Determina- 
tions relative to the status of traveling or city salesmen for purposes 
of the tax imposed by the Federal UneInployment Tax Act and for 
purposes of collection of income tax at source on wages will con- 
tinue to be based on the application solely of the usual common-law 
rules. 

0, An individual who performs services after 1950 as a traveling 
or city salesman, other than as an agent-driver or commission-driver, 
and who is not an employee under the usual common-law rules, will 
be considered an employee of his principal (for purposes of the Fed- 
eral Insurance Contributions Act only) if all of the following con- 
ditions exist: 

(a) if his services are performed on a full-time basis for his 
principal, except for sidc-lmc sales activities performed on behalf 
of some other person; 

(5) if his services consist of soliciting orders on behalf of, and 
transmitting such orders to, his principal; 

(c) if the customers solicited by him are wholesalers, retailers, 
contractors, or operators of hotels, restaurants, or other similar 
establ'ishments; 

(d) if the orders solicitecl by him from such customers are for 
merchandise for resale or for supplies for use in the business 
operations of the customers; 

(e) if the arrangement under which he agrees to perform such 
services contemplates that substantially all of the services are to be 
performed by him personally; 

(f) if he has no substantial investment in facilities used. in 
connection with the performance of the services, other than in 
facilities for transportation; and 

(g) if his services are part of a continuing relationship with 
his principal and not in the nature of a single transaction. 

7. The following examples, in each of which it has been established 
from facts not stated herein tliat the salesman is not an employee under 
the usual common-law rules, illustrate the application of the foregoing 
tests: 

Example 1. Salesman A's principal business activity is the solicita- 
tion of orders from retail pharmacies on a continuing full-time basis 
on behalf of the X wholesale drug company. A rloes, however, occa- 
sionally solicit orders for drugs on behalf of the Y and Z companies. 
A's contract of service with the X company contemplates that substan- 
tially all of the services to which the arrangement relates are to be 
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performed by him personally, nncl he has no investment in facilities 
other than in an automobile. A meets all the conditions set forth in 
tests (a) to (g), inclusive, and is, therefore, an employee of the X 
company for pu~rposes of the I&edernl Insurance Contributions Act, 
as amended, with respect to services performecl after 1050. A. is not an 
employee of either the Y or Z company. Encamp/e 

8. Salesman B's principal business n. ctivity is the solicita- 
tipn of orders from retail harclware stores on behalf of the R tool com- 
pany nnd the S cooking utensil company. B regularly solicits orclers 
on behalf of both companies. B does not meet test (a) since he is not 
performing services on a full-time basis primarily for n. ny one Iirinci- 
pal and, consequently, he is not an employee of either the R or 8 com- 
pany for purposes of the Act, as amended. 

Encamp/e 8. Salesman C's principal business activity is the house- 
to-house solicitation of orders on behalf of the T company. C occa- 
sionally solicits orclers on behalf of the same company from retnil 
stores and restaurants. C does not meet test (c) since he is primarily 
engagecl in soliciting orders on a full-time basis from householclets 
rather than from wholesalers, retailers, et al. , nncl he is not, therefore, 
an employee of the T company for purposes of the Act, as amended. 

8. The, Social Security Act Amendments of 1050 amencl chapter 1 
Gf the Internnl Revenue Code by the acldition of subchapter E, Tax 
on Self-Employment Income, which imposes n, tax on the self-employ- 
ment income of every individual for each taxable year beginnin~ after 
December 81, 1050. Thus, it may be stated generally if n, traveling or 
city salesmaII is not an employee for purposes of the Eeclernl Insur- 
ance Contributions Act, as nmenclecl, the provisions of subchapter E, 
chapter 1, of the Code (Tnx on Self-Employment Income) will be 
consiclered to be applicable. Determinations whether tnx liability is 
incurred in particular cases uncler subchapter E, chapter 1, of the Code 
should be made with due regard to the applicable income tax provi- 
sions of. the Code since an individual's status as a self-employed indi- 
vidual is initially clependent upon whether he is engaged in n trade or 
business. Doubtful cases should be submitted to the Bureau for spe- 
cific rulings. 

0. The provisions of this mimeograph are not to be usecl in determin- 
ing the status of full-time life insurance salesmen with respect to which 
section 1426(cl) (8) (B) of the Fecleral Insurance Contributions Act, 
as nmencled by the Social Security Act Amendments of 1050, is ap- 
plicable. (See AMim. 6571 ) page 05, this Bulletin. ) 

10. Correspondence relating to this miineogrnph shoulcl refer to 
the number thereof nnd the symbols EmT: RR. 

GEO. J. SCHOEiVEM. 'tN& 

Comnu, sst', o» cr. 

1051-4-18544 
i3[im. 6586 

SEOTIQN 1426: Definitions. 
REGULATIDNS 128) SECTIoN 408. 204: who are em- 

ployees. 
(Also Subchapter D (Collection of Income Tnx nt 

Source on AVnges), Section 1621; Regulations 
116, Section 405. 104. ) 

Status after 1950 of home woricers for Ferleral etuploxment tax 
pnrposes inclucling income tnz withhopiing. 
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TREASURY DEPARTME~ T& 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE 
1Vashington M, D. C. , J'anuary $, 1'. 

CoVeetors of Interna/ Re~~enae and Otli, ers Oonoerned: 
1. The purpose of this mimeograph is to outline the changes relat- 

ing to the status of home workers, eÃected in the Federal Insurance 
Contributions Act (subchapter A, chapter 9, Internal Revenue Code), 
by the Social Security A. ct Amendments of 1950. 

2. Effective with respect to services performed after 1950, section 
1406(d) of the Federal Insurance Contributions Act is amended to 
read, in part, as follows: 

K~LOYKE. — The term "emplovee" means— 

(2) any indivirlual who, under the usual common law rules applicable in 
determining the emplover-employee relationship, has the status of an 
emplovee; or 

(8) anv individual * * * who performs services for remuneratiou 
for any person— 

(C) as a home worker performing work, according to specincations 
furnished by the person for whom the services are performed, on mate- 
rials or goods furnished by such person which are required to be returned 
to such person or a person desiguated by him, if the performance of such 
services is subject to licensing requirements under the laws of the State 
in which such services are performed; 

if the contract of service contemplates that substantially all of such services 
are to be performed personally by such individual; except that an individual 
shall not be included in tbc term "employee" under the provisions of this 
paragraph if such individual has a substantial investment in facilities used 
iu connection with the performance of such services (other than in facili- 
ties for transportation), or if the services are iu the nature of a single 
trausactinn not part of a continuing relationship with the person for whom 
the services are performed. 

8. EfFective with respect to remuneration paid after 1950, section 
1496(a) of the Federal Insurance Contributions Act is amended to 
read, in part, as follows: 

WAuEs. — The term "wages" means all remuneration for employment, includ- 
ing the cash value of all remuneration paid in any medium other than cash; 
except that such term shall not include— 

(10) Remuneration paid by an employer in any calenclar quarter to an 
employee for service described in subsection (d) (8) (C) (relating to home 
workers), if the cash remuneration paid in such quarter by the employer 
to the emplo& ee for such service is less than $00. 

4. To determine the status of a home worker' with respect to serv- 
ices performed after Beceinber o1, 1M0, it will first be ascertained 
whether the individual, under the usual common-law rules applicable 
in determining the employer-employee relationship, has the status of 
an employee. If such is found to be the case the inclividual will be 
an employee for the purposes of the taxes imposed by the Federal 
Insurance Contributions Act, for purposes of the Federal Unemploy- 
ment Tax Act, and also for the purposes of collection of income tax 
at source on wages. 

5. If, under the usual common-law rules applicable in determining 
the employer-employee relationship, the honle worker is determined 
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not to be an employee, then the statutory test provided in section 
1C6(d) (3) (C) of the Federal Insurance Contributions Act (quoted 
above in paragraph 2) will be applicable in determining whether such 
home worker is an employee for purposes of. that Act. In the event 
the home worker is found, by the application of such statutory test, 
to be an employee, then he will be so considered only for purposes of 
the Federal Insu! ance Contributions Act. 

6. A home worker found to be an employee by the application of 
tim statutoi y test provicled in section 1426 (d) (3) (C) will not be con- 
sidered to ha, ve the status of an emplovee for purposes of the tax 
imposed by the Fecleral Unemployment Tax Act or for purposes of 
collection of income tax at source on wages inasmuch as such statu- 
tory test was not made applicable for the two latter purposes by the 
Social Security Act Amendments of 1050. Determinations relative to 
the status of home workers for purposes of the tax imposed by the 
Federal Unemployment Tax Act and for purposes of collection of 
income tax at source on wa. ges will continue to be based on the appli- 
cation solely of the usual common law rules. 

7. An individtial who performs services after 1950 as a home 
worker, and who is not an employee under the usual common-law 
rules, will be considered an employee of the person for whom the 
services are performed (for purposes of the Federal Insurance Con- 
tributions Act only) if all of the following conditions exist: 

(a) if the work is performed accorcling to specifications fur- 
nished by the person for whom the services are performed on 
materials or goocls furnished by such person which are required 
to be returned to such person or a person designated by him; 

(5) if the performance of the services is subject to licensing 
requirements, imposed either upon the home worker or upon the 
person. for whom the services are performed, under the laws of 
the State in which the services are performed; 

(c) if the contract or arrangement under which the services 
as home worker are performecl contemplates tlnrt substantially 
all of the services are to be performed personally by the home 
worker who enters into the contract or arrangement; 

(d) if the home worker has no substantial investment in facili- 
ties used. in connection with the perforinance of the services, other 
than in facilities for transportation; and 

(e) if the home worker's services are a part of a continuing 
relationship with the person for whom the services are performecl 
and not in the nature of a single transaction. 

8. At the present time the performance of certain services by certain 
home workers is subject to licensing requirements uneler the lav s of 
Puerto Rico and the following States: 

California. 3!ichigan. Rhnue Island. 
Connecticut. Missouri. Tennessee. 
Illinois. New TerscV. Texas. 
Incliana. New York. West Virginia. 
;!la!ac. Ohio. Wisconsin. 
illaryland. Ore on. 
I I assachuset ts. Pennsylvania. 

0. In ca. ch case where it is determined that a, home worl. -er is an 
einployee with respect to services performed after December 31, 1950, 
solely by the application of the statutory test provided in section 
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1426(d) (3) (C) of. the Federal Insurance Contributions Act, as 
amended, the provisions of section 1426(a) (10) of such Act (quoted 
above in paragraph 3) will be applied in determining the liability, 
if any, which has been incurred for the taxes imposed by that Act 
with respect to the remuneration paid to the employee. 

10. The following examples, in each of which it has been established 
from facts not stated herein that the home workers are not employees 
under the usual common-lav- rules, illustrate the application oi the 
statutory test: 

EzampLe 1. The M Company, Richmond, Va. , is engaged in pur- 
chasing an article in bulk, in vai ious sizes and colors, fronx manufac- 
turers. The horne workers, residing in Virginia, receive at the M 
Company's premises the articles and certain envelopes in bulk, take 
these to their homes, insert one article in each envelope, and staple 
the envelopes together in groups of six each in accordance with in- 
structions received from the M Company, thus assembling the final 
packages to be sold by the AI Company. The home workers are paid 
on a piece-work basis, payment for the work being made upon delivery 
to the company of tice completed packages. Since Virginia has no 
licensing requirements relating to home workers, the workers do not 
ineet the conditions of test (5). Therefore, the horne workers are 
not employees of the M Company within the meaning of section 
1426(d) (8) (C) with respect to services performed after 1950. 

Example 8. Home worker A is a former employee of tlae N Com- 
pany, Chicago, Ill. , which company is engaged in the manufacture 
of gloves. At the suggestion of the company she has set up a shop 
in her home in Gary, Ind. , where experienced workers are available, 
and she obtains leather stitching work on. a contract ba. sis. She has 
an agreeinent with the company to stitch approximately 200 pairs of 
gloves per week, which both she and the company understand is more 
work than she can do alone. She visits tlie premises of the N Com- 
pany once each week, obtains a quantity of cut leather gloves, and 
takes them to her home where she and other workers sew them. She is 
remunerated at the rate of $0. o5 per pair of gloves finished and re- 
turned to the N Company. The equipment usecl by the inclivi&lual 
consists of special leather needles and thread which are furnished. to 
her by the N Company. A's contract of service rloes not contemplate 
that, substantially all such services are to be performed personally by 
her, and, therefore, she does not meet the conditions of test (e) 
and is not an employee of the N Company for purposes of the Federal 
Insurance Contributions Act, as amended, with respect to services 
performed after 1950. However, A is also not an employee of the N 
Company because the home work licensing laws of hidiana do not 
apply to the manufacture of leather gloves. 

Example 8. 8 is engaged on a continuing basis in knittino' or 
crecheting tops for slippers manufactured by the 0 Company $Ii] 
waukee, AVis. She applied to the 0 Compa. ny for work, was'given 
instructions concerning the type of work to be done aiid tlie manner 
in which it was to be performed and was informed that the work 
must meet the standard of the 0 Company. All of the material and 
equipment necessary for the performance of the services are supplied 
by the 0 Company and must be returned to the company. 
quired to perform personally the services connected with the knitting 
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or crocheting of the slipper tops. The services are subject to licensing 
requirements under the laws of Wisconsin. She is paid for the work 
on a piece-work basis. B meets all the conditions of the statutory 
test and, therefore, she is an employee of the 0 Colnpany for pur- 
poses of the Federal Insurance Contributions Act, as amended, with 
respect to services performed after 1950. B is paid approximately 
$150 during the first calendar quarter for the work completed for 
the 0 Company, but during the second quarter she is prevented by 
illness from working steadily and is paid by the 0 Company $87. 50 
for work completed during that quarterly period. Liability for the 
taxes imposed by the Federal Insurance Contributions A. ct is incurred 
with respect to the remuneration paid to B by the 0 Company dur- 
ing the first quarter, since the amount paid is more than $50. How- 
ever, although her status is still that of an employee, ' no liability for 
the taxes imposed by that Act is incurred by the 0 Company with re- 
spect to the remuneration which is less than $50 paid to B during the 
second quarterly period, by reason of the provisions of section 14Z6 (a) 
(10) of the Act. 

11. The Social Security Act Amendments of 1950 amend chapter 1 
of the Internal Revenue Code by the addition of subchapter E, Tax 
or& Self-Employment Income, which imposes a tax on the self-employ- 
ment income of every individual for each taxable year beginning after 
December 81, 1950. Thus, it may be stated generally if a home worl-er 
is not an employee for purposes of the Federa. l Insurance Contribu- 
tions Act, as amended, the provisions of subchapter E, chapter 1, 
of the Code (Tax on Self-Employment Income) will be considered 
to be applicable. Determinations whether tax liability is incurred in 

articular cases under subchapter E, cha, pter 1, of the Code should 
e made with due regard to the a, pplicable income tax provisions of 

the Code since an individual's status as a self-employed individual 
is initially dependent upon whether he is engaged in a trade or busi- 
ness. Doubtful cases should be submitted to the Bureau for specific 
rulings. 

12. Correspondence relating to this mimeograph should refer to its 
number and to the symbols EmT: RR. 

GEO. J. SorroENE&r. &v, 
Commz'sooner. 

1951 — 5 — 18558 
Mim. 6601 

SEOTroN 1496: Definitions. 
REGULhTIONS 128r SECTION 408. 904: Who are em- 

ployees. 
(Also Subchapter D (Collection of Income Tax at 

Source on Wages), Section 1621; Regulations 
116, Section 405. 104. ) 

Status after 1MO of agent-drivers and commission-drivers for 
Federal enridoynrent tax purposes including iucome tax rrithholding. 

TREASURV DEPAETI&KNT, 

OFFICE OF CO&&3&ISSIONER OF INTZI&NAL REVI. NI7Z, 

tVashk i&Jton o~, D. C. 
& 
January 81& 1951. 

Collectors of Internal Revenue and Others Concerned: 
1. The purpose of this mimeograph is to outline the changes relating 

to the status of agent-drivers abend connnission-drivers efi'ected in the 
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Federal Insurance Contributions Act, (subchapter A, chapter 9, In- 
ternal Revenue Code), by the Social Security Act Amendments of 
1950. 

2. EfFective with respect to services performed after 1950, section 
1496(d) of the Federal Insurance Contributions Act is'amended to 
read, in part, as follows: 

EMPLQYEE. — The term "employee" means— 
1 

(2) any individual who, under the usual common-law rules applicable in 
determining the employer-etnployee relationship, has the status of an em- 

ployee; or 
(8) any individual ~ ~ ~ who performs services for remuneration for 

any person— 
(4) as an agent-driver or commission-driver engaged in distributing 

meat products, vegetable products, fruit products, bakery products, 
beverages (other than milk), or laundry or dry-cleaning services, for 
his principal; 

III 

if the contract of service contemplates that substantially all of such services 
are to be performed personally by such individual; except that an individual 
shall not be included in the term "employee" under the provisions of this 
paragraph if such individual has a substantial investment in facilities used 
in connection with the performance of such services (other than in facilities 
for transportation), or if the services are in the nature of a single trans- 
action not part of a continuing relationship with the person for whom the 
services are performed. 

8. To determine the status of an agent-driver or commission-driver 
with respect to services performed after December 31, 1950, it will 
first be ascertained whether the individual, under the usual common- 
law rules applicable in determining the employer-employee relation- 
ship, has the status of an employee. If such is found to be the case, 
the individual will be an employee for purposes of the taxes imposed 
by the Federal Insurance Contributions Act, for purposes of the tax 
imposed by the Federal Unemployment Tax Act, and also for purposes 
of collection of income tax at source on wages. 

4. If, under the usual common-law rules applicable in determining 
the em]cloyer-employee relationship, an agent-driver or commission- 
driver is determined not to be an employee, then the statutory test pro- 
vided in section 1426(d) (3) (A) of the Federal Insurance Contribu- 
tions Act (quoted above in paragraph 0) will be applicable in deter- 
mining whether such driver is an employee for purposes of that Act. 
In the event the driver is found, bv the application of such statutory 
test, to be an employee, then he will be so considered only for purposes, of the Federal Insurance Contributions Act. 

5. An agent-driver or commission-driver found to be a, n employee 
by the application of the statutory test provided in section 
1426(d) (6) (A) will not be considered to have the status of an em- 
ployee for purposes of the tax imposed by the Federal Unemployment Tax Act or for purposes of collection of income tax at source on wages inasmuch as such statutory test was not made applicable for the two latter purposes by the Social Security Act Amendments of 1950. De- 
terminations relative to the status of an agent-driver or commission- 
driver for purposes of the tax imposed by the Federal Unemployment Tax Act and for purposes of collection of income tax at source on 
wages will continue to be based on the application solely of the usual common-law rules. 
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0. An indiviclual mho performs services after 1950 as an agent- 
driver or commission-driver, and who is not an employee under the 
usual common-law rules, mill be considered an employee of his princi- 
pal (for purposes of the Fecleral Insurance Contributions Act only) 
if all of the folloming conclitions exist: 

(a) if he is engaged in distributing meat proclucts, vegetable 
products, fruit products, balcery products, beverages (other than 
mijk), or laundry or clry-cleaning services, for his principal; 

(b) if the contract or arrangement under which the ser~vices 
as agent-driver or commission-driver are per formecl contemplates 
that substantially all of the services are to be performecl person- 
ally by the agent-driver or commission-driver mho enters into the 
contract or arrangement; 

(c) if he has no substantial investment in facilities usecl in 
connection with the performance of the services, other tlran in 
facilities for transportation; and 

(d) if the services are part of a continuing relationship with 
the principal and not in the nature of a single transaction. 

7. The term "agent-driver or commission-driver" inclucles an indi- 
vidual who operates his own truck or the truck of the person for whom 
he performs services, serves customers designatecl bv his principal as 
mell as those solicited on his omn initiative, sells mholesale or retail, 
and whose compensation is a, commission on his sales or the difference 
between the price he charges his customers ancl the price he pays to his 
principal for the product or service. 

8. The following examples, in each of. which it has been establishecl 
from facts not stated herein tlsat the agent-clriver ancl commission- 
driver are not employees under the usual common-1am rules, illustrate 
the application of the foregoing tests: 

ETample l. Agent-Driver A is engaged on a continuing basis in 
distributing meat products for his principal, the X Company. A. 's 

contract of service with the X Company contemplates that substan- 
tially all of the services to which the arrangement relates are to be 
performecl personally and he has no investmeiit in facilities other than 
in a small delivery truck. A meets all of the conclitions set forth in 
tests (a) to (d), inclusive, ancl is. therefore, an employee of the X 
Company for purposes of the Eecleral Insurance Contributions Act, 
as amended, with respect, to services perforated after 1050. 

Eral pie . 8. Commission-Driver B is engaged in clistributing bak- 
ery products for his principal, the Y Company. However, uncler the 
arrangement uncler which t' he services are performecl it is not contem- 
plated tlrat the services are to be performecl personally by B. Since 
B's arrangement for the performance of the services cloes not meet 
the conclitions of test (b), he is not an employee of the Y Company 
within the meaning of section 1490 (d) (8) (A). 

0. The Social Security Act Amenclments of 1050 amend chapter 1 
of the Internal Revenue Code by the adclition of subchapter E, Tax 
on Self-Employment Income, which imposes a tax on the self-employ- 
ment income of every indiviclual for each taxable year beginning after 
December 81, 1050. Thus, it may be stated generally if an agent- 
driver or commission-driver is not an employee for purposes of the 
Federal Insurance Contributions Act, as amended. the provisions of 
subchapter E, chapter 1& of the Code (Tax on Self-Employment In- 

068290' — 5l — 8 
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come) will be considered to be applicable. Determinations whether 
tax liability is incurred in particular cases under subchapter E, chap- 
ter 1, of the Code should be made with due regard to the applicable 
income tax provisions of the Code since an individual's status as a 
self-employed individual is initially dependent upon whether he is 
engaged in a trade or business. Doubtful cases should be submitted 
to the Bureau for specific rulings. 

10. Correspondence relating to this mimeograph should refer to the 
number thereof and to the syinbols EmT: RR. 

GEo. J. SCIIOENEMAN, 
Conimissi oner. 

1951-10-18590 
Milli. 6688 

SECTloN 1426: Definitions. 
REGVLATIONs 128, SECTION 408. 215: Ministers 

of churches and members of religious orders. 
(Also Subchapter D (Collection of Income Tax 

at Source on Wages), Section 1621; Regula- 
tions 116, Section 405. 102. ) 

Status after 1950 of duly osdained, commissioned, and licensed 
ministers of churches for yuryoses of the Federal Insurance Con- 
trihutions Act and income tax withholding. 

TREASVRT DEPARTMENT~ 
OEFIcE ol CQMMIssloNER oE INTERNAL REvENvE) 

Washington 85, D. C. , April 18, 1981. 
Collectors of Jnternal Revenue end Others Concerned: 

1. EfFective with respect to services performecl after 1950, section 
1426(b) (9) (A) of the Federal Insurance Contributions Act, as 
amended by the Social Security Act Amendments of 1950, provides, 
in part, for the exception from employment of "Service performed 
by a duly ordained, commissioned, or licensed minister of a church 
in the exercise of his ministry 

2. The exception applies to the services which are ordinarily the 
duties of' such ministers. The duties of ministers include: 

(a) the ministration of sacerdotal functions and the conduct 
of religious worship; and 

(l ) the control, cqpduct, and maintenance of religious organi- 
zations (including the religious boards, societies, and other in- 
tegral agencies of such organizations), under the authority of 
a religious body constituting a church or church denomination. 

8. What constitutes the conduct of religious worship or the ministra- 
tion of sacerdotal functions depends os the tenets and practices of 
a, particular religious bocly constituting a church or clrtirch denomi- 
nation. 

4. Services perforined by a minister in the control, conduct, and 
maintenance of a religious organization relate to directing, mana~ging, 
or pronioting the activities of such organization, Any religious or- 
ganization is deemed to be under the authority of a religious body 
constituting a church or church denomination if it is organized and 
dedicated to carrying out the tenets and principles of a faith in ac- 
cordance with either the requirements or sanctions oovernin~ the 
creation of institutions of the faith. The term "religious orgaui- 
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zation" has the same meaning and application as is given to the term 
for income tax purposes. 

5. The following general rules have been adopted to eletermine 
whether the services of a duly ordained, commissioned, or licensed 
minister of a church are performed "in the exercise of his ministry" 
within the meaning of section 1426(b) (0) (A): 

(a) Where a minister is performing services in the conduct of 
religious worship or the ministration of sacerdotal functions. such 
services are considered to be "in the exercise of his ministry" ansi 
therefore excepted from "employment" whether or not they are per- 
formecl for a religious organization. 

(6) Where a minister is performing services for an organization 
which is operated as an integral agency of a, religious organization 
under the authority of a, religious body constituting~a church or church 
denomination, all services performed by the minister in the conduct 
of religious worship, in the ministration of sacerclotal functions, or 
in the control, conduct, and maintenance of such organization (as 
defined in paragraph 4 above), are consiclerecl to be "in the exercise of 
his ministry" and therefore excepted from "employment. " 

(c) Where a minister, pursuant to an assignment or designation 
by the religious body constituting his church, is performing services 
for an organization which is neither a, religious organization nor 
operated a~s an integral agency of a, religious organization, all services 
performed by the minister, irrespective of whether or not they involve 
the conduct of religious worship or the ministration of sacerdotal 
functions, are considered to be "in the exercise of his ministry" ansi 
therefore excepted from "emplovment. " 

(d) Where a minister is performing services for an organization 
which is neither a, religious organization nor operateel as an integral 
agency of a, religious organization and the services are not performed 
pursuant to an assignment or designation by his ecclesiastical supe- 
riors, then only the services performed by the minister in the concluct 
of religious worship or the ministration of sacerdotal functions are 
considered to be "in the exercise of his ministry. " 

G. For purposes of income tax withholding, the foregoing rules ansi 
principles also a, re applicable in determining whether the remunera- 
tion of a minister is excluded from wages" under section 1621(a, ) (0) 
of the Internal revenue Code, as amended by the Social Security Act, 
Amendments of 1050. 

7. The included and excluded rules contained in sections 1426(c) 
and 1622(g) of the Internal Revenue Code shoulcl be appliecl where, 
during the same payroll period and for the same employer, a minister 
performs not only services "in the exercise of his ministry" but also 
services which are not "in the exercise of his ministry. " 

8. In the event you are unable to cletermine the status of a duly 
ordained, commissioned, or licensed minister in a particular case this 
o5ce will give consicleration to the matter upon the submission of com- 
plete information. 

0. Correspondence relating to this mimeograph shoulcl refer to its 
number and to the symbols Em T: RPi. 

GEo. J. Scr~ozxrir. i'-, 
ommi shi oner. 
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1951-2-13520 
Mim. 6566 

SEGTION 1426: Definitions. 
REGULATIQNs 106, SzcTIoN 402. 204: Who are ein- 

ployees. 
(Also Subchapter C (Federal Unemployment Tax 

Act), Section 1607; Regulations 107, Section 
408. 204; Subchapter D (Collection of Income 
Tax at Source on Wages), Section 1621; Regu- 
lations 116, Section 405. 104. ) 

Status of certain real estate and securities salesmen for pur- 
poses of the Federal employnient taxes and the income tax with- 
holtling under section 1022 of the Internal Revenue Code. 

Mimeograph 5o04 (C. B. 1048, 100o) rerol'ed and Mimeograph 
5857 (unpublished) revoked. 

TREASURY DEPARTMENT) 
Orricz or CoirMissioNER oi. INTERNAL RzvrNvz, 

washington 8G, D. C. , December 8, 1980. 
Collectors of Internal Revenue and Others Concerned: 

1. In Mimeogra, ph 5504 (C. B. 1943, 1066), it is held that real 
estate salesmeii who perform services for brokers under the customs 
ancl practices described therein are employees of the brokers for pur- 
poses of the employment taxes imposed by titles VIII and. IX of the 
Social Security Act, the Federal Insurance Contributions Act, and 
the Federal Unemployment Tax Act. 

2. It was decided by the United States Court of Appeals for the 
Eighth Circuit in the case of Dimmitt-Eiclchoff'-Bayer I'eal Estate 
Co. v. t'ames P. Finnecjan, Collector oj Internal Revenue, that real 
estate salesmen were not employees of the company under applicable 
common-law tests and'the remuneration paid to them was not subject 
to Federal employment taxes. In that case each salesman was en- 
gaged pursuant to a contract under which the company agreed that 
it would make available to the salesman. the facilities of its ofiice and 
its listings of property for sale; that it would assist him by advice 
and cooperation; that it would furnish him with necessary business 
cards. forins, and stationery; and that it would divide with him, 
according to a fixed schedule, any commissions resulting from sales 
which he procured. The company furnislied each salesman a manual 
explaining its business policies in detail. The salesman, on his part, 
agreed to work diligently for the company. Each salesman provided 
tlie license required of him by State law, and paid the dues for his 
membership in the local real estate exchange. Each salesman pro- 
vided his means of transportation and paid all expenses incurred by 
him in the solicitation of business. The salesmen genera, lly reported 
to the ofiice daily and attended. v eekly sales nieetings, but this was 
not mandatory. Tliey took turns in keeping tile ofiice open on Sat- 
urday afternoons and Sundays. They were not required to keep fixed 
hours. They were not permitted to sell real estate for other brokers 
nor to niake sales in their own names and their own behalf. All sales 
were closed in the name of the company and all commissions on sales 
were paid to the company aiid were divided once a month among the 
salesmen who had earned them. On October 0, 1950, the Supreme 
Court of tlie United States refused certiorari to review this decision. 
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8. Real estate salesmen are not employees for purposes of employ- 
ment taxes and income tax withholding under section 1622 of the In- 
ternal Revenue Code where the facts are substantially similar to those 
set forth in Mimeograph 5504, 8npra, , or the Dimmitt case in the ab- 
sence of other substantial evidence of an. employee-employer rela- 
tionship. 

4. Mimeograph 5504, supra, , is hereby revoked. 
5. It has been the position of the Bureau generally, as stated in 

Mimeograph 5857 (unpublished), that securities salesmen who per- 
form their services for dealers pursuant to regulatory legislation a. nd 
the established customs and practices in selling securities are subject 
to a, sufhcient degree of control with respect to the manner and method 
of the performance of their services to constitute them einployees of 
the dealers for purposes of the taxes imposed by the Federal Insurance 
Contributions Act and the Federal Unemployment Tax Act. This 
classification was applicable also for purposes of the income tax ivith- 
holding under section 1622 of the Internal Revenue Cocle. This posi- 
tion was based upon the fact that regulatory laws in most of the States 
contemplate that a dealer, in order to sell or purchase unlisted or over- 
the-counter securities, stocks, and bonds, shall be licensed. The busi- 
ness of the dealer is regulated by the rules of the Federal Securities 
and Exchange Commis~sion, the provisions of various security acts 
or "blue sky" regulations of the State or States in which the dealer 
may operate, and the regulations of various dealer organizations. 
The dealer has telephone and wire connections with other securities 
exchange members and in the furtherance of. his business he engages 
salesmen. The dealer furnishes the salesmen ivith desk space, tele- 
phone and telegraph facilities, quotation, statistical and bool. -keeping 
services, and clerical assistance. All a, ccounts covering transactions 
handled by a salesman are carried in the name of the clealer who re- 
ceives and disburses all moneys collectible and payable in connection 
with the business. The dealer requires the salesman to conform to his 

olicies, the major portion of which are based upon I&'ederal, State, or. 

ocal stock exchange rules and regulations. The salesman, who is 
usually licensed to~a particular dealer, uses the services furnished by 
the dealer and is compensated on a commission basis for the services 
performed by him in the purchase and sale of securities. He usually 
agrees to work diligently and to abide by all laws, rules, and regula- 
tions under which the dea, ler operates liis business. 

G. The rule statecl in Mimeograph 5857 has been reconsidered anil 
it is now tlie position ot the Bureau tliat generally securities salesmen 
ivho perform their services under circumstances aiid conditions such as 
those present, in the Dimmitt case are not employees for purposes of 
the employinent taxes and the income tax withholding, in the absence 
of other substantial evidence of an employee-employer relationship. 

7. Mimeograph 5857 (unpublished) is hereby revoked. 
8. If' cloubt exists as to the applicability of this mimeograph in any 

case, the complete facts in the case should be presented to tlie Bureau 
with a request for a ruling. 

0. Inquiries relative to the contents of this mimeograph should refer 
to the number hereof and to the symbols Em T: RR. 

Cvi:o. J. Snrorxair. ix. 
C'oninii asi oner. 
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SEGTIQN 1426: Definitions. 
REGULATICNs 106, SEcrloN 402. 217: Organizations 

exempt from income tax. 
Waiver of exemption by 101(6) organizations, Regulations 106 

amended. (See T. D. 5828, page 89. ) 

CHAPTER 9, SUBCHAPTER B. — RAILROAD RETIREMENT TAX ACT 

1951-2-18528 
Mim. 6564 

SEGTIoN 1501: Deduction of tax from compen- 
sation. 

REGULATICNs 114, SEOTIoN 411. 808: Collection 
of, and liability for, employees' tax. 

(Also Subchapter D (Collection of Income Tax 
at Source on Wages), Section 1622; Regula- 
tions 116, Section 405. 201. ) 

Rate of exchange applicable for purposes of the Railroad Re- 
tirement Tax A. ct and the withholding of income tax in connection 
with the conversion of remuneratiou in terms of United. States 
dollars, where emplovees are compensated in Canadian currencY. 

TREASURY DEPARTMENT) 
OFI'ICE OF COMMISSIONER OF INTERNAL REVE~NUE& 

Washington 85, D. C. , December 5, 19b0. 
Collectors of Infernal Revenue and Others Concerned: 

1. Where employees are compensated in Canadian currency the 
employer, in fihng employer's tax returns, Form CT — 1, must report: 
the amount of compensation involved in terms of United States 
currency. Prior to October 1, 1950, the computation of the amount 
of compensation involved in terms of United States dollars was made 
by the use of the ofiicial rate of exchange. After the employees' total 
remuneration had been converted into terms of United States dollars, 
liability was incurred for the taxes imposed by the Railroad Retire- 
ment Tax Act upon so much of the total remuneration paid as was 
not in excess of 800 United States dollars for any calendar month. 

2. The Canadian Control Board released control of exchange rates 
for Canadian currency efFective at the beginning of business on 
October 2, 1950. Inasmuch as an OKcial rate of exchange no longer 
exists and international exchange transactions are now based upon a 
free rate, inquiries have been received as to what rate should now be 
used in connection with the conversion of Canadian dollars to Ameri- 
can dollars for purposes of reporting the taxable compensation of 
employees on employer's tax returns, Form CT — 1, when such em- 
ployees are compensated in Canadian currency. 

8. Employers, who compensate employees in Canadian currency 
and who find it impracticable to utilize the rate of exchange in 
e8ect on the date conlpensation is paid, may compute the amount of 
compensation paid in terms of United States dollars by using either 
the opening or closing exchange rate quoted by the Federal Reserve 
bank serving the employer's district on the first business day of each 
payroll period as the conversion factor for all compensation paid dur- 
ing such payroll period. After the employees' total remuneration 
ha~s been converted into terms of United States dollars, liability is 
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incurred for the taxes imposed by the Railroacl Retirement Tax Act 
upon so much of the total remuneration paid as is not in excess of 
$800 in terms of United States currency for a, ny calendar month. 

4. The rule set forth in the preceding paragraph relative to the 
conversion of Canadian currency to Unitecl States clollars also is 
applicable for purposes of the income tax xvithholding uncler section 
1022 of the Internal Revenue Cocle, as amended. The $300 limita- 
tion mentioned therein pertains only to the taxes imposed by the 
Railroad Retirement Tax Act ancl has no application to the ivith- 
holding of income tax under section 1622 of. the Internal Revenue 
Code. 

5. Correspondence relative to this mimeograph should refer to its 
number and to the symbols Em T: RR. 

GEO J SCIIOENEMAN) 
Commi ssioner. 

CHAPTER 9, SUBCHAPTER C. — FEDERAL UNEMPLOYMENT TAX ACT 

SrcTIoN 1607: Definitions. 
REGLLATIoxs 107, SEcTICN 403. 204: who are em- 

ployees. 

Status of real estate and securities salesmen. (See Mim. 0506, 
page 108. ) 

CHAPTER 9, SUBCHAPTEP. D. — COLLECTION OF INCOME TAX AT 
SOURCE ON WAGES 

REGULATICNs 1 10. 
Periods of limitation upon assessment, collection, crecliting, ancl re- 

funding of tax changecl by the Social Security Act Antenclments of 
1950. (See SIim. 0025, page 87. ) 

195]~] 6545 
T. D. 5828 

SKcTICNs 1021, 1022, 1625, 1620) AND 1027. 
REGULATICNs 116 (Sections 405. 101, 405. 102, 

405, 104, 405. 105, 405. 107, 405. 201, 405. 202, 
405. 203, 405. 209, 405. 501, 405. 601, 405. 805 
amencled, 405. 007, and 405. 703 aclcled. ) 

TITLE 2C) — INTERNAL REVENUE. — CEEAPTKR I, SUPCHAPTZR D, PART 405. — 
COLLZCTEON OF INCOME TAX AT SOURCE ON VVAGES 

Regulations 110 amencled to conform to the Social Security Act 
Atnendments of 19o0 and to the Itevenue Act of 1950. 

TREASURT DEPARTMENT, 

OrrICE OI' CO3IMISSIONER OI' IVTERNAL REVENUE) 
IVashinctton . . . 5, D. C. 

To Co gectors of Interna/ Eevenue and Ot7iers Concerned: 
In orcler to conform Regulations 116 [26 CFR. part 405) to the 

Social Security Act Amendments of 1950, approved August 28. 1950, 
and to the Revenue Act of 1950, approved Septenlber 23, 1950) such 
regulations are hereby amended as folio&vs: 
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PARAonAPII 1. There is inserted immediately after section 1691(a) 
of the Internal Revenue Code as set forth preceding section 405. 101 
[26 CFR 405. 101j the following: 

SEC. 202. INCOhIE TAX EXEJIPTIONS FOR MEhIBERS OF TEIE 
ARMED FORCES SERVING IN COMBAT ARI"AS. [REVENUE 
ACT OF 1960, APPROVED SEP EMBER 28, 1960. ] 

A S 

(b) lVITHHGIDING OI' INcoME TAx GN WAGEB. — Effective with respect 
to Ivages paicl after October 81, 1960, section 1621(a) (relating to denni- 
tion of wages for income tax withholding purposes) is hereby amended 
by inserting before paragraph (2) thereof the following: 

"(1) for active service as a member of the Armed Forces of the 
United States performed prior to Januarv 1, 1952, in a month during 
any part of which such member performed service in a combat zone 
as determined under section 22(b) (13), or". 

X 

SEC. 221. RESIDEiNTS OF PUERTO RICO. [REVENUE ACT OF 
1960, APPROVED SEPTEhlBER 28, 1960. ] 

(f) WITHHoLDING oF TAX QN WAGEs. — 
(1) Section 1621(a) (6) (relating to collection of income tax at 

sources of wages) is hereby amended to read as follovvs: 
"(6) for services performed by a nonresident alien individual, 

other than (A) a resident of a contiguous country who enters and 
leaves the United States at frequent intervals, or (B) a resident of 
Puerto Rico if such services are performed as an employee of the 
United States or any agency thereof, or". 

(2) Section 1621(a) (8) (relating to collection of income tax at 
source on wages) is hereby amended by striking out subparagraph 
(B) thereof and inserting in lieu thereof the following: 

"(B) for services for an employer (other than the United States 
or any agency thereof) perforined by a citizen of the United States 
within a possession of the United States (other than Puerto Rico), 
if it is reasonable to believe that at least 80 per. centum of the remu- 
neration to be paid to the employee by such employer during the cal- 
endar year will be for such services, or 

"(C) for services for an employer (other than the United States or 
any agency thereof) performed by a citizen of the United States 
within Puerto Rico, if it is reasonable to believe that during the 
entire calendar vear the employee Ivill be a bona fide resident of 
Puerto Rico, or". 

(k) EFFEcTIVE DATE. — The amerdments made by ~ * * subsec- 
tion (f) shall be applicable with respect to wages paid on or after Janu- 
ary 1, 19ol 

SEC. 209(c) OF THE SOCIAL SECURITY ACT AhIENDMEiVTS OF 
1960 [APPROVED AUGUST 28, 1960]. 

(c) (1) Section 1621(a) (4) of the Internal Revenue Code is amended 
to read as follows: 

"(4) for service not in the course of the employer's trade or busi- 
ness performed in any calendar quarter by an employee, unless the 
cash remuneration paid for such service is $60 or more and such 
service is performed by an individual who is regularly employed by 
such employer to perform such service. For the purposes of this 
paragraph, an individual shall be deemed to he regula. rly employed 
by an employer during a. calendar quarter only if (A) on each of 
some twenty-four days during such quarter such individual performs 
for such employer for some portion of the day service not in the 
course of the employer's trade or business, or (B) such individual, 
was regularly employed (as determined under clause (A) ) by such 
employer in the performance of such service during the preceding 
caleudar quarter, or". 
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(2) Section 1621(a) of the Internal Revenue Code is amended by 
striking out paragraph (9) thereof and inserting in lieu thereof the fol- 
lowing: 

"(9) for services p"rformed by a duly &rdained, commissioned, 
or licensed minister of a church in the exercise of his ministry or by 
a member of a religious order in the exercise of duties required by 
such order, or 

"(10) (A) for services performed bv an individual under the age 
of eighteen in the delivery or distribution of newspapers or shopping 
news, not including delivery or distribution to any point for subse- 
quent delivery or distribution, or 

"(B) for services performed by an individual in, and at the time 
of, the sale of newspapers or magazines to ultimate consumers, uuder 
an arrangement under which the newspapers or magazines are to be 
sold bv him at a fixed price, his compensation being based on the re- 
tention of the excess of such price over the amount at which the 
newspapers or magazines are charged to hi&n, whether or not he is 
guaranteed a minimum amount of compensation for such service, 
or is entitled to be credited with the unsold newspapers or magazines 
turned back, or 

"(11) for services not in the course of the emplover's trade or 
business, to the extent pai&1 in any medium other than cash. or 

"(12) to, or on behalf of, an emplovee or his bened& iary (A) from 
or to a trust exempt from tax under section 165(a) at the time of 
such payment unless such payment is made to an employee of the 
trust as remuneration for services rendered as such emplovee and 
not as a benefrciary of the trust, or (8) under or to an annuitv 
plan which, at the time of such payment, meets the requirements 
of section 165(a) (8), (4), (5), and (6). " 

(3) The amend&nents macle by paragraphs (1) an&I (2) shall be 
applicable only with respect to remuneration paid after 1950. 

PAu. 2. There is inserted immediateIV after section 142G(h) as 
forth preceding section 405. 101 [26 CFR 405. 101j the following: 

SEC. 204 (d) A&D (g) OI' TIIE SOCIAL SECITRITY ACT A&IEAD- 
BlEXTS OI' 1950 [APPROVED AUGI:ST 28, 1950]. 

(d) Section 1426(h) of the Internal Revenue Code is amemlc&1 to rend 
as follows: 

"(h) Aea&cv&vva&&r. Lxuou. — The term 'agricultural labor' includes all 
service performed— 

"(1) On a farm, in the emplov of any person, in connection with 
cultivating the soil, or in connection with raisin" nr harvesting any 
a „ricultural or horticultural commodity, including the raising, 
shearing, feeding, caring for, training, and management of livestocl. -, 
bees, poultrv, and fur-bearing aniruals and wildlife. 

"(2) In the employ of the owner or tenant or n&ber operator of 
a farm, in connection with the operation, management, conserva- 
tion, improvement, or maintenance of such farm and its tools and 
equipment', or in salvaging timber or clearing lan&1 of brush and otlur 
debris left bv a hurricane, if the major part of such service is per- 
formed on a farm. 

"(8) In connection with the production or harv&sting nf any com- 

moditv dcfined as an agricultural commo&litv in section 15(g) of the 
Agricultural i&farl-eting Act, as amended, or in connection with the 
ginning of cotton, or in connection with the operation or mainte- 

nance of ditches, canals, reservoirs, or waterways, not owned or 
operated for probt, used exclusively for supplving an&1 storing water 
for farmin" purposes. 

"(4) (A) In the employ of the operator of a farm in handling, 

planting, drying, packing, packagiug, processing, freezing, grading, 

storing, or delivering to storage or to market or to a carrier for trans- 

portation to market, in its unmanufactured state, any agricultural or 
horticultural commodity; but only if such operator produced more 

than one-balf of the comuiodity with respect to u hich such service is 
performed. 

set 
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"(B) In the employ of a group of operators of farms (other than 
a cooperative organization) in the performance of service described 
in subparagraph (A), but only if such operators produced all of the 
commodity with respect to which such service is performed. For the 
purposes of this subparagraph, any unincorporated group of opera- 
tors shall be deemed a cooperative organization if the number of 
operators comprising such group is more than twenty at any time 
during the calendar quarter in which such service is performed. 

"(C) The provisions of subparagraphs (A) and (B) shall not be 
deemed to be applicable with respect to service performed in connec- 
tion with comtnercial canning or commercial freezing or in connec- 
tion with any agricultural or horticultural conunodity after its deliv- 
ery to a terminal market for distribution for consumption. 

"(5) On a farm operated for prcfit if such service is not in the 
course of the employer's trade or business or is domestic service 
in a private home of the employer. 

"As used in this section, the term 'farm' includes stock, dairy, poultry, 
fruit, fur-bearing animal, and truck farms, plantations, ranches, nur- 
series, ranges, greenhouses or other similar structures used primarilr 
for the raising of agricultural or horticultural commodities, and 
orchards. " 

(g) The amentlments made by subsections (c), (d), (e), and (f) of 
this section shall be applicable only with respect to services performed 
after 1050. 

PAR. 3. Section 405. 101 [26 CFR 405. 101] is amended as follows: 
(A) By inserting in the first sentence of the second paragraph of 

section 405. 101(b), immediately nfter the words "No withholding is 
required", the following: "prior to January 1, 1951, ". 

(B) By adding nt the end of the second paragraph of section 
405. 101(b) the following: "As to withholding in respect of these pay- 
ments on and after January 1, 1951, see section 405. 102(m). " 

(( ) By striking out the first and second sentences of the third para- 
graph of section 405. 101(b) and inserting in lieu thereof the follow- 
ing: 

Retirement pay for service in the military or naval forces of the United States 
is subject to withholding unless such pay is excluded from gross income under 
section 22(b) (5). Where such retirement pay (not excluded from gross in- 
come under section 22(b) (5) ) is paid to a nonresident alien individual, with- 
holding is required only in the case of such amounts paid on or after January 
1, 1051, to a nonresident alien individual who is a resident of Puerto Rico. 

(D) By revising the last sentence of section 405. 101(f) to read as 
follows: 
It is immaterial that the Internal Revenue Code, or any Act of Congress, or the 
law of any State or of Puerto Rico, requires or permits such deductions and the 
payment of the amounts thereof to the United States, a State, a Territory, Puerto 
Rico, or the District of Columbia, or any political subdirision of any one or more 
of the fore oing. 

(E) By inserting in the seconcl sentence of section 405. 101(h), im- 
medintely after the words "United States", the following: "(including 
Puerto Rico as if a pnrt of the United States) ". 

(F) By inserting at the end of section 405. 101(h) the following new 
sentence: 
See section 405. 102 (h) (3) for the treatment of wages paid for services performed 
by a citizen of the United States in Puerto Rico. 

PAR. 4. Section 405. 102. ns amended by Treasury Decision 5759 [C. B. 
1949 — 2, 119]. npproved 'November 10, 1949 [26 CI&'R 405. 102], is fur- 
ther nlnended ns follows: 
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(A) By changing section 405. 102(b) to read as follows: 
(b) Compensation of members of the Armed Forces of the United States. — Re- 

muneration paid before January 1, 1049, for services performed as a member 
of the Armed Forces of the United States is excepted from the definition of the 
term "wages. " Remuneration paid on or after november 1, 1950, for active 
service, as a member of the Armed I'orces of the United States, performed in 
a month during any part of which such member served in a combat zone (as 
determined under section 22(b) (18) ) is excepted from the definition of the 
term "wages" and is, therefore, not subject to withholding. 1&or the purposes 
of the exceptions, the Armed Forces of the United States include the re ular and 
reserve components thereof. Pensions ard retirement pay, if includible in gross 
income under chapter 1 of the Internal Revenue Code, are not vvithin the ex- 
ceptions from the definition of the term wages" and heuce constitute wages sub- 
ject to withholdin. 

All other remuneration pai&l on or after January I, 1940, for services per- 
formed as a member of the Armed Forces of the T. nited States constitutes wa es 
subject to withholding. 

(B) By striking out section 405. 102(c), and by inserting in lieu 
thereof the following subsection: 

(c) Remuneration paid for agricultural labor — (1) In Generah — Tbe term 
"wages" does not include remuneration for services which constitute agricultural 
labor as defined in section 1426(h). The term "agricultural labor" as so defined 
includes services performed before January 1, 1951, of a character described 
in paragraphs (2), (8), (4), and (5) of this subsection, and includes services 
pert'ormed on or after January 1, 1051, of a character described in paragraphs 
(2), (8), (4), (5), and (6) of this subsection. In general, however, the term 
"agricultural labor" does not include services performed in connection with 
forestry, lumbering, or landscaping. 

The term "farm" as used in the regulations in this subsection inclucles stock, 
dairy, poultry, fruit, fur-bearing animal, and truck farms, plantations, ranches, 
nurseries, ranges, orcharcls, and such greenhouses and other similar structures 
as are used primarily for the raising of agricultural or horticultural commo&lities. 
Greenhouses and other similar structures usecl primarily for other purposes (for 
example, display, storage, and fabrication of wreaths, corsages, and bouquets) 
do not constitute "farms. " 

(2) Services described in sectiou1$2d(h) (1). — Remuneration paid for services 
performed on a farm by an enrployee of any person in connection wiih any of the 
following activities is excepted as remuneration for agricultural labor: 

(i) The cultivation of the soil; 
(ii) The raising, shearing, feeding, caring for, training, or management 

of livestock, bees, poultry, fur-bearing animals, or wilcllife; or 
(iii) The raising or harvesting of a. ny other agricultural or horticultural 

commodity. 
Remuneration paid for services performed on or after January I, '1051, in 

connection with the production or harvesting of maple sap, or in connection wIth 
the raising or harvesting of mushrooms, or in connection with the hatching of 
poultry is excepted only if such services are performed on a farm. Thus, services 
performecl in connection with the operation of a hatchery, if not operated as 
part of a poultry or other farm, do not constitute agrioultural h&bor. Services 
performed in the processing (as distinguished from the gathering) of maple sap 
into maple sirup or maple sugar do not constitute agricultural labor, even though 
such services are performed on a farnn See paragraph (4) of this subsectiou 
for provisions relating to such services performed before January 1, 1051. 

(8) Services described in section 1426(h) (2) . — The rennmeration paid for the 
following services performed by an employee in the employ of the owner or 
tenant or other operator of one or more farms is excepted as remuneration for 
agricultural labor, provided the major part of such services is performed on a 
farm: 

(i) Services performecl in connection with the operation, management, 
conservation, improvement, or maintenance of any of such farms or its tools 
or equipment; or 

(ii) Services performed in salvaging timber, or clearing land of brush and 
other debris, left by a hurricane. 
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The services described in (i) above may include, for example, services performed 
by carpenters, painters, mechanics, farm supervisors, irrigation engineers, book- 
keepers, and other skilled or semiskilled workers, which contribute in any way 
to the conduct of the farm or farms, as such, operated by the person employing 
them, as distinguished from any other enterprise in which such person may be 
engaged. Since the services described in this paragraph must be performed 
in the employ of the owner or tenant or other operator of the farm, the exception 
does not extend to remuneration paid for services performed bv employees of a 
commercial painting concern, for example, which contracts with a farmer to 
renovate his farm properties. 

(4) Sersice8 described in section 14M(h, ) (8). — Remuneration paid for serv- 
ices performed by an employee in the employ of any person in connection with 
any of the following operations is excepted as remuneration for agricultural labor 
without regard to the place where such services are performed: 

(i) The ginning of cotton; 
(ii) The hatching of poultry, if such services are performetl before 

January 1, 1951; 
(iii) The raising or harvesting of mushrooms, if such services are per- 

formed before January 1, 1951; 
(iv) The operation or maintenance of ditches, canals, reservoirs, or water- 

ways used exclusively for supplying or storing water for farming purposes, 
but, in the case of such services performed on or after January 1, 19ol, 
only if such ditches, canals, reservoirs, or waterways are not owned or 
operated for profit; 

(v) The production or harvesting of maple sap or the processing of maple 
sap into maple sirup or maple sugar (but not the subsequent blending or 
other processing of such sirup or sugar with other products), if such serv- 
ices are performe&l prior to January 1, 19o1; or 

(vi) The production or harvesting of crude gum (oleoresin) from a living 
tree or the processing of such crude gum into gum spirits of turpentine and 
gum rosin, provided such processing is carried on by the original producer 
of such crude gum. 

See paragraph (2) of this subsection for provisions relating to services per- 
formed on or after January 1, 1951, in connection with the hatching of poultry, 
the raising or harvesting of mushrooms, or the production or harvesting of 
maple sap. 

(5) Scruiccs dcscri'bed in scctiow 1$?G(ls) ($). — (i) Remuneration paid for 
services performed prior to January 1, 1951, by an employee in the employ 
of a farmer or a farmers' cooperative organization or group in the handling, 
planting, drying, pacl-ing, packaging, processing, freezing, grading, storing, or 
delivering to storage or to market or to a carrier for transportation to market, 
of any agricultural or horticultural commodity, other than fruits and vegetables 
(see subdivision (ii) below), produced by such farmer or farmer-members of 
such organization or group of farmers is excepted, provided such services are 
performed as an iacident to ordinary farming operations. 

Generally services are performed "as au incident to ordinary farming opera- 
tions" within the meaning of this paragraph if they are services of the character 
ordinarily performed by the employees of a farmer or of a farmers' cooperative 
organization or group as a prerequisite to the marketing, in its unmanufactured 
state, of any agricultural or horticultural commodity produced by such farmer 
or by the members of such farmers' organization or group. Services perform- 
ed by employees of such farmer or farmers' organization or group in the handling, 
plantin, , drying, packing, packaging, processing, freezing, grading, storing, or 
clelivering to storage or to marl-et or to a carrier for transportat4on to market, 
of commodities produced bv persons other than such farmer or members of such 
farmers' organization or group are not performed "as an incident to ordinary 
farming operations. " 

(ii) Remuneration paid for services performed prior to January 1, 1951, by 
an employee in the employ of any person in the handling, planting, drying, pack- 
in, packaging, processing, freezing, grading, storing, or delivering to storage 
or to marl-et or to a carrier for transportation to market, of fruits and vegetables, 
whether or not of a perishable nature, is excepted as remuneration for agri- 
cultural labor, provided such services are performed as an incident to the prepa- 
ration of such fruits and vegetables for market. For example, if services in 
the sorting, grading, or storing of fruits, or in the cleaning of beans, are per- 
formed as an incident to their preparation for market, remuneratiou paid for 
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such services may be excepted whether the services are performed in the employ 
of a farmer, a. farmers' cooperative, or a commercial handler of such com- 
modities. 

(iii) Ilemuneration paid for services performed on or after January 1, 10J1, 
by an employee in the handling, planting, drying, packing, packaging, processing, 
freezing, grading, storing, or delivering to storage or to ntarket or to a carrier 
for transportation to market, of any agricultural or horticultural commodity is 
excepted as remuneration for agricultural labor if— 

(A) Such services arc performed hy the emp1ovee in the emplov of an 
operator of a farm or in the employ of a group of operators of farms (other 
than a cooperative organization); 

(B) Such services are performed with respect to the commodity in its 
unmanufactured state; and 

(C) Such operator produced more than one-half of the commoditr with 
respect to which such services are p rformed during the pav p&riod, or such 
group of operators produced all of the commodity with respect to which 
such services arc performed during the pay period. 

The term "ope'rator of a farm" as used in this paragraph means an owner, 
tenant, or other person, in possession of a farm and engaged in the op ration of 
such farm. 

The services described in this paragraph do not constitute agricultural labor 
if performed in the employ of a cooperative organization. The term "organiza- 
tion" includes corporations, joint-stock companies, and associations which are 
treated as cotporations under tbe Internal Revenue Code. For the purposes of 
this paragraph, any unincorporated group of operators shall bc deemed a co- 
operative organization if the number of operators comprisin such group is more 
than 20 at anv time during the calendar quarter in which the services involved 
are performed. 

Processing services which cl&ange the commodity from its raw or natural state 
do not constitute agricultural labor. For example, the extraction of juices 
from fruits or vegetables is a processing operation which clmnges the character 
of the fruits or vegetables from their ran or natural state and, therefore, does 
not constitute agricultural labor. On the other banal, services rendered in the 
cutting and dryin of fruits or vegetables are processing operations v;hich do 
not change the character of the fruits or ve"ctables and, therefore, coustiiute 
agricultural labor, if the other requisite conditions are met. Services performed 
with respect to a commodity after its character has been changed from its raw 
or natural state by a processing operation do not constitute agricultural labor. 

The term "commodity" refers t() a single agricultural or horticultural product, 
for example, all apples are to be treated as a single commodity, ~bile apples and 
peaches are to be treated as two separate commodities. The services with re- 
spect to each such commodity are to be considered separately in determining 
whether the condition set forth in (C) above has been satisfied. The portion of 
the commodity produced by an operator or group of operators with respect to 
which the services described in this subparagraph are performed bv a particular 
employee shall be determined on the basis of. the pay period in which such serv- 
ices were performed by such employee. 

(iv) The services described in subdivisions (i), (ii), and (iii), above, do not 
include services performed in connection with commercial canning or commercial 
freezing, nr in connection with any commodity after its delivery to a terminal 
tnarket for distribution for consumption. Moreover, since the services described 
in such subdivisions must be ren&lei cd in tbe actual handling, planting, drving, 
packing, packaging, processing, freezing, grading, storing, or. delivering to storage 
or to market or to a carrier for transport:&tion to market, of the connuodity, such 
services do not, for example, include services performed as stenographers, book- 
keepers, clerks, and other ofhce employees, even though such services may be in 
connection with such activities. Fiowever, to the extent that the services of such 
itidividuals are performed in the employ of the owner or tenant or other operator 
of a farm and are rendered in nmjor part on a farm, they may be within the 
l rovisions of para rapb (8) of this subsection. 

(G) Services described in section I~2G(l&) (8). — R«a&un«ration paid for serv- 
ices not in tbe course of the employer's trade or busin, ss or for domestic services 
in a private home of the employer is excepted as remuneration for agricultural 
labor if sncb services are performed on or after January 1, 1%1, on a farm 
operated for profit. For provisions with respect to renumeration paid for such 
services performed before January 1, 10J1, see subsections (d) and (e) of this 
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section. Generally, a farm is not operated for profit if it is occupied by tbe 
employer primarily for residential purposes, or is used primarily for the pleasure 
of the employer or his family such as for the entertainment of guests or as a 
hobby of tbe employer or bis family. 

(C) By revising the heading of section 405. 102(e) to read as fol- 
lows: "(e) Aemuncration for service not in the course of emp(oyer'8 
trade or bnsines8 — (I) Paymcntg made before 1951 for ca8ual labor. " 

(D) By inserting immediately after the provisions of section 
405. 102 (e) as so amended the following: 

(2) Payments made a fter fpd0. — (i) To the extent the compensation paid after 
1050 for services not in the course of the employer's trade or business is paid in 
any medium other than cash, it is not subject to withholding under section 1622. 
Cash remuneration paid after 1060 for service not in the course of the employer's 
trade or business»erformed in any calendar. quarter by an employee is excepted 
from the term wages" if— 

(A) the cash remuneration paid for such s rvice is less than $60, or 
(R) such service is performed by an individual who is not regularly 

employed by such employer to perform such service. 
(ii) Cash remuneration for service not in the course of the employer's trade or 

business performed in any calendar quarter by an employee does not come within 
the exception if both of the following couditions are met: 

(A) the cash remuneration paid for such service is $60 or more, and 
(R) such service is performed by an individual who is regularly employed 

by such employer to perform such service. 
(iii) An individual performing service not in the course of the employer's trade 

or business is deemed to be regularly employed by such employer during the 
calendar quarter only if— 

(A) on each of some 24 days during such quarter such individual per- 
forms, for such employer for some portion of the day, service not in the 
course of the employer's trade or business, or 

(B) such individual was regularly employed (as determined under clause 
(A) ) by such employer in th performance of such service during the pre- 
ceding calendar quarter. 

(iv) Tbe cash test refers to the cash paid for services performed during a 
calendar quarter, regardless of when paid. The term "cash remuneration" 
includes checks and other monetary mediums of exchange. 

The term "not in the course of the employer's trade or business" includes serv- 
ice that does not promote or advance the employer's trade or business. Remu- 
neration pai&l for service performed in the course of the employer's trade or 
business does not come within the exception from the term "wages. " 

Remuneration paid for services performed for a corporation does not come 
within this exception. 

Por provisions relating to domestic service and to service performed on a farm 
operated for profit, see section 405. 102 (c) and (d). 

(E) By inserting in the last sentence of the first paragraph of 
section 405. 102(f) (1), immediately before the words "even though 
such corporation", the words "or of Puerto Rico". 

(F) By striking out the words "Canada and Mexico" in the, first 
sentence of the first paragraph of section 405. 102(g) and inserting 
in lieu thereof the following: "Canada, Mexico, and Puerto Rico, ". 

(G) Hy inserting at the end. of section 405. 102(g) the following 
new paragra, ph: 

Withholding is not required in the case of wages paicl to a nonresident alien 
individual for services performed in Puerto Rico for an employer (other than 
the United States or any agency thereof), even though such alien individual is 
a resident of Puerto Rico at the time when such services are performed. Wages 
paid for services performed by a nonresident alien individual who is a resident 
of Puerto Rico are subject to withholding if such services are performed as an 
emplovee of the United States or any agency thereof. The place of performance 
of such services is immaterial, provided such alien individual is a resident of 
Puerto Rico at the time of performance. Wages representing retired pay for 
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service in the militarv or naval forces of the United States are subje&t to with- 
holding under the limitations specified in section 40o. 101(b), in the case of an 
alien resident of Puerto Rico. 

(H) Bp changing the heading of section 40. "8102(h) (2) to read as 
folloivs: '(2) Remuneration paid on or after J'anuary 1, 1', to 

citiz- 

enss resident in foreign conntries. n 

(I) By striking out of section 405. 102(h) (2) tlie fifth paragraph, 
v;hich paragraph begins with tile words "Remuneration paid on or 
after January 1, 1048, for services". 

(J) By inserting i&nmediately after the last paragraph of section 
405. 102(h) (2) the following: 

(3) Ren&nneration paid on or after January 1, 191&8, io citizens in possessions 
ot the United States. — Remuneration paid on or after January 1, 194S, and be. 
fore January 1, 1901, for services for an employer performed within a possession 
of the United States by a. citizen of the United States is not subject to witli- 
holding, if it is reasonable to believe that at least 80 perceut of the reniuncration 
to be paid to the einployce by such employer during the calendar vear mill be for 
such services. 

Remuneration paid on or after January 1, 1M1, for services for an emplover 
(other than the United States or any agency thereof) performed by a citizen of 
the United States within a possession of. the United States, other than Puerto 
Rico, is not subject to witliholding, if it is reasonable to believe that at least SO 
percent of the remuneration to be paid to the employee by such employer during 
the calendar vear will be for such services. 

Avithhoiding is required in the case of remuneration paid on nr after January 
1, 1961. to a citizen of the United States for services performed as an emplovee 
of the United States or any agency thereof in any possession of the United States, 
including Puerto Rico. 

Remuneration paid on or after January 1, 1961, for services performed within 
Puerto Rico for an emplover (other than the United States or any agency tlierenf) 
by a citizen of the Unite&l States is not subject to withho)ding, if it is reasonable 
to believe tlmt during the entire calendar year the employee vill be a bona fide 
resident of Puerto Rico. 

The reasonable belief mentioned in section 1621(a) (S) (C) with respect to the 
employee's bona fide residence in Puerto Rico may be based upon anv evidence 
reasonably sufficient to induce such belief, even thou h such evidence mi"hi be 
insufficient, upon closer examination by the Commissioner or the courts, finally 
to establish such bona fide residence in I'uerto Rico so as to justify tlie exeroption 
from tax provided for in section 116(l). 

In ad&lition, the employer may, in the alisence of cause for a reasonable belief 
to the contrary, presuine that an etnployee will be a bona fide resident of Puerto 
Rico during the entire calendar year- 

(i) in every case except where the emplovee is 1&nown by the cmplover to 
have maintained his abode at a place outside Puerto Rico at some time during 
the current or the preceding calenclar year; or 

(ii) in every case where the employee files with the employer a statement 
(containing a declaration under the penalties of perjury that such state- 
ment is true to tlie best of the employee's 1&nowledgc and belief) that such 
employee has at all times during tlie current calen&lar year been a bona fide 
resident of Puerto Rico and that he intends to rema[n a bona fide resident 
of Puerto Pvico during the entire remaining portion of such current calendar 
vear. 

The statement shall be retained by the emplovcr and slmll be available 
at all times for inspection by interrml revenue officers, 

(K) By revising the heacling of section 405. 102(i) to read as fol- 
lows: "(i) Compensation paid before 1M1 for services performed as 
a nunister of the &7ospel. " 

(L) By inserting in the first sentence of section 405. 102(i), im- 
mediately after the word. "Compensation", the following 'paid before 
1051". 
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(M) Ily inserting immediately after the provisions of. section 
405. 102(i) the following: 

(j) Compensation paid after 1950 for seruices perfomned by u mi»is~sr o" by ~ 
member of a rciigio»8 ordc&. . — Compensation paid after 1050 for services per- 
formed by a duly ordained, commissioned, or licensed minister of a ch«c»n 
the exercise of bis ministry, or by a member of a religious order in the exercise 
of duties required bv such order, is not subject to withholding under section 
1622. The duties of ministers include the ministration of sacerdotal functions 
and the conduct of religious worship, and the control, couduct, and maintenance 
of religious organizations (including the religious boards, societies, and other 
integral agencies of such organizations), under the authority of a religious body 
constituting a clrnrch or church dcnomisxation. 

(k) Co&»pc»satio», for dcbicc»y or d&'st&qb»iio» of »c&cspapers or sl&oppi»g 
»e»'s. — Compensation paid after 1050 for services performed by an individual 
under the age of 18 in the delivery or distribution of newspapers or shopping 
news, not including delivery or distribution (as, for example, by a regional dis- 
tributor) to any point for subsequent delivery or disiributiou, is not subject 
to withholding under section 1622. Thus, the compensation, irrespective of the 
form thereof, for services performed by an individual under the age of 18 in 
making house-to-house delivery or sale of newspapers or shopping news, includ- 
ing handbilis and other similar types of advertising material, is excepted. 
The compensation for incidental services by the individual who makes a house- 
to-house delivery, such as services in assembling newspapers, are considered to 
be within the exception. The exception continues only during the time the 
individual is under tbe age of 18. 

(1) Compensation for sale of ne&cspape&. ~ or mngazi»es. — Compensation paid 
after 1050 for services performed by an individual in, and at the time of, the 
sale oi. newspapers or magazines to ultimate consumers, under an arrangement 
untler which the newspapers or magazines are to be sold by him at a fixed price, 
his compensation being based on the retention of the excess of such price over 
the a. mount at which the newspapers or magazines are to be charged to him, 
is uot subject to withholding under section 1622. This compensation is excepted 
whether or not the individual is guaranteed a minimum amount of compensation 
for such services or is entitled to be credited with the unsold newspapers or 
magazines turned back. Moreover, the compensation is excepted without regard 
to the age of the individual. Compensation for services performed other than 
at the time of sale to the ultimate consumer are not within the exception. Thus, 
the compensation for the services of a regional distributor which are antecedent 
to but not immediately part of the sale to the ultimate consumer is not within 
the exception. However, compensation for incideutal services by the individual 
who makes the sale to the ultimate consumer, such as services in a. ssembling 
newspapers or in taking newspapers or magazines to the place of sale, is con- 
sidered to be within the exception, 

(m) Re&n&&nc&'ation from certain, trusts or annuities. — The remuneration paid 
after 1950 to or on behalf of an employee or his beneficiary, from a trust exempt 
from tax under section 165(a) at the time of such payment, unless such payment 
is made to an employee of the trust as remuneration for services performed as 
such employee and not as a beneficiary of the trust, and the remuneration paid 
after 1050 to or on behalf of an employee or his beneficiary, under an annuity 
plan which meets the requirements of section 165(a) (8), (4), (5), and (6) 
at the time of such payment, is not subject to withholding under section 1622. 
Remuneration paid after 1050 on behalf of an employee or his beneficiary to a 
trust exempt from tax under section 165(a) at the time of such payment (sub- 
ject to the exception in respect of an employee of the trust) is not subject to with- 
holding at the time of such payment under section 1622. Remuneration paid 
after 1050 on behalf of an employee or his beneficiary to an annuity plan which 
meets the requirements of section 165(a) (8), (4), (5), and (6) at the time of 
such payment is not subject to withholding at the time of such payment under 
section 1022. 

p &u. 5. Section 405. 104 [26 CFp 405. 104] is amended by cha, nging 
the second sentence of the first paragraph thereof to read. as follows: 
The term includes ofiicers anti employees, whether elected or appointed, of the 
United States, a State, Territory, Puerto Rico, or any political subdivision 
thereof, or the District of Columbia, or any agency or instrumentality of any 
one or more of the foregoing. 
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PAB. 6. Section 405. 105 |26 CI&'R 40;J. ]05] is amencled as folloms: 
(Iic) By inserting in the fourth par, . graph of section 4&)o. 10os im- 

fnediate]y after the rrords "Unitecl States", the folio~ring: "(includ- 
illg Puer(o Rico as if a part of the Uni(ed States) 

(B) By inserting in the last paragraph of section 40o. 10o& immecli- 

ately after "the State. , Tcrritorie, " the follovvin ~: "Puerto Rico, ". 
Pnl(. 7. Section 40. 7. 107, as amenc[ed by Treasury Decision;&760 

tC, B. ]04!) — ", 12 ], approvecl november 10, 1040 [26 CI'R 405. 107], 
js further amencled as followers: 

(A) By redesignating (e) of such section as (f). 
(P) By inserting immediately after section 40'. 107(d) the follo1r- 

ing: 
(e) The term "military or naval forces of the United States" and the term 

c)Ar(ncd Forces of the United St:ltes" encll includes all regnlar and reserve com- 
ponents of the uniformed 8& rvices xvhich are subject to the jurisdiction of the 
&Secretary of Defense, the Secretary of the Army, the Secretary of the Navy, or 
tbe Sccretarv of the Air I'orce. The terms also include the Coast Guard. The 
m&Inbcrs of such forces include commissioned officers and the personnel bc]osv 
the grade of commissioned oflicer in such forces. 

PAB. 8. There is inserted immediately prececling section 40or. 201 t26 
(:13'R 40ro. 201] the folio&ring: 

SEC, 141. PEIlCENTAGE METEIOD OF ]VITIIIIOI. DING. [Pl', VI-:— 
N&UE ACT OI&' 1030, API'ROVED SEPTE'4IIIElt 23, 1060. ] 

Section 1G22(a) (relating to percentage method of mithhol&ling) is 
hereby amended by striking out "16 pcr centum" and inserting in lieu 
(hereof "IS per centum". 

Si:I, ' 142, 1VAGE BRAC'KET IVITIIIIOI DING. [I'EVENUE ACT 
OI' II)60, API'ROVED SlcPTEIIREII 23, 10JO. ] 

The tables contained in section 1G22(c) (1) (relating to mage bracket 
withholding) are hereby a(uended to read as folio&vs: 
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0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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"If fhe payroll period uifh, respect fo an employee is speckly — Continued 

And the wages 
are— And the number of withholding exemptions claimed is— 

At least But less 
than 

0 1 2 3 . 4 6 6 7 8 

The amount of tax to be withheld shall be— 

10 or 
more 

$33 
f34 
$35 
5 3(i 
f37 
138 
$39 
$40 
541 
542 
143 
', 44 
$45 
f46 
$47 
$48 
8 (9 
55U 
8, 51 
f. 5'( 

55, i 
554 
555 
, ' 6(i . ' 57 

5 Iip 
$62 

$GG 

gris 
'$(7P 

$72 
$74 
$7Q 
$78 
$80 
f82 
$84 
$86 
f88 
$90 
$92 
$94 
f96 

flop 
flp5 
$110 
$115 
$120 
$125 
$130 
$135 
$140 
$145 
$150 
$160 
f170 
$180 
$190 

$33 
534 
$35 
$36 
$37 
$38 
$39 
$40 
f41 
$42 
$43 
f44 
$45 
f46 
$47 
f48 
f:4e 
fein 
$51 
$5( 
$53 
f54 
$65 
$5G 

67 
$58 
(59 
$60 
f62 
$C4 
$66 
$68 
$70 
$72 
$74 
f76 
f78 
fsp 
$82 
$84 
$86 
$88 
$90 
$92 
$94 
$96 
$98 
$100 
$105 
$110 
$115 
$120 
$125 
$130 
$135 
(140 
$14e 
5150 
$160 
$(70 
&180 
$190 
f2OU 

$5. 90 
6. Go 
6. 20 
6. 40 
6. 60 
6. 80 
6. 90 
7. 10 
7. 30 
7. 50 
7. 70 
7. 80 
8. 00 
S. 20 
S. 4(i 
S. GG 

f. '5 70 
S. 9( 
9. 19 
9. 3G 
9. 50 
Q. Iio 
9. SU 

1(5 Up 
10. 20 
lp. 4G 
10. 50 
1O. 70 
11. Oo 
11. 30 
11. 70 
12. 10 
12. 40 
12. 80 
13. 10 
13, 50 
1". 90 
14. 20 
14. 60 
14. 90 
15. 30 
15. 70 
1G. 00 
16. 40 
16. 70 
17. 10 
17. 50 
17. 80 
18. 50 
19. 40 
20. 30 
21. 20 
22. 10 
23. 00 
23. 90 
24. 80 
25. 70 
ZC. 60 
2(. 90 
29. 70 
31. 5P 
35. 30 
35. 10 

$3. 50 
3. 70 
3. 90 
4. 10 
4. 30 
4. 40 
4. 60 
4. 80 
5. 00 
5. 20 
5. 30 
5. 50 
5. 7O 
5. 90 
6. 10 
6. 20 
6. 40 
6. GU 

6. SO 
7. OU 

7. 10 
7. 30 
7. 5U 
7. 7U 
7. Qp 
S. 00 
S. 20 
S. 4Q 
S. 70 
9. Oo 
9. 40 
9. 80 

10. 10 
10. 50 
10. 80 
11. 20 
11. 60 
11. 90 
12. Sp 
12. 60 
13. 00 
13. 40 
13. 70 
14. 10 
14. 40 
14. 80 
15. 20 
15. 50 
16. 10 
17. Op 
17. Qp 
18. 80 
19. 70 
2O. Go 
21. 50 
22. 40 
23. 30 
24. 20 
25. 60 
27. 40 
29. 2G 
31. OC 
'2. 80 

$1. 20 
1. 40 
1. 60 
1. 80 
2. 00 
2. 10 
2. 30 
2. 50 
2. 70 
2. 90 
3. 00 
3. 20 
3. 40 
3. 60 
3. SO 
3. 90 
4. 1U 
4. 30 
4. 5O 
4. 7Q 
4. Rip 

5. OP 
5. 20 
5. 40 
5. 60 
5. 7Q 
5. 9Q 
6. 10 
6. 40 
6. 70 
7. 10 
7. 40 
7. 80 
8. 20 
S. 60 
8. Qp 
9. 2P 
9. 60 

10. OQ 

lo. 3P 
lp. 70 
11. po 
11. 40 
11. 80 
12. 10 
1(. 50 
12. 80 
13. 20 
13. 80 
14. 7O 
15. 6p 
16. 50 
17. 40 
18. 30 
19. 2Q 
20. 1G 
21. Oo 
21. 90 
23. 30 
25. 10 
26. 90 
28. 7c 
30. 5O 

$0 
0 
0 
0 
0 
0 
0 . 2Q . 40 . 50 . 70 . 90 
1. 10 
1. 30 
1. 40 
1. GP 
1. CO 

2 OQ 

2. 20 
2. 30 
2. 50 
2. 70 
2. 90 
3. 10 
3. 20 
3. 40 
3. 60 
3. 80 
4. 1Q 
4. 40 
4. 80 
5. 10 
5. 50 
5. 90 
6. 20 
6. CP 
6. Oo 
7. 30 
7. 70 
8. OO 

S. 4Q 
8. 70 
9. 10 
9. 50 
9. 8G 

10. 20 
10. 50 
1O. 9P 
11. 50 
12. 40 
13. 30 
14. 2P 
15. 1P 
16, (ip 
16. 9O 
17. Sp 
18. 70 
19. 60 
21. OC 

22. SO 
24. GO 

26. 40 
28. 20 

$0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 20 

4p . 60 . 80 
. 90 

1. 10 
1. 30 
1. 50 
1. 70 
2. 10 
2. 50 
2. 80 
3. 20 
3. 50 
3. 90 
4. 3G 
4. 60 
5. 00 
5. 30 
6. 70 
6. 10 
G. 40 
G. 80 
7. 1C 
7. 50 
7. 90 
8. 20 
S. 60 
9. 20 

10. 1O 
11. OO 

11. 9G 
12. SO 
13. 70 
14. 60 
15. 50 
16. 4O 
17. 30 
18. 70 
2U. 50 
22. 3Ci 

24. 10 
25. 90 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 20 . 50 . 90 
1. 20 
1. 60 
2. 00 
2. 30 
2. 7P 
3. Op 
3. 40 
3. 8( 
4. 1P 
4. 50 
4. 80 
5. 2O 
5. 60 
5. 90 
G. 30 
6. 90 
7. 80 
8. 70 
9. 60 

lp. 50 
11. 40 
12. 30 
13. 20 
14. 10 
15. 00 
1G. 4C 
18. 20 
20. Oo 
21. SC 
23. Go 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 40 . 70 
1. 1G 
1. 5p 
1. 80 
2 20 
2. 50 
2. 90 
3. 30 
3. 6p 
4. OC, 

4, 60 
5. 50 
6. 40 
7. 30 
S. 20 
9. 10 

10. OO 
10. 96 
11. SO 
12, 7P 
14. 10 
15. 9O 
17. 70 
19. 50 
21. 30 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 20 . 60 . 90 
1. 30 
1. 70 
2. 80 
3. 20 
4. 1(i 
5. Oo 
5. 90 
6. 80 
7. 70 
8. 60 
9. 50 

lo. 4G 
11. 70 
13. 50 
15. 30 
17. 10 
18. 90 

$p 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 9G 
. 1. 80 
2. 70 '; 60 
4. 50 
5. 40 
6. 30 
7. 20 
S. 10 
9. 40 

11. 20 
13. 00 
14. 80 
1G. Cp 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

. 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 40 
1. 30 
2. 20 
3. 10 
4. 00 
4. 90 
5. Sp 
7. 10 
e. 'QO 

10. 70 
12. 50 
14. 30 

fp 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 80 
1. 70 
2. 66 
3. 50 
4. 89 
6. 6Q 

8. 4P 
lo. 26 
12. 00 

18 percent of the excess over $2OO plus— 

$200 and over . 36. Op 33. 70 3L 40 29. 1C 2G. Kp 24. EC 22. 20 19. Ep l (. 50 15. ZO 12 9(( 
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"If the payroll period toith respect to an employee is ltitceehly — Corrttr(tied 

And the wages 
are— 

At least But less 
than 

The amount of tax to be withheld shall be— 

196 
200 
21 
220 
23(t 
240 
250 
260 
270 
280 
290 
300 
320 
340 
360 
380 

, '200 
i 210 
5 220 
1230 
$240 „ 
$250 
5260 
$270 
$280 
$290 
5300 
f 320 
5840 
f 360 
f380 
$400 

$35. 60 
36. 90 
3(t. 70 
40. 50 
42. 30 
44. 10 
4. ". 90 
47. 70 
49. 50 
51. 30 
53. 10 
55. 80 
59. 40 
G3. 00 
66. 60 
70. 20 

$31. 00 
32. 30 
34. 10 
35. 90 
37. 70 
39. 50 
41. 30 
43. 10 
44. 90 
4(i. 70 
48. 50 
51. 20 
54. 80 
58. 40 
62. 00 
65. 60 

$26. 40 
27. 70 
29. 50 
31. 30 
33. 10 
34. 90 
36. 70 
38. 50 
40, 30 
42. 10 
43. 90 
46. 60 
50. 20 
53. 80 
57. 40 
61. 00 

$21. 80 
23. 10 
24. 90 
26. 70 
28. 50 
30. 30 
32. 10 
33. 90 
35. 70 
37. 50 
39. 30 
42. 00 
45. 60 
49. 20 
52. 80 
56. 40 

$17. 20 
18. 40 
20. 20 
22. 00 
23. 80 
25. 60 
27, 40 
29. 20 
31. 00 
32. 80 
34. 60 
37. 30 
40. 90 
44. 50 
48. 10 
'1. 70 

$12. 60 
13. 8(' 
15. 60 
17. 40 
19. 2( 
21. 00 
22. 80 
24. 60 ¹ 40 
28. 20 
30. 00 
32. 70 
36. 30 
39. 90 
43. 50 
47. 10 

$7. 90 
9. 20 

11. 00 
12. 80 
14. 60 
16. 40 
18. 20 
20. 00 
21. 80 
23. 60 
25. 40 
28. 10 
31. 70 
35. 30 
38. 90 
42. 50 

$3. 30 

('. 40 
S. 20 

10. 00 
11. 80 
13. 60 
15. 40 
17. 20 
19. 00 ¹80 
23. 50 
27. 10 
30. 70 
34. 30 
37. 90 

$0 
0 
1. 80 
3. 60 
5. 40 
7. 20 
9. 00 

10. 89 
12. 60 
14. 40 
1C. 20 
18. 90 
22. 50 
26. 10 
29. 70 
33. 30 

$0 

0 
0 . 80 
2. GO 

4. 40 
6. 20 
8. 00 
". . 80 

11. GO 

14. 30 
17. 90 
21. 50 
2R. 1G 
28. 70 

$0 
0 
0 
0 
0 
0 
0 
1. 50 
3. 30 
5. 10 
6. 90 

13. 26 
16. 80 
20. 40 
24. 00 

$400 and over 

18 percent of the excess over $400 plus— 

I 

"If the payroll period tcith respect to an employee is semimonthly 

And the wages 
are— And the number of withholding exemptions claimed is— 

At least But less 
than 

0 1 2 3 4 5 6 7 8 9 more 

The amount of tax to be withheld shall be— 

$0 
$28 

0 
$32 
$34 
$36 
f38 
$40 
$42 
$44 
f4(i 
$4tt 
fete 
f, t'I 

f st 4 
f Gt(' 

', I ric 

f ti( 
;tt', t 

(. 7tl 

5 2 
C 4 

f, l, 

$2S 
$30 
$32 
$34 

6 
538 
$10 
$42 
514 
516 
$48 
$50 
$52 
$54 

$58 
. 360 
562 
5ttl 
BGG 
cGB 
870 
St2 
874 
crtj 
878 
&t(0 

$5. 20 
5. liO 

5. 90 
(3 30 
((. 70 
7. 00 
7. 40 
7. 70 
S. 10 
8. 50 
8. 80 
9. 20 
9 50 
9. 90 

10. 30 
10. (iO 

11. 00 
1(. ', 10 
11. 70 
12. 10 
12. 40 
12. 80 
13. 10 
13. 50 
13. 90 
14. 20 

$0 . 20 
. 60 
. 90 

1. 30 
1. 70 
2. 00 
2. 40 
2. 70 
8. 10 
3. 50 
3. BO 

4. 20 
4. 50 
4. 90 
5. 30 
5. 60 
6. 00 
6. :30 
6. 70 
7. 10 
7. 40 
7. 80 
8. 10 
8. 50 
B. 90 
9. 20 

$0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 30 
. 60 

1. 00 
1. 30 
1. 70 
2. 10 
2. 40 
2, 80 
3. 10 
3. 50 
3. 90 
4. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

f, 0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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tf the payroll period saith respect to an eniployee is se))tin]o))fhlff — Continued 

And the wages 
are— And the number of withholding exemptions claimed is— 

At least 
'Hut less 

than 

2 3 4 5 6 7 10 or 
more 

The amount of tax to be withheld shall bc— 

$80 
&82 . 
. &84. . ---. - ! )4) 
&8! . ----- 
&!)0 . 
lns 

&nni 

'. I!JII 

5 inn 
&ln2 
, j]n] . . 
, '}]I)fi . . 
fins . . - 
]lie . ---- 
$1]2 . ---- 
fili 
flin 
f1 I!t. 
l')2!l . ---- 
&)24 . —. -- 
& I 

')& 

( I:)2 
&], II 
'I In) 

l]44. ---- 
l]48. 
Q)52. . -- 
f I 5(' 

, })nn 
}154 
!I iiin 

I]72 
&]7!i . 
5]&n. 
&in] 

& l ()2 ! I' )n . 
r, %)n 

) '&I II. . 
( )'ln 

& '); I I I 

&nin 
$2cin 
, '2c)n 
$270 
]280 
f290 
$300 
f320 
f'340 

!I380 
f400 

f440. 
f 4C)0. 

f480. 

f82. 
$84 
'S6 
$8 
!)90 
$92 
$94 
$96 
$98 
$100 
$102 
$104 
$]on 
f]08 
f, l 10 
$1]2 
f, l]4 
$116 
f]]8 
$120 
$124 
$]28 
f]32 
$136 
f, ]40 
f, ]44 
f]48 
$152 
$15G 
6'1!iti 
$164 
$]68 
5172 
$]76 
$]80 
$]S4 
$188 
$19? 
f. 19G 
$200 
$2]n 
5220 

I?Yn . 
$25) 0 
f 260 
. '}270 
$280 
3 2!Jn 
$300 
f320 
fssn 
&nnn 
'. }380 
$4lin 
$420 
$440 
$460 
$48n 
$500 

$]4. 60 
14 !JO 

1&. 30 
]5. 70 
]6. 00 
16. 40 
16. 70 
17. 10 
17 50 
17. 80 
18. 20 
18. 50 
18. 90 
19. 30 
19. 60 
20. 00 
20. 30 
20. 70 
21. 10 
21. 40 
22. 00 
22. 70 
2'3. 40 
24. 10 
24. 80 
25. 60 
26. 30 
27. 00 
27. 70 
28. 40 
29. 20 
29. 90 
30. 60 
31. 30 
32. 00 
32. 80 
33. 50 
34. 20 
34. 90 
35. 60 
36. 90 
38. 70 
4!i. 50 
42. 30 
44. 10 
45. 90 
47. 70 
49. 50 
51. 30 
53. 10 
5)5. 80 
59. 40 
on. oo 
cii: Go 
70. 20 
73. 80 
77. 40 
81. 00 
84. 60 
88. 20 

f9. Iin 
(J, !Jn 

10. 30 
10. 70 
11. 00 
11. 40 
11. 70 
12. 10 
12. 50 
12. 80 
13. 20 
13. 50 
13. 90 
14. 30 
14. 60 
15. 00 
15. 30 
15. 70 
i!i. 10 
16. 40 
17. 00 
17. 70 
18. 40 
19. 10 
19. 80 
20. 60 
21. 30 
22. 00 
22. 70 
23. 40 
24. 20 
24. 90 
25. 60 
2Ci. 30 
27. 00 
27. 80 
28. 50 
29. 20 
29. 90 
30. 60 
31. 90 
33. 70 
35. 50 
37. 30 
39. 10 
40. 90 
42. 70 
44. 50 
46. 30 
48. 10 
50. 80 
5)4. 40 
)8. 00 

61. 60 
C)5. 20 
Cis. 80 
72. 40 
76. 00 
79. 60 
S3. 20 

$4. 60 
4. 90 5' 30 5' 70 
6. 00 
6. 40 
6. 70 
7. 10 
7. 50 
7. 80 
8. 20 
8. 50 
8. 90 
9. 30 
9. 60 

10. 00 
10. 30 
10. 70 
11. 10 
11. 40 
12. 00 
12. 70 
13. 40 
14. 10 
14. 80 
15. 60 
16. 30 
17. 00 
17. 70 
18. 40 
19. 20 
19. 90 
20. Go 
21. 30 
22. 00 
22. 80 
23. 50 
24. 20 
24. 90 
25. 60 
26. 90 
28. 70 
30. 50 
32. 30 
34. 10 
35. 90 
37. 70 
39. 50 
41. 30 
43. 10 
45. 80 
4n 4O 
53. 00 
56. 60 
60. 20 
6'3. 80 
67. 40 
71. 00 
74. Go 
78. 20 

$0 
0 . 30 
. 70 

1. 00 
1. 40 
1. 70 
2. 10 
2. 50 
2. 80 
3. 20 
3. 50 
3. 90 
4. 30 
4. 60 
5. 00 
5;30 
5. 70 
6. 10 
6. 40 
7. 00 
7. 70 
8. 40 
9. 10 
9. 80 

10. 60 
11. 30 
12. 00 
12. 70 
13. 40 
14. 20 
14. 90 
15. 60 
16. 30 
17. 00 
17. 80 
18 50 
19. 20 
19. 90 
20. 60 
21. 90 
23. 70 
25. 50 
27. 30 
29. 10 
30. 90 
32. 70 
34. 50 
36. 30 
38. 10 
40. 80 
44. 40 
48. 00 
5)l. 60 
55. 20 
5}i. SO 
62. 40 
66. 00 
69. 60 
73. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 30 

0 
1. 10 
1. 40 
2. 00 
2. 70 
3. 40 
4. ]0 
4. 80 
G. 60 
6. 30 
7. 00 
7. 70 
8. 40 
9. 20 
9. 90 

10. 60 
11. 30 
12. 00 
]2. 80 
13. 50 
14. 20 
14. 90 
15. 60 
16. 90 
18. 70 
20. 50 
22. 30 
24. 10 
25. 90 
27. 70 
29. 50 
3]. 30 
33. 10 
K). sn 
39. 40 
43. On 

4ti. Go 
Cio. 20 
53. 80 
57. 40 
61. 00 
64. 60 
68. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 60 

l. 80 
2. 00 
2. 70 
3. 40 
4. 20 
4. 90 
5. 60 
6. 30 
7. 00 
7. 80 
8. 50 
9. 20 
9. 90 

10. 60 
11. 90 
1', i. 70 
lf& 50 
17. 30 
]9. 10 
20. 90 
22. 70 
24. 50 
2!i. 30 
28. 10 
30. 80 
34. 40 
38. 00 
4]. 60 
45i 20 
48. 80 
52. 40 
56. 00 
59. 60 
63. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 60 
1. 30 
2. 00 
2. 80 
3. 50 
4. 20 
4. 90 
5. 60 
O. OO 

8. 70 
10. 50 
12. 30 
14. 10 
15. Co 
]7. 70 
10. 50 
21. 30 
23. 10 
2&. 80 
?". 4o 
33. 00 
SC). Go 
40. 20 
43. 80 
47. 40 
51. 00 
54. 60 
58. 20 

)0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 60 

1. 90 
3. 70 
5, 50 
7. 30 
9. 10 

10. 90 
12. 70 
]4. 50 
]C, . 3O 
]8. 10 
20. 80 
24. 40 
28. On 
31. 60 
3. '. 20 
38. 80 
42. 40 
4!& 00 
49. Go 
53. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

50 
2. 30 
4. 10 
5. 90 
7. 70 
9. 50 

11. 30 
13. 10 
15. 80 
19. 40 
23. 00 
2C. 60 
30. 20 
33. 80 
37. 40 
41. 00 
44. 60 
48. 20 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
. 90 

2. 70 
4. 50 
n. 30 
8. 10 

10. 80 
14. 40 
18. 00 
21. Go 
25. 20 
28. 80 
32. 40 
36. 00 
39. 60 
43. 20 

&0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 30 
3. 10 
5. 80 
9. 40 

13. 00 
16. 60 
20. 20 
23. 80 
27. 40 
31. 00 
34. 60 
38. 20 

18 percent of the excess over $500 plus— 

$li00 and over 90, 00 85. 00 80. 00 75. 00 
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"If the payroll period tcith respect to art employee is montltly 

And thc wages 
are— And the number of withhoi'ding exemptions claimed is— 

At east But iess 
than 

2 3 4 5 

The amount oi tax to be withheld shall be— 

» 
/ 

10 or 
more 

$0 
$56 
$60 
$64 
$68 
$72 
576 
$80 
$84 
$88 
$92 
$96 
f100 
$104 
$108 
5112 
$116 
$120 
$124 
f128 
$132 
$136 
$140 
$144 
$148 
$152 
$15I' . 
flGO 
$164 
$168 
$172 
$176 
f180 
f184 
$188 
$192 . 
$196 
f 2:i0 
$204 
$208- 
$212 
$21" 
$220 
$224 
f228 
$232 
f236 
$240 
$248 
$256 
$264 
$272 
$280 
$288 
$296 
$304 . - 
$312 
$320 . 
$32S 
f336 
$344 
$352 
$360-- 
$3iis 
$376 
$3S4 
8392 
$400 
$420 
$440- 
84iiO 
$4 0 
8 5 I i(1 

»520 

$56 
$60 
$64 
$68 
$72 
$76 
$80 
$84 
$88 
$92 „ 
$96 
$100 
$104 „„ 
f108 
f112 
$110 
$120 
$124 
$128 
$132 
$136 
$140. 
$144 
$148 
$152 
$156 
$160 
$164 
$169 
$172 
$176. 
$180 
$184 
$188 
$192 
$196 
$200 
$204 
$208 
8212 
$216 
$220 
$224 
$228 
$232 
$236 
$240 

248 
$25G 
$264 
f272 
$280 
5 2»iB 

$296 
$304 
$312 
$320 
$328 
$336 
$344 
8352 
$360 
$368 
$376 
$384 
$392 
$400 
$420 
$440 
$460 
$480 
$500 

20 
55 10 

ls/ » 
»ee 

$10. 40 
11. 20 
11. 90 
12. 60 
13. 30 
14. 00 
14. 80 
15. 50 
16. 20 
16. 90 
17. 60 
18. 40 
19. 10 
19. BC 
20. 50 
21. 20 
22. DO 

22. 70 
23. 40 
24. 10 
24. 80 
25. 60 
26. 30 
27. 00 
27. 70 
28. 40 
29. 20 
29. 90 
30. 60 
31. 30 
32, 00 
32. 80 
33. 50 
34, 20 
34. 90 
35. 60 
36. 40 
37. 10 
37. SO 
38. 50 
39. 20 
40. 00 
40. 70 
41. 40 
42. 10 
42. 80 
43. 90 
45. 40 
46. 80 
48. 20 
49. 70 
51. 10 
52. 60 
54. 00 
55. 40 
56. 90 
58. 30 
59. 80 
61. 20 
62. 60 
64. 10 
65. 50 
67. 00 
68. 40 
69. SO 
71. 30 
73. 80 
77. 40 
Sl. 00 
84. 60 
88. 20 
91. 80 
95. 40 

$0 
. 40 

1. 20 
1. 90 
2. 60 
3. 30 
4. 00 
4. 80 
5. 50 
6. 20 
6. 90 
7. 60 
8. 40 
9. 10 
9. 80 

10. 50 
11. 20 
12. 00 
12. 70 
13. 40 
14. 10 
14. 80 
15. 60 
16. 30 
17, 00 
17. 70 
18. 40 
19. 20 
19. 90 
20. 60 
21. 30 
22. 00 
22. 80 
23. 50 
24. 20 
24. 90 
25. 6C 
26. 40 
27. 10 
27. 80 
28. 50 
29. 20 
30. 00 
30. 70 
31. 40 
32. 10 
32. 80 
33. 90 
35. 40 
36. BO 

38. 20 
39. 70 
41. 10 
42. 60 
44, 00 
45. 40 
46. 90 
48. 30 
49. SO 
51. 20 
52. 60 
54. 10 
55. 50 
57. 00 
58. 40 
59. 80 
61. 30 
63. 80 
67. 40 
71. 00 
74. 60 
78. 20 
Bl. BO 
85. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 50 
1. 20 
2. 00 
2. 70 
3. 40 
4. 10 
4. 80 
5. 60 
6. 30 
7. 00 
7. 70 
8. 40 
9. 20 
9. 90 

10. 60 
11, 30 
12 00 
12. 80 
13. 50 
14. 20 
14. 9G 
15. 60 
1G. 40 
17. 10 
17. 80 
18. 50 
19. 29 
20. 00 
20. 70 
21. 40 
22. 10 
22. 80 
23. 90 
25. 40 
26. 80 
28. 20 
29. 70 
31. 10 
32. 60 
34. 00 
35. 40 
36. 90 
38. 30 
39. 80 
41. 20 
42. 60 
44. 10 
45. 50 
47. 00 
48. 40 
49. 80 
51. 30 
53. 80 
57. 40 
61. 00 
64. 60 
68. 20 
71. 80 
75. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 0- 

, 60 
1. 30 
2. 00 
2. 80 
3. 50 
4. 20 
4. 90 
5. 6C 
6. 40 
7. 10 
7. 80 
8. 50 
9. 20 

10. 00 
10. 70 
11. 40 
12. 10 
12. 80 
13. 90 
15. 40 
16. 80 
18. 20 
19. 70 
21. 10 
22. GO 

24. 00 
25. 40 
26. 9C 
28. 30 
29. BG 
31. 20 
32. 60 
34. 10 
35. 50 
37. 00 
38. 40 
39. 80 
41. 30 
43. 80 
47. 40 
51. 00 

' 54. 60 
58. 20 
61. BC 
65. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 70 
l. 40 
2. 10 
2. 80 
3. 90 
5. 40 
6. 80 
8. 20 
9. 70 

11. 10 
12. 60 
14. 00 
15. 40 
16. 9C 
18. 30 
19. 80 
21. 20 
22. 60 
24. 10 
25. 50 
27, 00 
28. 40 
29. 80 
31. 30 

. 80 
37. 40 
41. 00 
44. 60 
48. 20 
51. 80 
55. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 10 
2. 60 
4. 00 
5. 40 
6. 90 
8. 30 
9. 80 

11. 20 
12. 60 
14. 10 
15. 50 
17. 00 
18. 40 
19. SO 
21. 30 
23. 80 
27. 40 
31. 00 
34. 60 
38. 20 
41. SC 
45. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
D 

0 
0 
0 
0 
0 
0 
0 
0 
0 
D 
0 
0 
0 
0 
0 
0 
0 
0 
9 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 20 
2. 60 
4. 10 
5. 50 
7. 00 
8. 40 
9. 80 

11. 30 
13. SO 
17. 40 
21. 00 
24. 60 
28. 20 
31. 80 
35. 4G 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 30 
3. 80 
7. 40 

11. 00 
14. 60 
18, 20 
21. BC 
25. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. 00 
4. 60 
8. 20 

11, »0 
15. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
1. RG 

5. 40 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
I 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
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«If ttte payroll period toittt respect to an emplopee is montf(lff — Continue(1 

And the wages 
afe 

And the number of withholding exemptions claimed is— 

At least 
But less 

than 

0 1 2 3 4 5 6 7 8 9 mors 

The amount of tax to be withheld shall be— 

$5(n. . 
$5(in 
fssn 
iiioo 
fr(n 
inc(n 
$720 
$7iin 
$800 . 
$840 
$880 
f92(i 
$9GO 

f son 
fsRO 
$CS)0 

3 Ci40 
', }'(isp 
$720 
f 7C&0 

$800 
$840 
$880 

20 
foGO 
fl, oon 

$99. 00 
102. Gp 
10(i. 20 
111. 60 
118. 80 
196. 00 
133. 20 
140. 40 
147. 60 
154. 80 
162. 00 
169. 20 
176. 40 

$89. 00 
92. 60 
96. 20 

101. 60 
10R. 80 
116. 00 
123. 20 
1'in. 40 
137. 60 
144. 80 
152. 00 
159. 20 
166. 40 

$79. 00 
82. 60 
86. 20 
91. 60 
98. 80 

106. On 
113. 20 
120. 40 
127. C)0 

134. 80 
142. 00 
149. 20 
156. 40 

$OO. OO 

72. (in 
7C. 20 
81. Cio 

88. 80 
96. 00 

103. 20 
110. 40 
117, 60 
124. Rn 
132. 00 
139. 20 
146. 40 

$59. 00 
()2. Gn 

66. 20 
71. 60 
7R. 80 
86. 00 
93. 20 

100. 40 
107. 60 
»4. 'eo 
122. 00 
129. 20 
136. 40 

( 

349. OO 
] 52. 60 

56. 20 
Gl. 60 
68. 80 
76. 00 
83. 20 
90. 40 
97. 60 

104. 80 
112. 00 
119. 20 
126. 40 

$39. 00 
42. 60 
4(i. 20 
51, 60 
58 Rp 

66. 00 
7fg 20 
80. 40 
87. Gp 

94. Fp 
102. 00 
109. 20 
116. 40 

$29. 00 
32. Gn 

36. 20 
41. Gn 

48. 80 
5C. 00 
63. 20 
70. 40 
77. Cp 
84. GO 

92, 00 
99. 20 

10G. 40 

$19. 00 
22. 60 
26. 20 
31. 60 
38. 80 
46. 00 
53. 20 
60. 40 
67. 60 
74. 80 
82. 00 
89. 20 
9G. 40 

$9. 00 
12. 60 
16. 20 
21, 60 
28, 80 
36. 00 
43, 20 
50. 40 
5 . CS3 

()4. 80 
72. 00 
79. 20 
SG. 40 

i 

$0 
2. 60 
C. 20 

11. 60 
18. 80 

33. 20 
40, 40 
47. 60 
54. Rn 
62. 00 
69. 20 
76. 40 

18 percent of the excess over $1, 000 plus— 

"If tlte paproll period saith respect to an cmplo!fee is a daily papioll period or a 
nif seel laneous paffroft period 

And the wages di- 
vided by thc nuin- 
ber of days in such 
period are— 

And thc number of withholcling cxcmptions claimed is— 

0 1 2 3 4 5 6 7 8 9 m 

At least 
But less 
than 

Thc amount of tax to be withheld sha)i be the following amount multiplied by 
the number of days in such pcriod— 

$0. . . 
$2. 00 
$2. 25 
$2'sp 
$2. 75 

$3. 25 
$3. 50. 
33. 75. 
$4. 00. 

$4. 60. 
$4. 75. „ 
$5. 00. 
$5. 25 
$5. 50 
f5. 75. 
$G. OO. 
$G. 25. 
$Ci, 50. 
$G. 75 . . 
$7. 00. „ 
$7. 25. 
f7. 50. „ 
f7. 75 

$8. 25. . 
$8, 50 
$8. 75 
$9. 00. 
$9. 25 
$9. 50 
$9. 75 
$10. 00 
$(o. '50 

$11. 00. . 

if2. 00 
$2. 25. 
$2. Gin. 

32. 75 
fs. nn 
$3. 25 
$3. 50. 
f3. c5. 
$4. 00. 
$4. 25. 
34 50 
$4. 75. 
fs. nO 

$5. 25 
f5. 50. 
if5. 75 
$G. OO. 
$G. 25. 
fci. 5o. 
$G. 75. 
$7. 00. 
$7. 25 
$7. 50 
$7. 75. 
$8. 'no 

$8. 25. 
fs. sin. 
$8. 75. 
$9. 00. 
$0. 25 
$9. 50. 
$9. 75. 
$10. 00. 
$10. 50 
$11. 00. 
$11. 50 

csw oc 

$0. 40 
. 45 
. 45 
. 50 
. 55 
. 60 
. G5 
. 70 
. 75 
. 80 
. 85 
90 
np 

. 95 
l. 00 
l. 05 
1. 10 
1. 15 
1. 20 
l. 25 
1. 30 
l. 35 
1. 35 
1. 40 
1. 45 
1. 50 
1. 55 
1. 60 
1. 65 
1. 70 
l. 75 
1. Sp 
1. 85 
1. 95 
2. 05 

$0 . 05 
. 10 
. 15 
"0 

. 25 

. 30 

. 30 

. 35 

. 40 

. 45 

. 50 

. 55 

. 60 

. 65 

. 70 . 75 
76 

. 80 

. 85 
cp 

. 95 
1. 00 
1 05 
1. 10 
1. 15 
1. 20 
1. 20 
1. 25 
1. 30 
1. 35 
1. 40 
1. 45 
1. 50 
1. Gp 

l. 70 

fn 
0 
0 
0 
0 
0 
0 
0 . 05 
. 10 
. 15 
. 15 

sp 
. 25 
. 30 
. 35 . 40 . 45 . 50 . 55 
. 60 . 60 
. 65 . 70 . 75 
. 80 
. 85 
. 90 
. 95 

I. 00 
1 05 
l. 05 
1. 10 
l. 20 
l. 30 
l. 35 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 05 . 05 . 10 
. 15 
. 20 
. 25 . 30 . 35 
. 40 
45 

. 50 '50 

. 55 . Gp 

. G5 

. 70 . 75 . 80 . 85 

. 95 
1, 05 

$0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 . 05 . 10 
. 15 
. 20 
. 25 
. 30 
. 35 . 35 
. 40 . 45 . 55 . 60 . 70 
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PAIL 10. Section 405. 202, as amcncled by Treasury Decision 508, & 

[26 CFR 405. 202], is further amended as folio&vs: 

(A) By inserting in examples (5) and (G) in section 405. 202(a), 
immediately after "April 30& 1048& the following: "and before Octo- 
ber 1, 1050&". 

(13) By inserting in the last sentence of the example in section 
405. 202 (b), immecliately after "Mny 1, 1048, " the folio&ving: "and 
before October 1, 1050, ». 

((;) By inserting in example (5) of section 405. 202(cl) 
& 

immecli- 
ntelv after eMay 1& 1948, ' the folio&vi»g: "ancl 1:efore October 1, 10o0, ". 

(D) Bv inserting in example (0) of' section 405&. 202(cl). i»&mcclintely 
after "April o0& 1048, ' the following: "nncl before October 1. 19;&0. ". 

PAn. 11. Section 405. 208& as amended by Trensury D cision 508o 
[26 CI& R 405. 208], is further amencled as follows: 

(A) By inserting in the last sen(. ence of section 405. 203(n). im- 
mediately after "i41ay 1& 1048, " the following: "nncl before October 1, 
1050". 

(B) By inserting the foliowi»g new sentence at the encl of. section 
405 203(q) . 
IV!th respect to wages paid on or after October 1, 1060. the wage brncltet tables 
applicable under section 1022(c) as an&en&led are to be used. 

(C) By inserting in the last sentence of the exn»&»le in etc(ion 
405. 203(c), it»mediately after "Mny 1, 1018, " the follovvin&: "n»cl 
before October 1, 10o0. ". 

(D) By inserting the followi»g»e&v sentence nt the encl of the 
example in sec(ion 405. 200 (c): 
In the case of wages pai&1 on or after Octob«1, 103&0, ihc amount of. the tax 
required to be deducted and withheld un&ler this n. etho&l shnu be deter»&ined in 
the same mnnner, er&cept that the appropriate figure in the table applicab'. e under 
section l&&2&2&(c) (1) as nmended shall be use&1. 

(E) By inserting in example (o) in section )0 &. 2l», '(e), immeclintely 
after. "April 80& 1048&u the folio&vi»g: "an(1 before Octo)&er 1, 105&9, '. 

(I&') By inset ting in example (G) in section 4&!5. 203 (e), in&mcclintely 

after "3[ay 1& 1018, " the following: "n»cl before Octob"r 1. 1050, ". 
(G) By inserting in the h&si se»te»ce of section 105&. 2&&, '3(f), im- 

mediately after "May 1, 1048, " the folio&vh&o: "ancl before October 
1, 1050 ". 

PAn. 1'2. Sec(ion 405. 200(a), ns nmenclecl by Treasury Decision 5085 
[2G CI& R 405. 200], is. further amenclccl by striking out the last sentence 
of the last paragraph "n flat rate of 15 percent", ancl by inserting in 
lieu thereof the folio&ving: "the npplicnblc rn(e under section 1022(a) 
as nmenclecl". 

Pna. 13. There is inner(ecl immcdin(ely prececling section 405. 501 
[2G CI'R 405. 501] the followi»g: 

SEC. 202. INCO'. tIE TAX EXE5IPTIOVS FOR l&IEllIBEBS OF TEIE 
Ait. &IED I OBCES Sl:I'VlNG IN COnlBAT ABLAS. [REVENUE 
ACT Ol' 1060, APPBOVLrD SEPTE&&&IBER 23, Iobo, ] 

(c) Bscrnrs, — Sections 102»(a) * * * (relating to receipts for 
e»i&loyees) nre hereby n&uended by adding at the end of each the follow- 
in. : "In the case of compensation l&nid for service as a member of the 
Armed I& orces, the stntement shall show, as wages paid during the calen- 
ds&' year, the amount of such cou&pcusntion paid during the calendar year 
which is not excluded from gross income under chapter 1 (whcther or 
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not such compensation constituted wages as defined in section 1021('a) ) 
such statement to be furnished if any tax was withheld durin the calen- 
dar year or if any of tlie compensation paid is iucludible under chapter ' in gross income. " 
SEC, 206(b) (3) OF TEIE S(i("iAL SECT RITY ACT AMEÃDMEXTS 

OI 19, &0 [APPROVLD Al GUST 28, 1950]. 
(3) Section 1625 of the Internnl Revenue Code is amended by adding 

at the end thereof the following new subsection: 
"(d) AFFIICATzox oF SzcTIOIs. — This section shnll apply only ivith re- 

spect to wages paid before Jiiriunry 1, 1951. For corresponcling pro- 
visions with respect to wages paid after December 31, 1950, see section 
16332' 
SEC. 1633. RECI IPTS FOR Ffi)11 LOYEKS [AS ADDED BY SECTION 

206(a). SOCIAL SECI:RITY. ACT AMENDMLXTS OF 1950, AND 
AMENDED BY SECTI&iX 20 (c), RLVEXUE ACT OF 1'950; 
AI'PI. ICABLE %KITH RESPECT TO %%AGES P &&. ID AFTER 
DECEJIBER 31, 1050]. 

(a) REOIIRETIEIvrs. — Every person required to deduct nnd withhold 
froiu nn employee a tax under section 1400 or 1022, or who ivould have 
been required to deduct nnd withhold a tax under sectiou 1622 if the em- 
ployee had clnimed no more than one withholdin exemption, shall fur- 
nish to each such emplovee in respect of the renmneration paid by such 
person to such employee &luring the calendar year, on or before January 
31 of the succeeding year, or. if his employment is terminated before 
the close of such calendar year, on the day on which the inst pnvnient 
of reiunnerntion is made, n written statement showing the following: 
(1) the naiue of such person, (2) the name of the employee (and his 
social security account number if wages as defined in section 1426(a) 
have been paicl), (3) the tots', amount of wages as defined in section 
1621&a). (4) the total amount deducted and withheld as tax under 
section 1622, (5) the total amount of wages as defined in section 1426 (a), 
and (6) the total amount deducted and ivithheld as tax under section 
1400. In the case of conipeusation paid for service as a uiember of the 
Aiuuecl I&orees. the stateiuent chnl! show. as wages yaid during the 
calendar venr, the amount of snch compensation paid durin the cnlenclar 
venr which is not excluded from gross income under chapter 1. (ivhether 
or not such compensation constituted u ages as defined in section 
1621(a) ); such statement to be furniched if any tax was withheld during 
the calendar year or if any of the coirpensation paid is includible under 
chapter 1 i. . ross income. 

(b) STATEi&Evrs To Cor&sTI'Ii-Tz IEFom&ATIov RE'Iuavs. — The state- 
ments required to be furnished by this section in respect of any re- 
nmnerntion shall be furnishcc'. at such other times, shall contnin such 
other infoimntion, an&i shnll be in such foinn as the Conuiiissioner, 
with the approval of tbe Se&retary, mav bv regulations prescrilie. 
duplicate of any such statement if made and filed in accordance with 
regulati&ins prescribed by the Commissioner v&ith the approi. al of the 
Secretnry shall constitute the return required to be made i i respect 
of snch reniuneration uncler section 117. 

(c) Fxvsxsiox oF TIi&r. . — The Commissioner, nnder cuch regulations 
as he mny prescribe with the approv:il of tlie Secretary, mny grant to 
any p& rson a reasonable extension of tiu&e (not in excess of thirtv clays) 
with rc. pect to the statements required to be furnished uncler this 
section. 

SEC. 1634. PENALTIES [AS ADDED BY SECTIOV 200(n), SOCIAL 
SE( ('RITY ACT AiiEM &~&i i"rg OF 19;0: AI 11 IC. 1'Br. E IVITII 
RESPECT TO Vi AGES PAID AFTER DECEWIBLcR 31, 19O0]. 

(a) PENALTIES FQR FRAvDLILEI&T STATKMEET on FAII. I'RE To FIInvisH 
STATKilsxT. In lieu of any other penalty provide&1 by hiw (except the 
penalty provided by subsection (b) of this section), anv person 
quired under the provisions of section 1633 to furnish a statement who 
willfully furnishes a false or fraudulent stateiuent, or who wififully 
fails to furnish a statement in the manner, at the time, and el&owing 
the information required undec section 1633, or regulations, pl& eel'ibed 
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thereunder, shall for each such failure, upon conviction thereof, b 
fined not more than $1, 000, or imprisoned for uot more than one year, 
or both, 

(b) ADDITIoNAL PENALTY'. — In addition to the penalty provided bv sub- ~ 

section (a) of this section, any person required under the provisions 
of section 1033 to furnish a statement who willfully furnishes a false or 
fraudulent statement, or who willfully fails to furnish a statement in 
the manner, at the time, and showing the information required undev 
section 1033, or regulations prescribed thereunder, shall for each such 
failure be subject to a civil penalty of $0&0. Such penalty shall be 
assessed and collected in the same manner as the t, ax imposerl by section 
1410. 

PAI&. 14. Section 405. 501. as amended by Treasury Decision 5& 50& 

approved November 10, 1049 [26 CIvR 405. 501j 
& 

is further ainended as 
f ollovvs: 

(A) By revising the heading of section 405. 501(a) to reacl as fol- 
lows: "(a) l'Vices paid before Jant&c&py 1, 1&1. " 

(B) By inserting in the second senten&. e of section 405. 501(a), in1- 
mediately after "January 1, 1040&" the following: "and before January 
1, 1951. ". 

((") By redesignating (b)& (c), and (cl) of section 405. 501 as (cl), 
(e), and (f). respectively. 

(D) By inserting immediately after section 405. 501(n) the follow- 
ing: 

(b) Wages paid after December 8I, 1900. — With respect to &vages paid on or 
after January 1, 1901, every person required to decluct rind &vithhold fvo»i an 
employee a tax under section 1022, or who would have been required to rleduct 
and withhold a tax under section 1&&2&2& if the eniployee harl clair»ed no &crore than 
one &vithholding exemption, is required to furnish to each such r mployee, in re- 
spect of the remuneration paid by such person to snch emplolee rluring the calen- 
dar year, the original and dur&licate of Form Iv — 2 showing the foll&»ving: (1) 
the name of such person, (2) the name of the emplovec (and h!s social security 
account number if wages as defined in section 1420(a) have been p iid), (3) the 
total amount of wages as clefir&«d in section 1&&2&1(a), (4) tlie total »mount de- 
ducted and withliel&l as t:ix under section 1022, (0) the total amount of wages as 
&lefi»ed in section 1420(a), an&i (0) the total amount derlucte&l a»d &vith»eld as 
tax under section 1400. 

Ii"or example, if the table uiethod is used, a withhol&li»g st&item«»t must be 
furnished each cuiployee whose earnings during any payroll period are equal to 
o& in & xcess of the smallest &v:&ge for which tax nmst be vvithhel&l fvom e»&plove«s 
claiming o»c &xir»ption. If the percentage computation rue&bod is used, a with- 
holding statement in»st be fur»ishcd each employee wliose wages duving any 
payroll period ave in «x«& ss &&f one withholding exei»p&ion for such p;&yroll period 
as shown in the percentage method &vithholrling table contained in section 
1022(b) (1). Statenients prepared in substantially )iice form a»cl size as 
Fovm IV-2, but in no cas«, hirgev tlian 8 by 3-')4r inches, &vil& be acceptable if 
»pproved by the & on&n&issioner. 

The stateiuent on Form IV-2 shall be furnisliecl to the eniployee on or before 
Ja»uary 31 of tlie succec&ling c;&len&lar veav, or. , if his employment is termin;&ted 
before the close of such calendar year, on the day on which the last paymeut of 
&vages is iuarle. 

See the regulations uncler tire Federal Insurance Contvibr&tior&s Act, effective 
o» ancl after, I»nuary 1, 19. &1, for the requiveuients as to the fuiaiishing of a 
statement in eris«s &vheve such staieiuent is requived solely by reason of the tax 
»»der section 1400 of s»ch Act. 

(c) Strrlr'n&r'&rts for nr&nrbers of the 4»ned Ir'orees of tfie United States. — Sec- 
t&o» 10" &(a) and section 1033(a) contain certain special provisions wliich are 
»pplicable to calendar years after 1949 in the case of uieinbers of the Armed 
I'orccs of tlio Il»ite&1 States in active service after June 24, 1900. In such case, 
Ii'oisu IV — 2 shall be furnished to each such &»ember of the Armed Forces of tire 
Ilnited States if any tax has been withhelcl clnring the calenclar year from tire 
&'ei»u»eratin» ol such ruember or if airy of the reuim&eration pairl dnving the 
calendar year for such active sevvice is includible under chapter 1 in tlie gross 
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income of such member. For&a W — 2, in the ease of such member, shall show, as 
wages paid during the calendar year, the amount of the remuneration paid during 
the calendar year which is not excludable under chapter 1, from the gross income 
of much member, whether or not such reimineration constitutes wages as defined 
in section 1621(a) and whether or not paid for such active service. 

(E) By striking out of the first and second sentences of section 
405. 501(d) (as redesignated by subparagraph (C) of this paragraph) 
the words "Withholding Receipt" and by inserting in lieu thereof the 
following word: "statement". 

(F) By inserting in the first sentence of such section 405. 501(d), 
immediately after "required by section 1625(a)", the following: "or 
section 1688". 

(G) By striking out of section 405. 501(e) (as re&lesignated by sub- 
l&aragraph (C) of this parag! aph) the words "Withholding Receipts" 
and by inserting in lieu thereof the following word: "statements". 

(H) By revising section 405. 501(f) (as redesignated by subpara- 
graph (C) of this paragraph) to read as follows: 

(f) Penalties for fraudulent statement or failure to f«rnisb statrment. — (1) 
u ages paid after December 31, 1g50. — Section 1634 imposes criminal and civil 
penalties for the willful failure to furnish a statement in the manner, at the 
time, and showing the information required under section 1633 or regulations 
prescribed thereunder or for willfully furnishing a false or fraudulent statement. 
The criminal penalty is a fine of not more than $1, 000 or imprisonment for not 
moi'e than 1 year, or both, for each such violation. The civil penalty is a fine 
of $50 for each such violation. The civil penalty shall be assessed and collected 
in the same manner as the tax imposed by section 1410. 'Ihese penalties are in 
Reu of any other penalties provided by law respecting the failure to furnish a 
statement or the furnishing of a false or fraudulent statement. 

(2) Wages paid before January 1, 1951. — Section 1626 imposes criminal and 
civil penalties for the willful failure to furnish a statement in the manner, at the 
time, and showing the information required under section 162o or regulations 
prescribed thereunder or for willfully furnishing a false or fraudulent statement. 
The criminal penalty is a fine of not more than $1, 000 or imprisonment for not 
niore than 1 year, or both, and the civil penalty is a fine of not more than. $50 
for each such violation. Such penalties are in lieu of any other penalties pro- 
vided by law respecting the failure to furnish a statement or the furnishing of a 
false or fraudulent statement. 

PAR. 15. Section 405. 601, as amended by Treasury Decision 5795 
[C. B. 1950 — 2, 81], approved July 12, 1950 [26 CFR 405. 601], is f urther 
amended by inserting in the seventh paragraph, immediately before 
the words "or political subdivision", the following "Puerto Rico&". 

PAIL 16. There is inserted immediately after the provisions of sec- 
tion 405. 606, as added by Treasury Decision 5760, approved November 
10, 1949 [26 CFR 405. 606], the following: 

SEC. 1635. PERIOD OF LIMITATION UPON ASSESSMENT AND 
COLLECTION OF CERTAIN EMPLOYMENT TAXES [AS ADDED BY SECTION 207(a), SOCIAL SECUICITY A. CT AMENDMENTS 
OF 1850, APPROVED AUGUST 28, 1050]. 

(a) GENER~ RvLE. — The amount of any tax imposed bv subchapter 
A of this chapter or subch:&pter D of this chapter shall (except as other- 
wise provided in the following subsections of this section) be assessed 
within three years after the return was filed, and no proceeding in court 
without assessment for the collection of such tax shall be beguu after the 
expiration of such period. 

(b) FELsE RETUBN o«No RETunN. — In the ease of a false or fradulent 
return with intent to evade tax or of a failure to fi'. e a return, the tax 
may be assessed, or a proceeding in court for the collection of such tax 
may be begun without assessment, at any time. 

(c) O'ILLFUL ATTE&&PT To EVADE TAX. — In case of a willful attempt in 
any manner to defeat or evade tax, the tax may be assessed; or a pro- 
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ceeding in court for the collection of such tax may be begun witliout 
assessment, at any time. 

(d) COEEECTroN AFTER Assxsszrsxv. — yVhere the assessment of any 
tax iruposed by subchiipter A of this chapter or subclmpter D of tliis 
chapter has been inade yvithin the period of limitation pr&q&; rlv appli- 
cable thereto, such tax may be collr. cted by distraint or hy a proceeding 
in court, but only if begun (1) within six vears after the a. "e:. ament of 
the tax, or (2) prior to the ezpiration of any perio;1 for collection agreed 
upon in writing by the Comuiissioncr aii&1 the t;&zpaver. 

(e) DATE QF Flr. rxo oF rtl I i;I&z. — lcor tlic purposes of this section, if 
a return for;iny perio&l & n&lin„yvitli or yvithin a calendar year is filed 
b, fore March 1. & of the su«: «!ing calendar ye:ir, sn&h return shall be 
&i&i&xi&1& i. cd filed nn M;rr'&&h 13 of such succeeding «;ilendar vear. 

(f) AFF&. tcATroz or Sscrioz. Tlie provisions of tliis sec!ion shall ap- 
ply only to those taxes imposed by sub«lmpter A of this chapter, or sub- 
cliapter D of this chaptc', which are required to be collected and Iraid 
by malring, and filing returns. 

(g) I:i. i r:& Ttvs D vvs. — Th& provisions of this so& tion shall not apply to 
any tax iiuposed yvith rc;1&, :ct to reuiuueration paid during auy calmidar 
year before 1!. '. &1. 

Src. 403, &'!07. PERron or L&MrvzvroN Crow Asszssxrszv or TAz. — Section 103. & 

provides, in general, for a 3-year period of limitation on the assessment of tire 
taz required to be v itlihel&1 rluring any cal&ndar year after 1000. This period 
of limitation is m&, &sure&1 from the da(c the return is filed, ezcept that if a. 
return for any period ending witl. or within a calendar year is f&h &1 before Jl;ir&h 
15 of the succeeding cal ndar year, such return shall b, deemed file&1 on !larch 
1:& of such succeeding calendar year. I or example, if qnarterlv returns are 
filed for the fonr quart& rs of l!:. &1 on Anril 3&), July 31, an&1 &)c!ol& r. 3&1, I. 'E&1, an&1 
on Jdnuary 31, 103&2, (hc period of lin&itation for;is::& ssment witli respect to the 
tazrequired to be reportc&1 on each sue!i return is meri. &&re&1 from !rarch 1;&, 1', &. & ', 
Hoivever, if any of such r&!nins is file&1 after XI:ii&4& lo, 1!»". tire perio&1 of 
liruitation for a" sessment of (lie tax reqnirc&1 to be reported on th:it return 
is measured froru tire date it is in fact file&1. In tlic &si, & of a false or fraurlulcnt 
returr with inteut to evade taz or of a failure to fil a return, and in the &-, ise 
of a ivillful attempt in any nianner to dei'eat or evarle taz, the tax reqnircd to 
be reported on the return may be asses-ed at;iriy time. 

PAI&. 17. There is ir&sertec[ immecliately preceding section &!0, &. &09 
[oG CFR 405. r 0'& J the foiloyvino: 

SEC. 207(b) (2) oi I HE Sorrdr. SECURITY ACT Alii', NDMI:NT» oE 
1930 [APPROVI':1& ALG1»'1' "4, 10;&0]. 

(2) Section 3313 of tlie Internal Pevenne Code is amend«1 as folio&vs: 
(A) iry inserting imnie&li;itely after tire &vords ";iml gift (az& s, " 

where those ivor&is first appear in thc section, tire folloyving: "an&1 

ezcept as oth&ryvisc provided bv law in the &ras& of eniployment 
tax& s under snbchapters A nnd D of &haptcr &J, "; an&1 

(II) I'y inserting imuiediately afte' (lie yvor&ls "and gift taxes", 
wlicre those ivor&is appear in the parenthetical phrase, a comnm. 
and the folloyvi»g: "aud other than sn&li emr&loyuient tazcs". 

SEC. 1030. PERIOD or I. ri&IITATION Ur ON Rl:1 I'Nry» AND 
CRE&DITS OI' ('L~'RTAIN EJIPLOYylEN'1' TANE» (. &I» ADDED 
I!Y SE("'l'l(&N 207(a), SOCI. YI. SECUltITY . YCT ', IL&VIGII'&V'l'S 
OI' 1!&; O. APPROVED AUGUST 28, 1000]. 

(a) Gi:r i::Ein Rr. r. i:. — In the ense of any taz imposed by subchapter. A 
of this chapter or subcliapter D of this chapter— 

(1) PERIoD or' LI&IITATIDN. — Unless a claim for credit or refunrl 
is fik&l by the taxpayer yvithin three vears froui the time the return 
was file(1 or within tyvo years from the time the taz yvas paid, no 
credit or refund slmll be alloyved or made after the ezpiratiori of 
which& vr r of such periods ezpires tlic later. If no return is filed, 
tlieu no ci erlit or refund shall be alloyve&1 or made aft& r two years 
from tire tinie the taz yvas paid, unless before the expiration of such 
period a claim therefor is filed by the taxpayer. 

(2) LIMIT oN A&ROUNT ot cRED1T OR REFOND. — Tlie amount of the 
credit or refund shall not ezceed the portiou of tire taz paid— 
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(A) If a return was filed, and the claim was filed within 
three years from the time the return was filed, during the 
three years immediately preceding the filing of the claim. 

(B) If a claim was filed, and (i) no return was filed, or (ii) 
if the claim was not filed within three years from the time the 
return was filed, during the two years immediately preceding 
the filing of the claim. 

(C) If no claim was filed and the allowance of credit or 
refund is made within three years from the thne the return 
was filed, during the three years immediately preceding the 
allowance of the credit or refund. 

(D) If no claim was filed, and (i) no return was filed or (ii) 
the allowance of the credit or refund is not made within three 
years froin the time the return was filed, during the two years 
immediatelv precedin the allowance of the credit or refund. 

(b) PRNAr. rixs, ETc. — The provisions of subsection (a) of this section 
shall apply to anr penalty or sum assessed or collected with respect to 
the tax imposed by subchapter A of this chapter or subchapter D of this 
chapter. 

(c) DArE oF FII. INo RETURN AND DATE oF PA%MENT oF TAx. — Fol the 
purposes of this section— 

(1) If a return for any period ending with or within a calendar 
year is filed before March 15 of the succeeding calendar rear, such 
return shall be considered filed on March 1O of such succeeding 
calendar year; and 

(2) If a tax with respect to remuneration paid during any period 
ending with or within a calendar year is paid before March 15 of 
the succeeding calendar year, such tax shall be considered paid 
on March 15 of such sue& ceding calendar rear. 

(d) APPzicATIDN oF SEcTIoN. — The provisions of this section shall 
apply only to those taxes imposed by subchapter A of this chapter, or 
subchapter D of this chapter, which are required to be collected and 
paid by making and filing returns. 

(e) EFFEcrivz DAIE. — The provisions of this section shall not apply' 
to any tax paid or collected with respect to remuneration paid during 
any calendar year before 1951 or to any penalty or sum paid or col- 
lected with respect to such tax. 

PAR. 18. There is inserted immediately after the provisions of sec- 
tion 405. 702 [26 CFR 405. 702] the following: 

SFC. 405. 706. LIMITATIONs UPDN CREDIT$ AND RFFUNDs. — (a) Iii pciicrak — Un- 
less a claim for credit cr refurd of' an overpayment is fi'ed within 6 years from 
the time the return was filed, or irithin 2 years from the time the tax was paid, 
the Commissioner is prohibited, after both periods have expired, from allowing 
or makiug a credit or refund of such overparment. If no return is fi'ed, the 
Commissioner is prohibited from allowing or making a credit or refund of the 
overpayment after 2 years from the time the tax was paid unless before the ex- 
piration of such 2-year period a claim therefor is filed. 

(b) Limitation on amount of cia'fit or refund. — The limitations on the amount 
of credit or refuud shall be determined in accordance with section 1636(a) (2). 

(c) Penalties. — The prorisiors of this section as to the tax required to be de- 
ducted and withheld are also applicable to anv penalty or other sum assessed 
or coll, cted with respect to such tax. 

(d) Date of filin return and pafimeiit of tax. — For the purposes of this section, 
if a return for any period euding with or within a calendar year is filed before 
March 15 of the succeedin calendar year, it shall be deemed filed on March 15 
of such succeeding calendar year. Likewise, if anv tax required to be dedi-cted 
aud withheld during anv period ending with or within a calendar year is paiil be- 
fore ilfarch 15 of the succeeding calendar rear, such tax shall be deemed paid on 
March 15 of such succeeding calendar year. 

(e) Applicability of section. — The provisions of this section shall apply only 
to taxes required to be withheld on or after January 1, 1951. 

PAR. 19. There is inserted immed. iately preceding section 40+r 805 
[26 CFR 405. 80o] the follov-ing: 
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SEC. 16 1, FAILI'RE OF EMPT. OYEI' TO FILE RFTT R&X (AS 
A Xi I': Xl. &El & BY SE&. 'TI& &X 200 ( d), SOCIAL Sl:&:I lleITY A &'T 
Axlk:XD. '&IEXTS OF 1050; APPLICABLE 'lO RETI:IIXS FII. ED 
ArTLcle DECEMBER 31, 1050]. 

In ease of a failure to make and file any return required under this 
chapter within the time prescribed by law or prescribed by the Commis- 
sioner in pursuance of law, unless it is shown that such failure is due to 
reasonable cause and not to vvillful neglect, the addition to the tax or 
taxes required to be shown on such return shall not be less than $5. 

PAE. 20. Section 405. 805& as amended by Treasury Decision 5794 
[C. B. 1950-2, 82], approved July 0, 1050 [20 CI&"R 405. 805] 

& 
is further 

amended as follows: 
(A) By redesignating (a) and (b) of such section as (b) and (c), 

respectively. 
(B) By inserting immediately nfter. the heacling of the section the 

following: 
(a) If an employer fails to file a return within the time prescribed in section 

405. 601 or section 405. 602, unless it i- shown that the failure is due to reasonable 
cause and not to vvillful neglect, the ad&lition to the tax or taxes required to be 
shown on such return shall not be less than $5. The ad&litton to the tax or taxes 
shall be computed as provided by section 3612(d) and if less than 5 & shall be 
increased io $5. The provisions of this paragraph shall be applicable only with 
respect to returns filed after Decem)&er 31, 1050. 

(C) By adding at the erd of section 405. 805(b) (ns reclesignated by 
subparagraph (A) of this paragraph) the follovving: 

The provisions of this parag& aph sh&&li be applicable only &vith respect to re- 
turns filed before January 1, 10 &1, and to the tax required to be showu on such 
returns. 

(D) By strilcing out of section 405. 805(c) (ns reclesignntecl by sub- 
paragraph (A) of this paragraph) the letter "a" xvithin the paren- 
theses and by inserting in lieu of such "a" the letter "b". 

(E) By adding at the end of such section 405. 805(c) the folloxving 
new sentence: "The provisions of this pnrn«mph shall be applicable 
only with respect to returns filed before January 1, 1051, and to the 
tax requirecl to be shown on such returns. " 

Because the nmendments mn&le by this Treasury Decision are neces- 
sary to conform Regulations 110& relatin« to xvithholcling of income 
tax at source on wages, to the changes in laxv made by the Social Se- 
curity Act Amendments of 1950 abend by the Revenue Act of 1050, 
which changes are applicable in part to xvnge payments made on and 
after October 1, 1050, in part, to wage payments nlncle on nnd after 
November 1, 1050, nnd in part to v age paynIents mncle on nnd after 
January 1, 1051, it is founcl tl&at it is ilnpracticnble to issue this Trens- 
ury Decision with notice ancl public proceclure thereon under section 
4(a) of the Administrative Procedure Act, approve. &1 June 11, 1040, 
or subject to the eRective date limitation of section 4(c) of that Act. 

(This Treasury Decision is issued under the authority contained 
in sections 1420 nnd 8701 (53 Stat. 178, 407; 20 U. S. C. 1420, 8701) and 
section 1027 (57 Stat. 188; 20 U. S. C. 1027) of the Internal Revenue 
Code. ) GEo. J. SCEXOENEMAN& 

Corr&missioner of tnt& ma/ Revenue. 
Approvecl January 22, 1951. 

TIIOMAS J. LYKCII& 
Acting Secretary of the Treasury. 

(Filed with the Division of the I&"ederal Register January 20, 1051, 6: 4, & a. m. ) 
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SEcTIQN 1621: Definitions. 
Rzc:vLATroNs 116, SzcTroN 405. 102: Exclusions 

from wages. 
Status after 1950 of duly ordained, commissioned, and licensed 

ministers. (See Mim. 6633, page 106. ) 

SzcTroN 1621: Definitions. 
REGvLATIGNs 116, SzcTIQN 405. 104: Employee. 

Status of real estate and securities salesmen. (See Mim. 6566& 

page 108. ) 

SzcTroN 1621: Definitions. 
REcvLATIQNS 116 SzcTIGN 405;104: Employee. 

Status after 1950 of full-time life insurance salesmen. (See Mim. 
6o71, page 95. ) 

SzcrroN 1621: Defirnitions. 
Rzovzarrozs 116, SEcTroN 405. 104: Employee. 

Status after 1950 of traveling or city salesmen. 
page 97. ) 

(See Mim. 6583, 

RFGvLATIGNS 116' SzcTION 405. 104: Employee. 
Status after 1950 of home workers. (See Mim. 6586, page 99. ) 

SEcTIGN I 621: Definitions. 
REGULATIONS 116) SECTION 40o. 104: Employee. 

Status after 1950 of agent-drivers and commission-drivers. (See 
Mim. 6601, page 103. ) 

SEGTIQN 1622: Income tax collected at source. 
REGvr. ATroNs 116, SrcTroN 405. 201: Require- 

ment of withholding. 
(Also Subchapter A (Federal Insurance 

Contributions Act), Section 1401 
& 

Regula- 
tions 128, Section 408. 304. ) 

1951-8-13572 
Em. T. 449 

Table which may be used by empIoyers in withholding Federal 
income tax and Federal Insurance Contributions Act tax from 
weekly wages paid on and after January 1, 1951. 

Employers have requested permission to use a table which com- 
bines amounts to be withheld as Federal income tax ancl Federal In- 
surance Contributions Act tax on weekly wages paid on and after 
January 1, 1951, 

Permission is lrereby granted to employers to use the following table 
in withholding Federal income tax and Fecleral Insurance Contribu- 
tions Act tax fronr weekly wages paicl on and aiter January 1, 1951: 
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~EEKZY WITHIIOZDING TABZE CO3fBINING INCOME TAX AND EMPLOYEES 
INSUBANiCE CONTIIIBUTIONS ACT TAX (lip(2 PEBCENT) 

FFDEBAL 

1'his table to be used only if fcages for income tax tciti(holding and u:ages for 
emtfloyees' h. I. C. Jf. taa are identical 

If wages are— 

1 t Buf less 
tbau 

And the number of withholding exemptions claimed is— 

i 
f 

The amouut of income tax and F. I. C. A. tax to be withheld shall be- 

fp. . . 
$13. 00 
$13. 67 
$14. 34 
$15. 00. . 
$15. G7 
$16. 34 
$17. 00 
$17. 67 
$18. 34. 
$19. 00 . 
$19. 67. . 
$20. 34 
$21. 00 
$21. G7 

$22. 34 
$23. 00 
$23JG7 
$24. 34 
$25. 00. 
$25. G7 

$26. 34 
$27. 00. . 
$27. G7. 
$28. 34. 
$29. 00 
$29. (i7 
$30. , '34 

$31. 00 
$31. 67 
$32. 34 
$33. 00 
$33. 67 
$34. 34 
$35. 00 
$35. 67 
$36. 84 
$37. 00 
$37. G7 
$3S. 34 
$39. (X) 
$39. (i7 
$40. 34 
$41. 00 
$41. 67 
$42. 34 
$43. 00 
$43. 67 
$44. 34 
$45. 00 
$45. 6( 
fi4fi. 34 
$47. 00 
$47. G7 

fi48. 34 
$49. 00 
$49. 67 
$50. 34 „ „ 
$61. 00 
$51. (i7 
$52. 34 
$63. 00 
$53. 67 
$Mr34 
$5o. pp 
$55. 6i7 
$(i6. 34 
$57. 0() 

$' ' r)(J OP 

DS 

1934 ! c f 
wager 
fi2. 60 
2. 73 
2. 82 
3. 03 
3. 12 
3. 25 
3. 46 
3. 51 
3. 58 
3. 79 
3. 90 
4. 01 
4. 22 
4. 29 
4. 44 
4. 55 
4. 68 
4. 77 
4. 98 
5. 07 
5. 20 
5. 41 
5. 46 
6. 53 
5. 74 
5. 85 
5. 96 
6. 17 
6. 24 
6. 39 
6. 50 
6. 63 
6. 72 
6. 93 
7. 02 
7. 15 
7. 36 
7. 41 
7. 48 
7. 69 
7. 80 
7. 91 
8. 12 
8. 19 
8. 34 
8. 45 
8. 58 
S. 67 
8. 88 
8. 97 
9. 10 
9. 31 
9. 36 
9. 43 
9. 64 
9. 75 
9. 86 

10. 07 
10. 14 
10. 29 
10. 40 
10. 53 
10. 62 
10. 83 
10. 92 
11. 05 
11. 26 
11. 31 
11. 38 
11. 59 

10 

$13. 00 
t13. 67 
$14. 34 
$15. 00 
$15(. 67 
$16. 34 
$17. 00 
$17. 67 
$18. 34 
$19. 00 
$19. 67 
$20. 34 
$21. 00 
$21. 67 
$22. 34 
$23. 00 
f, 23. 67 
$24. 34 
$25. 00 
$25. 67 
$26. 34 
$2r. 00 
$27. 67 
$28. 34 
f29. 00 
$29. 67 
$30. 34 
$31. 00 
$31. 67 
$32. 34 
$33. 00 
$33. 67 
$34. 34 
$35. 00 
f35. G7 
$3(i. 34 
$37. 00 
$37. G7 
a38. 34 
$39. 00 
f39. 67 
$40. 34 
$41. 00 
$41. 67 
$42. 34. 
$43. 00 
f43. G7 
$44. 34. 
f45. 00 
$45. 67 
f46834. 
f47. 00 
$47. 67 
$48. 34 
$49. 00 
$49. 67 
f 50. 34. 
$51. 00 
$51. 67 
$52. 34. 
f53. 00 
$53. 67 
$54. 34 
$55. 00 
$55. 67 
$56. 84. 
f57. 00 
$5i7. 67 
f fi8. 34 
$59. 00 
$59. G7 

200' — SI— 

134% of 
wages 
$0. 30 

. 39 

. 52 

. 73 

. 78 

. 95 
1. 06 
l. 17 
l. 28 
1. 49 
1. 56 
1. 71 
l. 92 
1. 96 
2. 04 
2. 25 
2. 34 
2. 47 
2. 68 
2. 73 
2. 90 
3. 01 
3. 12 
3. 23 
3. 44 
3 51 
3. 66 
3. 87 
3. 00 
3. 99 
4. 20 
4. 29 
4. 42 
4. 63 
4. 68 
4. 85 
4. 96 
5. 07 
5. 18 
5. 39 
5. 46 
5. 61 
5. 82 
5. 85 
5. 94 
6. 15 
6. 24 
6. 37 
6. 58 
6. 63 
6. 80 
6. 91 
7. 02 
7. 13 
7. 34 
7. 41 
7. 56 
7. 77 
7. 80 
7. 89 
8. 10 
8. 19 
S. 32 
8. 53 
S. 58 
8. 75 
8. 86 
8. 97 
9. OB 

9. 29 

134% o 
wa er 
fip. 20 

. 21 

. 22 

. 23 

. 24 

. 25 

. 26 . 27 

. 28 

. 29 . 30 . 31 . 32 

. 34 

. 35 . 36 

. 37 . 38 . 39 

. 71 . 78 

. 93 
1. 14 
1. 17 
1. 36 
1. 57 
1. 56 
1. 69 
1. 90 
1. 95 
2. 12 
2. 33 
2. 34 
2. 55 
2. 66 
2, 73 
2. 88 
3. 09 
3. 12 
3. 31 
3. 52 
3. 51 
3. 64 
3. 85 
3. 90 
4. 07 

4. 29 
4. 50 
4. 61 
4. 68 
4. 83 
5. 04 
5. 07 
5. 26 
5. 47 
5. 46 
5. 59 
5. 80 
5. 85 
6. 02 
6. 23 
6. 24 
6. 45 
6. 56 
6. 63 
6. 78 
6. 99 

(34% ef 
wages 
$0. 20 . 21 . 22 . 23 

. 24 

. 25 

. 26 . 27 

. 28 

. 29 . 30 . 31 . 32 

. 34 . 35 . 36 . 37 

. 40 
, 41 . 42 
. 43 

. 45 . 46 . 47 . 48 . 49 

. 51 . 52 . 63 . 54 

. 65 . 56 . 57 

. 79 

. 78 
1. Ol 
1. 12 
l. 17 
l. 34 
1. 55 
l. 56 
1. 77 
l. 98 
1. 95 
2. 10 
2. 31 
2. 34 
2. 53 
2. 74 
2. 73 
2. 96 
3. 07 
3. 12 
3. 29 
3. 50 
3. 51 
3. 72 
3. 93 
3, 90 
4. 05 
4. 2G 
4. 29 
4. 48 
4. 69 

(34% of 
wa -es 
$0. 20 

. 21 . 22 . 23 . 24 

. 25 . 26 

. 27 

. 28 

. 29 

. 30 . 31 

. 32 

. 33 . 34 

. 36 . 37 . 38 

. 39 

. 41 . 42 

. 43 

. 45 . 46 . 47 . 48 . 49 

. 51 . 52 

Grs 

. 55 . 5G . 57 
, 58 . 59 

. 61 . 62 

. 65 . 66 . 67 . 68 

. 70 . 71 . 72 . 73 . 74 . 75 . 76 . 77 . 78 . 99 
1. 20 
l. 17 
l. 42 
1. G3 
1. 56 
1. 76 
l. OG 

l. 95 
2. 18 
2. 39 

134% of 
wages 
$0. 20 

. 21 

. 22 

. 23 . 24 . 25 . 26 . 27 

. 28 

. 29 . 30 

. 31 

. 32 

. 34 

. 35 

. 36 

. 37 

. 39 . 40 . 41 . 42 . 43 

. 44 

. 45 . 46 . 47 . 48 . 49 

. 51 . 52 . 53 

. 57 

. 59 . 60 . 61 . 62 

, 6o 
. 66 
. 67 

. 69 . 70 

. 71 . 72 . 73 . 74 . 75 . 76 . 77 . 78 . 79 . 80 . 81 . 82 . 83 . 84 . 85 . 86 

. 87 

. SO 

(34% of 
wages 
$0. 20 

. 21 

. 22 

. 23 

. 24 
, 25 
. 26 
. 27 . 28 . 29 . 30 
. 31 

. 34 

. 35 

. 36 

. 37 

. 38 

. 39 

. 41 

. 43 

. 44 

. 45 

. 46 . 47 . 48 

. 49 

. 51 . 52 

. 53 

. 55 . 56 

. 57 

. 58 . 59 

. 61 . 62 . 63 

. 6G . 67 

. 69 . 70 . 71 . 72 
3 . 74 . 75 . 76 . 77 . 78 . 79 . Sp . Bl . 82 

. 85 . 86 . 437 

. 88 . 89 

134% of 
wages 
$0. 20 

. 21 

. 22 . 23 

. 24 

. 25 . 26 

. 27 

. 28. . 29 

. 30 . 31 

. 32 . 33 

. 34 . 35 . SG . 37 . 38 

. 40 . 41 

. 43 

. 45 . 46 . 47 . 48 . 49 

. 51 . 52 . 53 

. 54 

. 57 ' 
orB 

oi if 

. Gp 

. (il . G2 

. 65 
, 66 
. 67 . 68 . 69 . 70 . 71 . 72 . 73 . 74 . 75 . 76 . 77 
. 78 . 79 
. 80 
. 81 
. 82 . 83 
. 84 . 85 . SG . 87 

. 89 

134 ". of 

$0. 20 
. 21 
. 22 
. 23 
. 24 . 25 . 26 . 27 . 28 . 29 
. 30 
. 31 

. 33 

. 34 . 35 

. 36 

. 37 

. 38 

. 39 

. 40 

. 41 

. 42 

. 43 . 44 

. 45 

. 46 

. 47 

. 48 

. 49 

. 51 . 52 . 53 

. 55 . 56 . 57 . 58 

. 59 

. 60 

. Gl 

. 62 . 63 . 64 

. 65 

. 66 . 67 

. 68 

. 69 . 70 . 71 . 72 

. 73 

. 74 
75 . 76 

. 77 

. 78 
I 

SP . 81 . 82 

. 84 . 85 . Sli . 87 

. S9 

(34% of 
sl:iges 
$0. 20 

21 
22 
23 
24 
25 
26 
'i7 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
5li 
GO 

(i1 
(i2 
63 
64 
65 
66 
67 
68 
69 
70 
71 
72 

74 
75 

77 
78 
79 
8(i 
Si 
82 
Vis 

84 
S5 
S(') 

87 
SB 
6'J 

((4%of 
wages 
$0. 20 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
59 
51 
52 
53 
54 
55 
56 
57 
Gi8 

59 
60 
61 
62 
63 
64 
65 
66 
67 
(iB 
69 
70 
71 
72 
73 
74 
75 
76 
77 
78 
79 
80 
81 
62 
63 
S4 
85 
86 
87 
SS 
SO 
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WEE]xr]c Wrvxrxxornx]co TARrz COMRr]3]NO I]xcoarz TAE ANn Eaxpzovzzs' Fz]]ERAr, 
Issr]RA]ccz Cos]TRxsvxroxcs AcT TAx (lx/2 YERcENr) — Co]]tirlued 

If wages are— And tbe number of withholding exemptions claimed is— 

At least x]ut less 
t!1 afl 

r 
f 

( 
/ 

( 
/ 

9 /]0 

The amount of income tax and F. I. C. A. tax to be withheld sha!! be- 

$59. 67 
$60. 34 
$61. 60 
f61. 67 
$62. 34 
$63. 00 
$63. 67 
564. 34 
$65. 00 
f65. 67 
566. 34 
«'f")7 (!0 
'$67. 67 
$68. 34 
$69. 00 
$69. f!7 
570. 34 
$7(1. 00 
$7]. C(7 

Sii2, '!4 
«73. 00 
$(3. 67 
, '74. 34 
t 75. 00 
575. 67 
1:i6. '34 

$77 00 
;77. C(7 

$78. 34 
«479. 00 
'79. 67 
$80. 34 
$81. 00 
$8]. 67 
«482. 34 
$83. 00 
$83. 67 
$84. 34 
$85. 00 
$85. 67 
$80. 34 
$87. 00 
$87. 67 
$88. 34 
«89. 00 
189 C(7 

«90 34 
$9] . 00 
$9]. G7 
«92. 34 
593. M 
$9'!. G7 
$94. 34 
59r i!0 
$95. 67 
$96. 34 
$97. 00 
$97. 67 
$9C. 34 
$99. 00 
$99. 67 
$100. 34 
$10]. 00 . 
$10]. 67 
$]02. 34 
$]03. 00 
$103. 67 
$104. 34 
$105. 00 
$105. 67 

$60. 34 
$61. 00 
$61. 67 
$62. 34 
$63. 00 
$63. 67 
$64. 34 
$65. 00 
$65. 67 
$66. 34 
$67. 00 
$C7. 67 
$68. 34 
$G9. 00 
$69. G7 
Sii0. 34 
571. 00 
57!, f]7 
572. 34 
tifGOO 
$73. 67 
$74. 34 
$75, 00 
$75. 67 
$76. 34 
$77. 00 
$77. 67 
$78. 34 
$79. 00 
579. 67 
$80. 34 
$81. 00 
$81. 67 
$82. 34 
$83. 60 
$83. 67 
$84. 34 
$85. 00 
$85. 67 
$86. 34 
$87. 00 
$87. 67 
$88. 34 
$89. 00 
$89. C7 
$90. 34 
$9] . 00 
$9]. 67 
$92. 34 
$93. 00 
$93. G7 
$9Z34 
$95. 00 
$9&. 67 
$96. 34 
$9, . 00 
$97. 67 
$98. :!4 
$99. 09 
«99. 67 
$100. '!4 
$101. 00. 
5]0]. 67 
$102. 34 
$]0«. 00 
$103. 67 
$104. 34 
$105. 00 
$105. 67 
$106. 34 

$]]. 70 
1]. 91 
11. 92 
12. 09 
12. 24 
12. 25 
]2, 48 
12. 67 
12. 68 
12. 87 
13. 10 
13. 11 
13. 26 
13. 43 
13. 44 
]3. 65 
13. 86 
13. 87 
14. 04 
14. 19 
14. 20 
lfb 43 
]4. G2 
14. 63 
14. 52 
15 05 
lk OC( 

15. 21 
15. 38 
lz 39 
15. 60 
15. 81 
15. 82 
IZ 99 
16. 14 
16. 15 
16. 38 
16. 57 
16. 58 
16. 77 
17. 00 
17. 01 
17. 16 
17. 33 
1(. 34 
17. "(5 
li. 76 
17. 77 
]7. 94 
18. 09 
18. 10 
1'8. 33 
18. 52 
18. 53 
]S. 72 
18 95 
1'S. 96 
19. 11 
19. 28 
19. 29 
19. 50 
20. 01 
20. 02 
20. 03 
20. 04 
20. 05 
20. 06 
20. 07 
20. 98 
20. 99 

$9. 36 
9. Gl 
9. f!2 
9. 75 
9. 94 
9. 95 

10. 14 
]0. 37 
10. 38 
10. 53 
10. 80 
10. Sl 
10. 92 
11. 13 
11. 14 
11. 31 
11. 56 
11. 57 
11. 70 
1]. 89 
11. 90 
12. 09 
]2. 32 
]2. 33 
]2. 48 
]2. 75 
12. 76 
12. 87 
13. 08 
13. 09 
13. 26 
]3. 51 
13. 52 
13. 65 
13. 84 
13. 85 
14. 04 
14. 27 
14. 28 
14. 43 
14. 70 
14. 71 
14. 82 
15. 03 
15. 04 
15. 21 
15. 46 
15. 47 
15. 60 
15. 79 
lz 80 
15. 99 
lf!. 22 
16. 23 
16( 38 
lc. 65 
16. 8] 
16. 77 
16. 98 
16. 99 
17. 16 
17. 61 
17. 62 
17. 63 
17. 64 
17. 65 
17. 66 
17. 67 
18. 58 
18. 59 

$7. 02 
7. 31 
7. 32 
7. 41 
7. 64 
7. 65 
7. 80 
8. 07 
S. 08 
S. 19 
8. 40 
B. 41 
S. 58 
8. 83 
8. 84 
S. 97 
9. 26 
9. 27 
9. 36 
9. 59 
9. 60 
9. 75 

]C. 02 
]0. 03 
10. ]4 
]O. 35 
10. 36 
]O. 53 
10. 78 
10. 79 
]0. 92 
11. 21 
11. 22 
11. 31 
11. 54 
11. 55 
11. 70 
11. 97 
1]. 98 
12. 09 
12. 30 
12. 31 
12. 48 
12. 73 
12. 74 
12. 87 
13. 16 
13. 17 
13. 26 
13. 49 
13. 50 
13. 65 
13. 92 
13. 93 
14. 04 
14. 25 
14. 26 
14. 43 
14. 68 
14. 69 
14. 82 
15. 31 
15. 32 
15. 33 
15. 34 
15. 35 
15. 36 
15. 37 
16. 28 
16. 29 

;4. 68 
5. 01 
5. 02 
5. 07 
5. 34 
5. 35 
5. 46 
5. 77 
5. 78 
5 85 
6. 10 
6. ]1 
6. 24 
6. 53 
6. 54 
6. 63 
6. 96 
6. 97 
7. 02 
7. 29 
7. 30 
7. 41 
7. 72 
7. 73 
7. 80 
8. 05 
S. 06 
8. ]9 
S. 48 
f(. 49 

. 8. 58 
8. 91 

. S. 92 
S. 97 
9. 24 
9. 25 
9. 36 
9. 67 
9. GS 
9. 75 

10. 00 
10. 01 
10. 14 
10. 43 
10. 44 
10. 53 
10. 86 
10. 87 
]0. 92 
11. ]9 
11. 20 
11. 31 
11. 62 
11. G3 
11. 70 
1] o5 
1]. 96 
12. 09 
12. 38 
12. 39 
12. 48 
13. 01 
13. 02 
13. 03 
13. 04 
13. 05 
13. 06 
13. 07 
13. 98 
13. 99 

$2. 34 
2. 61 
2. 62 
2. 73 
3. 04 
3. 05 
3. 12 
3. 47 
3. 48 
3. 51 
3. 80 
3. 81 
3. 90 
4. 23 
4. 24 
4. 29 
4. 56 
4. 57 
4. 68 
4. 99 
E 00 
5. 07 
5. 42 
L 43 
5. 46 
5. 75 
5. 76 
5. 85 
6. 18 
6. ]9 

. G. 24 
6. 51 

. 6. 52 

. 6. 63 

. 6. 94 
G. 95 
7. 02 
7. 37 
7. 38 
7. 41 
7. 70 
7. 71 
7. 80 
8. 13 
S. 14 
S. 19 
8. 46 
S. 47 
8. 58 
8. 89 
S. 90 
8. 07 
9. :!2 
9. 33 
9. 36 
9. 65( 
9. 66 
9. 75 

10. 08 
10. 09 
10. 14 
]0. 71 
10. 72 
]O. 73 
10. 74 
10. 75 
10. 76 
10. 77 
11. 68 
11. 69 

$0. 90 
. 91 
. 92 
. 93 
. 94 
. 95 
. 96 

l. 17 
l. 18 
l. 17 
l. 50 
1. 51 
]. 56 

, 1. 93 
1. 94 
l. 95 
2. 26 

2. 34 
2. 69 
2. 70 
2. 73 
3. 12 
3. 13 
3. 12 
3. 45 
3. 46 
3. 51 
3. 88 
3. 89 
3. 90 
4. 21 
4. 22 
4. 29 
4. 64 
4. 65 
4. 68 
5. 07 
5. 08 
5. 07 
5. 40 
5. 41 
5. 46 
5. 83 
5. 84 
5. 85 
6. 16 
6. 17 

6. 63 
7. 02 
7. 03 
7. 02 
7. 35 
7. 3G 
7. 41 
7. 78 
7. 79 
7. 80 
S. 41 
8. 42 
8. 43 
8. 44 
8. 45 
S. 46 
8. 47 
9. 38 
9. 39 

$*. 90 
. 91 . 92 
. 93 
. 94 
. 95 
. 96 
. 97 
. 98 
. 99 

l. 00 
1. 01 
1. 02 
1. 03 
1. 04 
l. 05 
l. 06 
1. 07 
1. 08 
1. 09 
1. 10 
1. 11 
]. 12 
l. 13 
1. 14 
1. 15 
1. 1G 
1. 17 
1. 5S 
1. 59 
1 56 
1. 91 
1. 92 
1 96 
2. 34 
2. 35 
2. 31 
2. 77 
2. 78 
2. 73 
3. 10 
3. 11 
3. 12 
3. 53 
3. 54 
3. 51 
3. 86 

87 
3. 90 
4. 29 
4. 30 
4. 29 
4. 72 
4. 73 
4. 68 
5. 05 
6. 06 
5. 07 
E 48 
5. 49 
5. 46 
6. 11 
6. 12 
6. 13 
6. 14 
6. 15 
6. 16 
6. 17 
7. 08 
7. 09 

$0. 90 
. 91 
. 92 
. 93 
. 94 
. 95 . 96 
. 97 
. 98 
. 99 

l. 00 
1, 01 
1. 02 
]. 03 
]. 04 
]. 05 
1. 06 
l. 07 
1. 08 
]. 09 
1. 10 
1. 11 
l. 12 
l. 13 
l. 14 
l. 15 
1. 16 
1. 17 
1. 18 
1. 19 
l. 20 
1. 21 
1. 22 
l. 23 
1. 24 
1. 25 
1. 26 
l. 27 
1. 28 
1. 29 
l. 30 
1. 31 
1. 32 
1. 33 
l. 34 
1. 35 
1. 56 
1. 57 
1. 56 
l. 99 
2. 00 
l. 95 
2. 32 
2. 33 
2. 34 
2. 75 
2. 76 
2. 73 
3. 18 
3. 19 
3. 12 
Z. 81 
3. 82 
3. 83 
3. 84 
«. 85 
3. 86 
3. 87 
4. 78 
4. 79 

$0. 90 . 91 

. 94 '95 

. 96 . 97 . 98 

. 99 
1. 00 
1. 0] 
1. 02 
1. 03 
1. 04 
l. 05 
1. 06 
l. 07 
1. 08 
1. 09 
1. 10 
l. 11 
1. 12 
1. 13 
1. 14 
1. 15 
l. 16 
1. 17 
l. 18 
l. 19 
l. 20 
1. 21 
l. 22 
l. 23 
1. 24 
1. 25 
l. 26 
l. 27 
l. 28 
l. 29 
l. 30 
l. 31 
1. 32 
l. 33 
l. 34 
l. 35 
l. 36 
1. 37 
1. 38 
1. 39 
1. 40 
1. 41 
1. 42 ]. 43 
l. 44 
l. 45 
l. 46 
l. 47 
l. 48 
l. 49 
1. 50 
1. 51 
l. 52 
1. 53 
l. 54 
l. 55 
1. 56 
1. 57 
2. 48 
2. 49 

$0. 90 
. 91 
. 92 

. 94 . 95 . 96 . 97 . 98 

1. 00 
l. 01 
1. 02 
l. 03 
1. 04 
1. 05 
1. 06 
l. 07 
]. 08 
l. 09 
l. 10 ]. 11 
1. 12 
l. 13 
1. 14 
1. 15 
l. 16 
l. ]7 
1. 18 
l. 19 
l. 20 
l. 21 
l. 22 
1. 23 
1. 24 
1. 25 
1. 26 
1. 27 
1. 28 
1. 29 
1. 30 
l. 31 
l. 32 
l. 33 
l. 34 
l. 35 
1. 36 
l. 37 
1. 38 
l. 39 
1. 40 
1. 41 
1. 42 
l. 43 
l. 44 
1. 45 
1. 46 
l. 47 
1. 43 
l. 49 
1. 50 
l. 51 
1. 52 
l. 53 
l. 54 
l. 55 
1. 56 
l. 57 
l. 58 
l. 59 

. 91 . 92 . 93 . 94 . 95 

. 96 . 97 . 98 . 99 
l. 00 
l. 01 
1. 02 
l. 03 
1. 04 
l. 05 
1. 06 
l. 07 
1. 08 
l. 09 
l. 10 
1. 11 
1. 12 
l. 13 
1, 14 
l. 15 
l. 16 
l. 17 
l. 18 
l. 19 

l. 21 
l. 22 
l. 23 
1. 24 
1. 25 
l. 26 
l. 27 
l. 28 
1. 29 
l. 30 
1. 31 
1. 32 
1. 33 
l. 34 
1. 35 
l. 36 
1. 37 
1. 38 
l. 39 
l. 40 
l. 41 
l. 42 
l. 43 
1. 44 
1. 45 
1. 46 
l. 47 
1. AS 
l. 49 
l. 50 
1. 51 
1. 52 
l. 53 
l. 54 
1. 55 
l. 56 
1. 57 
l. 5S 
l. 59 
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QEEKLY WITHHOLDING TABLE I-OMBININO INCOME TAX AND EECPLOYEEB FEDERAL 
INBURANOE ('ONT!!liiuili)ss ROT TAx (11/2 PEROENT) — Continued 

If wages are— And the number of withholding exemptions claimed is— 

At least But less 
0 I 2 3 4 6 6 7 8 9 10 

The amount of income tax and E. I. C. A. tex to be withheld shx]1 be— 

f106. 34--- 
$1('7. 00 
fin 7, '67 

$108. 34-- 
$109. 00 
flOG. G7 

$110. 34--- 
$111. 00 
$111. 67 
$112. 34 
$113. 00 
$113. 67 
$114. 34 
$115. 00 
$115. 67 
$116. 34 
$117. 00 
$117. 67 
$118. 34 
$119. 00 
$119. !i7 
$120 34 
$121. 00 
$121. 67 
f122. 34 
$123. 00 
$123. 67 
$124. 34 
$125. 00 
$125. 67 
$126. 34 
$127. 00 . 
$127. 67 
$128. 34. 
$129. 00 
$129. 67 
$130. 34 
$131. 00 
$131. G7 
$132. 34 
$133. 00 
$133. 67 
$134. 34 

$107. 00 
$107. 1i7 
5108. 34 
$109. 00 
$109. 67 
f110. 34 
f111. 00 
$111. 67 
f112. 34 
f113. 00 
$113. 67 
. '1114. 34 
$115. 00 
$115. 67 
$116(. 34 
$117. 00 
$117. 67 
$118. 34 
$119. 00 
$119. 67 
$12034 
$121. 00 
$121. G7 
$122. 34 
$123. 00 
$123. 67 . 
5124. 34 
$125. 00 
$125. 67 
$126. 34 
$127. 00 
$127. 67 
$128. 34 
$129. 00 
$129. 67 
f130. 34 
$131. 00 
$131. 67 
$132. 34 
f133. 00 
$133. 67 
$134. 34 
$135. 00 

$21. 00 
21. 01 
21. 02 
21. 03 
21. 04 
21. 45 
21. 96 
21. 97 
21. 98 
21. 99 
22. 00 
22. 01 
22. 02 
22. 93 
22. 94 
22. 95 
22. 96 
22. 97 
22. 98 
22. 99 
23. 40 
23. 91 
23. 92 
23. 93 
23. 94 
23. 95 
2a 96 
23. 97 
24. 88 
24. 89 
24. 90 
24. 91 
24. 92 
24. 93 
24. 94 
25. 35 
25. 86 
25). 87 
25. 88 
25. 89 
25. 90 
25. 91 
25. 92 

'l8 60 
18. 61 
ls 62 
18. 63 
18. 64 
19. 11 
19. 56 
19. 57 
19. 58 
19. 59 
19. 60 
19. 61 
19. 62 
20. 53 
20. 54 
20. 55 
20. 56 
20. 57 
20. 58 
X. 59 
21. 06 
21. 51 
21. 52 
21. 53 
21. 54 
21. 55 
21. 56 
21. 57 
22. 4S 
22. 49 
22. 50 
22. 51 
22. 52 
22. 53 
22. 54 
23. 01 
23. 46 
23. 47 
23. 48 
23. 49 
23. 50 
23. 51 
23. 52 

$16. 30 
16. 31 
IP. 32 
16. '13 

i 

16. 34 ) 

16. 77 
17. 26 
17. 27 
17. 28 
17. 29 
17. 30 
17. 31 
17. 32 
18. 23 
18. 24 
18. 25 
18. 26 
18. 27 
18. 28 
18. 29 
18. 72 
19. 21 
19. 22 
19. 23 
19. 24 
19 25 
19. 26 
19. 27 
20. 18 
20. 19 
20. 20 
20. 21 
20. 22 
20. 23 
20. 24 
20. 67 
21. 16 
21. 17 
21. 18 
21. 19 
21. 20 
21. 21 
21. 22 

$14. N 
14. 01 
14. 02 
14. 03 
14. 04 
14. 43 
14. 96 
14. 97 
14. 98 
14. 99 
15. 00 
IE 01 
15. 02 
15. 93 
15. 94 
15. 95 
15. 96 
15. 97 
15. 98 
15. 99 
16. 38 
16. 91 
16. 92 
16. 93 
16. 94 
16. 95 
16. GG 

16. 97 
17. 88 
17. 89 
17. 90 
17. 91 
17. 92 
17. 93 
17. 94 
18. 3 
18. 86 
18. 87 
18. 88 
18. 89 
18. ". 0 
18. "1 
18. 92 

$11. 70 
11. 71 
11. 72 
11. 73 
11. 74 
12. 09 
12. 66 
12. 67 
12. 68 
12. 69 
12. 70 
12. 71 
12. 72 
13. 63 
13. 64 
13. 65 
13. 66 
13. 67 
13. 68 
13. 69 
14. 04 
14. 61 
14. 62 
14. 63 
14. 64 
14. 65 
14. 6!i 
14. 67 
15. 58 
15. 50 
15. 60 
15. 61 
15. G2 
15. 63 
1st 64 
15. 99 
16. 56 
16. 57 
16. 58 
16. 59 
16. lio 
16. Gl 
16. 62 

$9. 40 
~ 9. 41 

9421 
9. 43 

9. 75 
10. 36 
10. 37 
10. 38 
10. 39 
10. 40 
10. 41 
10. 42 
11. 33 
11. 34 
11. 35 
11. 36 
11. 37 
11. 38 
11. 39 
11. 70 
12. 31 
12. 32 
12. 33 
12. 34 
12. 35 
12. 36 
12. 37 
13. 28 
13. 29 
13. 30 
13. 31 
13. 32 
13. 33 
13. 34 
13. 65 
14. 6 
14. 27 
14. 28 
14. 29 
14. 30 
14. 31 
14. 3" 

57 10 
7. 11 
7. 12 
7. 13 
7. 14 
7. 41 
E06 
8. 07 
8. 08 
8. 09 
8. 10 
8. 11 
S. 12 
9. 03 
9. 04 
9. 05 
9. 06 
9. 07 
9. 08 
9. 09 
9. 36 

10. 01 
10. 02 
10. 03 
10. 04 
10. 05 
10. OG 

10. 07 
10. 98 
10. 99 
11. 00 
11. 01 
11. 02 
11. 03 
11. 04 
11. 31 
11. 9G 
11. 97 
11. 98 
11. 99 
12. 00 
12. 01 
12. 02 

$4. 80 
4. 81 
4. S2 
4. 83 
4. 84 
5. 07 
5. 76 
5. 77 
5. 78 
5. 79 
5. 80 
5. 81 
5. 82 
6. 73 
6. 74 
6. 75 
6. 76 
6. 77 
G. 78 
6. 79 
7. 02 
7. 71 
7. 72 
7. 73 
7. 74 
7. 75 
7. 76 
7. 77 
S. 68 
8. 69 
8. 70 
8. 71 
872 
8. 73 
8. 74 
8. 97 
9. 66 
9. 67 
9. 68 
9. 69 
9. 70 
9. 71 
9. 72 

$2. 50 
2. 51 
2. 52 
2. ;4 
2. 54 
2. (3 
3. 46 
3. 47 
3. 48 
3. 49 
3. 50 
3. 51 
3. 52 
4. 43 
4. 44 
4. 45 
4. 4G 
4. 47 
4. 48 
4. 49 
4. 68 
5. 41 
5. 42 
5. 43 
5. 44 
5. 45 
5. 4G 
5. 47 
6. 38 
6. 39 
6. 40 
6. 41 
6. 42 
6. 43 
6. 44 
6. G3 
7. 36 
7. 37 
7. 38 
7. 39 
7. 40 
7. 41 
7. 42 

$1. 60 
I. 61 
1. 62 I 

l. 63 
l. 64 
l. 65 
1. G6 
l. 67 
l. 68 
l. 69 
1. 70 
1. 71 
1. 72 
2. 13 
2. 14 
2. 15 
2. 16 
2. 17 
2. 18 
2. 19 
2. 34 
3. 11 
3. 12 
3. 13 
3. 14 
3. 15 
3. 16 
3. 17 
4. 08 
4. 09 
4. 10 
4. 11 
4. 12 
4. 13 
4. 14 
4. 29 
5. 06 
5. 07 
5. 08 
5. 09 
5. 10 
5. 11 
5. 12 

I 6)0 

1. Gl 
(i2 

l. 63 
l. 64 
1. 65 
1. 6G 
l. 67 
1. 68 
1. 69 
1. 70 
l. 71 
1. 72 
l. 73 
1. 74 
1. 75 
l. 76 
1. 77 
1. 78 
1. 79 
1. RO 

1. 81 
1. 82 
l. 83 
1. 84 
l. 85 
1. 86 
1. 87 
1. 88 
1. R9 
1. 90 
L91 
1. 92 
1. 93 
l. 94 
l. 95 
2. 76 
2. 77 
2. 78 
2. 79 
2. 80 
2. 81 
2. 82 

$135. 00 anci over 

1934 percent of tbe excess over $135 p. us— 

26. 33 ' 23. 99 ~ 21. 65 i 19. 31 16. 97 14. 631 12. 29 i 9. 95 7. GI 5. 271 2. 93 

The foregoing table conforms to the provisions of the Internal 
Revenue Code. Since the Code provides no table method of deter- 
mining the amount of employees' tax un~ocr the Fecleral Insurance 
Contributions Act, the wage brackets sho3vn in the table are functions 
of the 11/q percent Federal Insurance Contributions Act tax' rate, and 
amounts of tax used in the tflble a, re shown to the nearest cent. The 
table is designed to cover weekly wages under $185, but it can be 
extentled to wages of $135 and over by utilizing the same 3vage brackets 
and adding the Federal Insurance Contributions Act tax a~t 1I/2 per- 
cent to the income tax to be witilheld. It should be noted that the 
i»co»ie tax for wage braclfets such as $121. 'l1 to $12o a, nd )1~a to 
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$125. 67 is determined by reference to tlie tax table provided by the 
Code (see page 20 of Circular E, Rev. Jan. 1951, Employer's Tax 
Handbook). Howe- er, in the case of wage brackets such as 8129. 67 
to $180. 8-'. , which fall within more than one bra ket of the inconIe tax 
withholding table provided by the Code, the income tax is cletermined 
in accordance with the percentage methocl (see page 19 of Circular E, 
Rev. Jiin. 1951), which permits the rouncling of wages to the nearest 
dollar for purposes of computing the amount to be withheld. 

The use of the combined withholding table results in the correct 
aggregate Ii ithholcling only if wages for income tax and for Federal 
Insurance Contributions Act tax withholding are identical. The 
conibined table should not be used with respect to wages in excess 
of $8, 600 paid on ancl fter January 1, 1951, or in other instances 
where the wages differ. 

For purposes of employer's quarterly F&ederal tax returns (Forin 
941), the Bureau of Internal Revenue will interpose no objection, in 
tl, e case of employers using the conIbined withholding table, to (1) 
determining the amount ot Federal Insurance Contributions Act tax 
withheld by applying the 11/2 percent I&'ederal Insurance Contribu- 
tions Act tax rate te total taxab&e wages for I&ederal Insurance 
Contributicns Act purposes, and (2) deternIining the amount oi 
income tax withheld by subtracting th amount of Federal Insurance 
Contributions Act tax withheld from tlie total tax withheld. 

With respect, to employees' annual receipts on I& orm W — 2 for 1951 
and thereafter, on which employers are required to show (1) total 
Federal Insurance Contributions Act wages paid, (2) eniployees' 
tax deducted under the I&'ecleral Insurance Contributiors Act, (8) 
total wages subject to the inconIe tax withholding, and (4) inconIe 
tax withheld therefrom, no objection will be interposed to determin- 
ing employees' tax dediicted. uncler the Federal Insurance Contribu- 
tions Act trom each employee's wages in the year by applying the. 11/ 
percent rate to v ages, not in excess of %8, 600, under such Act, and 
determining the aniount of income tax withheld by subtracting the 
employees' tax so determined froiu the total tax withheld fronI the 
employee's wages n the year. 

SEGTIGN 1622: Income tax collected at source. 
REGIILATIONS 116, SEGTIGN 405. 201: Require- 

ment of ivithholding. 

Rate of exchange applicable in connection with the conversion of 
Canadian curren=y to United States dollars. (See Mim. 6564, 
page 110. ) 

CHAPTER 9, SUIICHAPTER E. — GENERAL PROVISIONS 

REGuLATIONS 116 AND 128. 

Sections 1685 and 1686, addecl by the Social Security Act. Amend- 
ments of 1950, prescribe new periods of limitation applicable to I& ed- 
eral Insurance Contributions Act taxes and income withholcling tax 
on wages with respect to remuneration paid d. uring any calendar vear 
after 1950. (See Mim. 6625. page 8&. ) 



EXCISE YAX RULINGS 

INTERNAL REVENUE CODE 

CHANGE IN NAME OF MISCELLANEOUS TAX UNIT 

Change in name of Miscellaneous Tax Unit 

1951-5 — 18554 
Miru. 6608 

TREASURY DEPARTMENT& 
Ozrlcz or CO IMISSIONKR OE INTERNAL REVE~NIIE, 

Washington 85, D. C. , Febraary 18, 1951. 
Collectors of Internal Ret'enne, Interna/ Revenue Agents in Charge, 

6'eads of Field Divisions of the Technical staff, and Others Con, - 
cerned: 
1. Effective March 1, 1951, the name of the Miscellaneous Tax Unit 

of the Bureau is changed to the Excise Tax Unit. and the unit shall be 
so addressed or referred to in all oflicial correspondence, reports, forms, 
etc. 

2. Existing stocks of stationery, forms, etc. , bearing the old name of 
the unit will continue to be used until they are exhausted but, to the 
extent practicable, the designation "Miscellaneous Tax Unit" appear- 
ing thereon should be blocked out and the new name of the unit inserted 
in its stead. 

8. Ad-Mimeograph, Coll. No. 4208, Revised, dated February 5, 1048, 
relating to symbols for use in correspondence, is amended by changing~ 
the symbols prescribed for use in correspondence with the Miscellane- 
ous Tax Unit to the following: 

ExT: DC 
ExT: M 
ExT:ST 
ExT: T 

EXCISE TAX UNIT 

Deputy Commissioner. 
Miscellaneous Division. 
Sales Tax Division. 
Tobacco Division. 

GEo. J. ScrtozNEMAN& 
Commissioner. 

(141) 
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STAMP TAXES 

1951-2 — I'3524 
Mim. 6582 

Special-tax stamp issued for value in excess of tax liability 

TREASIIRV DEPARTMENTi 
OFFIcE oF CGMMISSION R QF INTERNAL RKvl''NUE 

1Vashin~ton oo, D. C. , December 88, 1MO. 
CoVectors of Ir&terria/ Revenue and Others Cor&cerr&ed: 

In many instances a tnxpny r files Form 11 or Form 11 — B and pays 
special tax for n period longer than that for which liability has been 
incurred or files Form 11 — B nnd pays tax for more units of the same 
classification than were being maintnined for use or operated, and the 
special-tax stamp is issued accordingly. As nn alternative to having 
the taxpayer remit special tnx for the correct linbility and a new stamp 
issued for the shorter period, or correct Iiuiiiber. of units involved, nnd 
subsequently file a claim for redeniption of the original stamp, tlie 
procedure set forth beloiv should be folloived: 

The taxpnver mny be advised of his privilege to file a claim on Form 
843 for allowance in part of the value of the special-tax stnmp. If the 
taxpayer desires to file the claim lie should be requested to file amended 
Form 11 or Form 11 — B. The amended form sh'ould be submitted with 
the claim to be processed in the usunl manner. The following or other 
appropriate enclorsement should be macle in ink or in type on the stamp, 
"Clnini for refund f filed, n followed by tile name and title of the 
endorser and the elate. The stamp should b returned immediately 
to the taxpayer and posted on the premises where the business is con- 
ducted. The following. statements shoulcl also be mnde on the reverse 
of the claim: (1) Stnmp has been properly endorsed and returned to 
the taxpayer. and (2) amended Form 11 or Form 11 — B is on file. 

Correspondence in regard to this mimeograph should be addressed 
to the attention of AT, if relnting to occupational tnx stamps for 
liquors, ancl to. the. attention. Of. SIT, if other. occupational tax stamps 
are involved. Reference shoulcl also be made to this mimeograph 
number. 

4EO. J. SCIIOENEMAN, 
Cons m z'ssz'oner. 

RKGVLATIONS 59, SECTIONS o28. 0, ETC. 1951 — ;5-18533 
T. D. 5827 

TITLE 20 — INTERNAL IiEVENI!K. — CHAPTER I, SHBCHAPTER C. . PART 323. — 
SPECIAL TAEES wITH RESPECT To COIR-OPL'RATED AMHSEIIicNT' AND &, AII 
ING DEVICES, BOIVLING ALLEYS, BILLIAIID TABLES, AND POOL TABI. FS 

Increase in rate of tax on coin-op rated gaming devices, and lia- 
bility of. Federal agencies or instruinentalities. 

TREASVRV DEPARTMFNT, 
OFrICE or COMMISSIONER oF INIEIINAL REvENl'JEi 

Washington 8$, D. C. 
To Collectors of Intern&a7 Pi& Pen&tie and Others Concerned: 

In orcler to conform Regulations 59 [26 CFR, part 328], relating 
to special taxes with respect to coin-operated amusement and gamiiig 
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devices, bowling alleys& l&illiard tables, and pool tables. to the Revenue 
Act of 1050 (Public Law 814& 81st Cong. , 2d sess. ), approved Septen1- 
ber 2oo, 1050, such regulations are hereby amended as folloivs: 

PAnaoRArII 1. Section 828. 0 is amended as follov;s: 
(A) By striking out in paragraph (a) "(such part being added by 

section 555 of the Revenue Act of 1041), " and inserting in lieu thereof 
the following: ", as amended, ". 

(B) By striking out in paragraph (b) "(such part being added by 
section 556 of the Revenue Act of 1041), " and inserting in lieu thereof 
the following: ", as amended&». 

PAIt. 2. Immediately preceding section 828. 20 [20 CI& R 828, 20] there 
is inserted the following: 

SEC. 603. TAX OV COIN-OPI. BATED GA". )IING DEVI('ES. [REVE- 
1(UE ACT OI 19oo (I' I. 'BLIC LA(V 814, 81st CONG. , 2d SL~S. ), 
APPRovED sEPTEKIBL&B 23, 1950. 1 

(a). I&xcuEAsE IN Tax ON SLoT I&IAcHIxas. — Section 32(&7(a) (relating 
to rate of tax) is hereby amende&1 by striking out ", "&I100" wherever ap- 
pearing therein and inserting in lieu thereof "$150". 

(b) Esi'scrivE DATE. — The amendment ma&le bv this section shall tal-c 
effect on the first day of the first month which begins more than ten 
days after the date of enactment of this Act. 

SEC. 604. FEDERAL AGENCIES OR INSTRU5(ENTAI, TTIES. 
[REVENT E ACT OF 1950 (PI BLIC LAW 814, 81st (. "C&. '&G. , 2d 
SESS. ), AP'PROVED SEPTEMBER 23, 1950. ] 

Subchapter B of chapter 27 (relating to occupational taxes) is hereby 
amended by adding at the end thereof tiie following new section: 

"SEC. 3283. I'EDERAL AGENCIES OR INSTI(UMENTALITIES. 

"Any tax imposed by this chapter shall apply to any agency or instru- 
mentality of the United States unless sucli agency or iustrumeutality is 
granted by statute a specific exeiuption froru such tax. " 

Pan. 8. Section 828. 20. as amended by Treasury Decision 5208 [C. B. 
1042 — 2, 270], approved December 22, 1042 [20 CI& R 828. 20], is further 
amended by striking out so much of such section as prececles paragraph 
(b) and inserting in lieu thereof the following: 

Src. 323. 20. Erszcriva Davss oF Tax. — The effective dates of the rates of tnx 
with respect to coin-operated amusement an(1 gaming devices iiuposed bv section 
:)267, added to the Internal Bevenue C»d& by '. :ection;» & of the Revenue Act of 
1941, inclncling changes made in such rates by section 617 of the Revenue Act of 
1942 and section 603 of the Rcvenne Act of 195&0, are as follows: 

(a) except as indicated bv (c) below, tLe rates of tax applicable with respect 
to amin, . devices operated hy uisnns oi ihe ii&sertion of a coin, token, or similar 
object are: 

(1) October 1, 1011, through June 3&0, 10-l?. ys&0 per annum; 
(2) July 1, 1943. throug'h (ictober 31, 19:&0, $100 per anm&m; 
(3) On and after Novciuber 1, 1950, t&150 per annmn. 

Pan. 4. Imniediately prece(ling section 828. 80 thele is inserted the 
following: 

SEC. 601. FEDERAr. AGENriES OP. INSTRI 5IENT tr. rTrr:S. 
IREVI:NI I". ACT OI 1, '50 (PUBLIC LA%V 814, 81st ('OXG. , "0 
SESS. ), AI'PROVED SEPTE5IBER 23, 19 0. ] 

Sid&&hapter B of cliapter 27 (relating to occupation;il taxes) is hereby 
nnu &nl&d by i&ddin at tlie eud tliereof the folloiving neiv secti& n: 
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"SEC. 3283. FEDERAL AGENCIES OR IXSTRU;tIENTALITIES. 
"Anv tax imposed by this chapter shall apply to any agenby or instru- 

mentality of the I, nited States uuless such agency or instrumeutality is 
granted by statute a specific exeutption from such tax. " 

PAtt. 5. Section 323. 21 t26 CI&R 3'&3c21] is antended, and section 
323. 31, as amended by Treasury Decision 5344 [C. B. 1044, 663], 
approve&1 March 14. 1044 I26 CFR 323. 31], is further amended, by 
adding at the end of each the follov-ing: 

Anv agency or instrumentality of the I. nited States, such as an Armv ex- 
change, Navy exchange, etc. , is liable to such special tax uuless granted by 
statute a specific exemption therefrom. 

PAtt. 6. Section 3o3. 22, as amended by Treasury Decision 5203 [26 
CFR 323322], is further autended— 

(A) By striking out so muclt of the paragraph clesignated (d) as 
prececles "in the case of" and inserting in lieu. thereof the follovving: 

(d) Effective October I, 1041, through June 30, 1913, $50, effective Julv I, 
'943, throu h October 31, 1950, $100, aud effective ou aud after Xovetuber I, 
1950, «150, per year. 

(B) By aclcling after the third paragraplt beginning with "As the 
ta«x became effective on October 1, 1041, " the following: 

Those persons tvho prior to «ovember I, 1950, paid or incurred the special 
tax liabilitv at the rate of $100 per vear for gaming clevices and continued to 
n aintain for use st ch ccvices ou November I, 1950. are liable for additional 
tax for the period Xovember 1, 1950, through June 30, 1951, at the increased 
rate of $50 per annum. The additional tax liabilitv for the 8-u&ontb period from 
November I, 19io, through June 30, 1951, shall be cotuputed on tbe basis of 
eight-ttvelfths of $50, or $33. M, for each device. 

Because this Treasurv Decision makes technical amendments to the 
regulations. it is found that it is unnecessary to issue this 'Ireasury 
Decision vvith notice and public proceclure thereon under section 4(a) 
of the Administrative Procedure Act, approved June 11, 1046, or 
subject to the effective elate limitation of section 4(c) of said Act. 

(This Treasury Decision is issued pursuant to the authority con- 
tained in section 3701 of the Internal Revenue Code (53 Stat. . 467; 
o6 LI. S. C. 3701). ) 

GEO. J. SCrtoEXK'tIAN) 
Commissioner of Infernal It evcnue. 

Approved January 16, 1051. 
. THoMAs J. Lrvczt, 

Acting 8ecretartlof fire 2rcaaurtI. 

(Filed tvith the Division ot' the I'ederal Register January 19, 1951, 8: 53 a. m. ) 



14o [Regs. 5, Arts. 2, etc~ 

NARCOTICS 

REGULATIGNs 5 (Narcotics), ARTIULES 2, ZTU. 1951~13546 
(Narcotics) T. D. 44 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 151. — 
REGULATIONS UNDER THE HARRISON NARCOTIC LAW, AS ANENDED 

Definition of narcotic drugs. — Forms 678A and 713 eliminated. — 
Oath on Form 678 not required. — Sworn statement concerning loss 
of narcotics not required. 

TREASURY DEPARTMENT& 
OFFICE OF COMMISSIONER OF INTERNAL REvENUE, 

OFI'ICE OF CO5fAIISSIONER OF NARCOTICS~ 
1Vashinyton 85& D. C. 

To Collectors of Internal revenue and Others C'oncerned: 
Narcotic Regulations 5 [26 CFR, part 151] relating to narcotics 

subject to the Harrison Narcotic Law& but only as prescribed and made 
applicable to the Internal Revenue Co&le by Treasury Decision 4884 
[C. B. 1930 — 1 (part 1), 805], approved I'ebruary 11, 1060 [26 CI'R 
Cum. Supp. , page 5875] are amended as folloIvs I 

PARAGRApfi 1. Article 2(b) (26 CFR 151. 2(b) ) is amended by in- 
serting immediately following the comma after the Ivord "isonipe- 
caine" the following: "opiate, ". 

PAR. 2. Article 4 (26 CI&'R 151. 4) is amended to reacl as follows: 
Ssc. 1:&1. 4. WIAlvNRR AND TI&&IR OF IIEGIBTRATIov. — Eve&'y person require&1 to 

register shall ezecute and file with the collector for the district in which he pro- 
poses to engage in any activity involving use of narcotic drugs, an application 
for registration on k'orm 678 and pay the special taz or taxes enumerated in 
article 18 (26 CFR 151. 18). Form 678 shall be executed by new applicants «nd 
approved by the collector before the activity is colnmenccd. IteneIval applica- 
tions shall be executed and filed on or before the succeeding July 1, and annually 
thereafter as long as liability is incurred. This form &nay be obtained from 
the collector. 

PAR. 3. Article 5(a) (26 CI& R 151. 5(a) ) is amended to read as fol- 
lows: 

SEc. 15&1. 5. INvrsTIGAvloN or Acr&I& Azrs. — (a) All new applications on Form 
678 shall be referred by the collector to the appropriate narcotic district super- 
visor for investigation, report, and recommendation. Renewal applications ou 
Form 678 shall also be referred by the collector to the appropriate narcotic dis- 
trict supervisor for investigation, report, and recomlnendation, if the collector is 
in doubt as to the applicant's beillg lawfully eniitled to eng, '&ge in the activity for 
which he seeks registration. 

PAR. 4. Article 6 (26 CFR 151. 6) is amended to read as folloivs: 
Ssc. 151. 6. EvloRNGE or QvAz. lFIGATIGN. — The application of every person shall 

show that, under the laws of the jurisdiction in which he is operatillg or proposes 
to operate, he is legally qualified or lawfully entitled to engage in the activities 
for which registration is sought. 

PAR. 5. Article 9 (26 CFR 151. 0) is hereby repealed, 
PAR. 6. Article 10 (26 CFR 151. 10) is amended to read as folloivs: 
SFc. 151. 10. INYR&vroav RxquIRRG. — Every person making application for 

registry or reregistry in any class (see art. 18, 26 CFR 151. 18), except classes I 
aml II, shall, as of Decelnber Sl preceding the date of his application or any date 
betw«& n December 31 and the date of application for such registry or reregistry, 
pret&are in duplicate an inventory of all narcotic drugs and prepar;&tions on hand 
at the time of making such inventory. The inventories sh;ill be prep;&red on the 
reverse sid& of Form &&78, copies of which may be obtained froln coll««lors upon 
request. If the taxpayer is englged in business in more than one class, a scp- 
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arate inventory shall be prepared for each class. A class V registrant is not re- 
quired to make an inventory of preparations or remedies exempt under section 6, 
but he is required to make au inventory of all nonexempt narcotic drugs and 
preparations in his possession. A duplicate copy of the inventory shall be kept 
on file by the mal-er for a period of 2 years. 

Pir, . 7. Article 38(a) (26 CFR 151. 88(a) ) is amended by striking 
from the second sentence thereof tile number "678 — A" and inserting in 
lieu thereof the number "678". 

PAR. 8. Article 41 (26 CFR 151. 41) is amended by striking from the 
first sentence the number "678 — A" and inserting in lieu thereof the 
number "678. " 

PAn. 9. Article 93 (26 CFR 151. 96) is am&. nded by striking from t]le 
last sentence the number "718" and inserting in lieu thereof the num- 
ber "678. " 

PAn. 10. Article 186(a) (26 CFR 151. 186(a) ) is amended by strik- 
ing from the second sentence the number "713" and inserting in lieu 
thereof the number "678. " 

PAn. 11. Article 191 (26 CFP&, 151. 194) is amended to read as 
follows: 

Sxc. 151. 104. Paocsnvi&E -. N CxsE oF Loss. — (a) lvhere, through breakage of 
the container or other accident, otherwise than in transit, narcotics are lost or 
destroyed, the person having title thereto slmll make a signed stateiucnt as to 
the kinds and quantities of narcotics lost or destroyed anil the circumstances 
involved, and iiumediately forward the statement to the narcotic district super- 
visor. A copy of such statement shall be retained and filed witli the other nar- 
cotic records. Sec appendix for list of narcotic district supervisors, their head- 
quarters and States embraced. 

(b) Ivhere narcotics are lost by theft, or otherwise lost or destroyed in 
transit, the consignee shall immediately upon ascertainment of the occurrence 
iile with the narcotic district supervisor. a signed statement of the facts, inclu&1- 
ing a list of the narcotics stolen, lost, or destroyed, aud documentary evidence 
that the local authoritics were notified. A copy of the statement shall be retained 
and filed with the other narcotic records of the consignee, 

(c) A loss in transit does not authorize a vendor to duplicate a shipment on 
the saine order form. A separate order form covering each and every shipment 
of narcotics is required. 

This Treasury Decision is issued und&er the authority contained in 
sections 2551, 2559, and 2606 of the Internal Revenue Code (53 Stat. 
270, 277. 283; 26 U. S. C. 2551, 2559, 2606). 

13ecause the amendments niade by this Treasury Decision reduce the 
number of forms required under certain conditions and the inclusion 
of opiates as part of the definition of narcotic drugs, is a matter of 
statutory law, it is found 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 
tile efFective date limitation of section 4(c) of said Act. 

This Treasury Decision shall be efFective upoii its filing for publica- 
tion in tile Federal Register. 

GEo. J. SCIIOENEMANi 
Commissioner of Interna/ Ret;enue. 

G. W. CIINNINOIIAM, 
Acting Commissioner of 1Varcotics. 

Approved November 24& 1950. 
E. H. For. E1. , Jr. , 

Acting 8ecretary of the Treasury. 
(Filed with tlie Division of the Federal Register December 4, 1950, ]2: 2p p m ) 
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TRANSPORTATION TAXES 

TRANSPORTATION OF PERSONS 

REGULATIUNS 42 (1942), SEcTIUN 130. 68: Mem- 
bers of military and naval service. 

1051 — 9 — 18582 
T. D. 5886 

TITLE 26 — INTERNAL REVENULi'. — CHAPTER I, SUBCHAPTFR C. PART ISO. — 
TAXLiS OiV SAIiL' DEPOSIT BOFCES AND &rV CERTAIiV TRA &SPORTATION AND 
CoillhIUNICATIONS SERVICES 

Exemption of furlough travel of service personnel 

TREASURY DFPARTMFNTI 
OFFICE OF COMMISSIONER OF INTERNAL REVENVE, 

Washt'norton 8o, D. C. 
To Collectors of fnternalRe~entte and Others Concerned: 

In order to conform Regulations 42 (1942 eclition) [26 CFR, part 
180], to Public I'aw 878, Eighty-first Congress, second session [page 
177, this Bulletin], approved Decemb r 15, 1050, such regulations are 
amended as follows: 

PARAGRAFII 1, 'Ihere is inserted immediately preceding section 
180. 68 [26 CFR 180. 68] the following: 

PUBLIC LAIV 8 8 (S1, . t CONG. , 2d SESS. ), APPROVED 
DECEMBER 15, 1950 

&e it enacted bp the Senate and Hor&se of Representntiees of the 
United States of America in Con&or ss assembled, That effective with 
respect to nmonnts paid after the date of ense!Inent of this Act- 

(a) Section 12 of the Act of August 8, 1947, entitled "An Act to 
terminate certnin tnx provrsicns before the end of VVorld Wnr II" (61 
Stat. 919), is hereby repealed. 

(b) Seciion 34(!9(f) (2) of the Internal Pevenne Code is hereby 
amended to res&1 as follows: 

(2) EXIiMPTION OF Msh&RRRS AF hi&LITi&RY AND NAvAL sRRvICK. — 
The tax imposed by this section shall not apply to the payment for 
transportation or facilities furnished under specinl t &riffs pro- 
viding for fares of not inore thnn 2, 025 cents per mile applicable 
to round-trip ticl&cis sold to personnel of the United Stntes Army, 
Air Iiorce. Navy, blnrine Corps. and Coast Guard traveling in uni- 
form of the I, nited States at their own expense when on official 
leave, furlongh, or pass, includin authorized cadets nnd rni&lship- 

tnen, issued on presentation of properly executed certificate. " 
PAR. 2. Section 180. 68, ns nmencled by Treasury Decision 5&604 

[C. B, 1!)48 — 1, 140], approved I'ebruary 25, 1048 [26 Cl&'R 180. 68], is 
further amencled as follohhs: 

(A) By stril. ing out the caption anti inserting in lien thereof the 
f olloiving: 

Src 13063 hfsh&RFRc nr blnir&RY AND %Ave SFRvicE — (a) Amonnts paid 
. prior to Jan&&art& 1, 19. ~&S. 

(B) By striking out, the last sentence and inserting in lieu thereof. 
the following: 
This paragraph (a) shall not apply with respect to amounts paid nfter December 
31, 1947. 

(b) Amounts paid on or after De&en&her 16, 1!)50, — I. 'nder the provisions of 
section 3469(f) (2), as amen&!ed by public Ln&v 8IS (Sist Con . , "d, css. ), the 



Regs. 113 (1943), ff 143. 11, etc. ] 148 

f 
Approved April 8. 1951. 

THOM IS J. LYÃCIIi 
Acting Secretary of the Treasury. 

(Filed with the Division of the Federal Register April 9, 1951, 8: 45 a. m. ) 

tax does not apply to amounts paid after December 15, 1950, for transportation 
or for seating or sleeping accommodations furnished under special taritfs pro- 
viding for fares of not more than 2. 025 cents per mile applicable to round-trip 
tickets sold to personnel of the United States Army, Air Force, Navy, Marine 
Corps, and Coast Guard, including authorized cadets and midsliipmen, travelin 
in uniform of tbe United States at their own expense when on official leave, 
furlough, or pass. A person claiming exemption under this section will be re- 
quired to exhibit to the agent of the carrier a properly executed certificate to 
sl. ow that he is traveling on official leave, furlough, or lass, but the submission 
of an exemption certificate on Form 731, revised, is not necessary in such case. 

I3ecause the amendment to section 8460(f) (2) of the Internal Reve- 
nue Code became effective on December 10, 1950, the date following 
the date of approval of Public Law 878 (81st Cong. , 2d sess. ) i ancl 
because of the technical nature of the amendments nIade herein, it is 
found that it is impracticable and unnecessary to issue this Treasury 
Decision ivith notice and public procedure thereon under section 4(a) 
cf the Administrative Procedure Act, approved June 11, 1940, or 
subject to the effective date limitation of section 4(c) of saicl Act. 

This Tr asury Decision shall be eA'ective as of December 10, 1050. 
(This Treasury Decision is issued pursuant to the authority con- 

tained in sections 8472 and 8791 of the Internal Revenue Code (58 
Stat. 428, 467, 55 Stat. 722; 20 U. S. C. 8472, 8701). ) 

GEo. J. SCHOENFMA'Nq 
Commissioner o Infernal Ii, evenue. 

TRANSPORTATION OI" PROPERTY 

REOHI. 4Tiovs 118 (1048), SECTICH 148. 11, 148. 18(a), 1051 — 8 — 18584 
ANn 148. 80. T. D. 5820 

TITLE 26 — IFITERNAL REYEXCI. . — CH IPTER I. ST RCHAPTER C, PART 148. — TAX 
WITH RESPECT TO THE TRAXSPORTATIOX OI' PROI'ERTY 

Tax on transportation which begins and ends in United States 
TREASIIRY DEPARTMENT~ 

OFFICE OF COAIAIISSIOKER OF INTKRXAL REVENLE, 
IVashinyton 8o, D. C. 

To CoVectors of Internal Revenue and Others Concerned: 
In order tc conform Regulations 118 [20 CFR, part 148], relating 

to the tax on the amount paicl for the transportat-&on of property, to 
the Revenue Act of 1950 (Public La. w 814, 81st Cong. , 2d sess. ), ap- 
proved September 28. 1950, such regulations are amended as follows: 

PARAORAPII 1. There is inserted immediately preceding section 
148. 10 [20 CI&'R 148. 10] the following: 

SEC, 607. TRANSPORTATION AVHIC'H BEGINS AND ENDS 
AVITHIV THE UNITED STATES. [REVENUE ACT OF 1950 
(PUBLIC LAW 814, 81st CONG. , 2d SESS. ), APPROVED 
SEPTEMBER 23, 1950. ] 

lk S 
(b) TRAFsroarAriox oF Paorsarv. — The first sentence of section 

3475(a) (relatin to tax on transportation of property) is hereby 
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amended to read as follows: "There shall be imposed upon the amount 
, &aid within or without the United States for the transportation of prop- 
erty by rail, motor vehicle, water, or air from one point in the United 
States to another, a tax equal to g per centutu of the amount so paid, 
except that, in the case of coal, the rate of tax shall be 4 cents per short 
ton. " 

(c) ZFFEOIIVK DATE. — The amendments made by this section shall 
apply to amounts paid on or after the first day of the first month which 
begins more than ten davs after the date ot the enactment of this 4ct 
for transportation whi h begins on or after such first day. 

PAI&. 2. Section 148. 11 [26 CFR 148. 11] is amended to read as 
follows: 

Syc. 148. 11 ScoPE OF TAx. — Section 9475(a) imposes a tax upon («l amounts 
paid within the l. nited States after December 1, 1942, for transportation, origi- 
nating on or after su& h date, of property by rail, motor vehicle, ~ster, or air 
from one point in the United States to another, and (b) amounts paid without 
the United States, on or after November 1, 1950, for transportation, origiuating 
on or after such date, of property bv rail, motor vehicle, water, or air from one 
point in the United States to another. The tax applies only to amounts paid 
to a &erson engaged in the business of trs. nsporting property for hire. 

PAE. 8. Section 148. 18(a), as amencled by Treasury Decision 5854 
[C. B. 1044, 657], approved April 1, 1944 [26 CFR 148. 18], is further. 
amendecl as folio&vs: 

(A) By inserting in the second undesignated paragraph inimedi- 
atelv following the word "within" the words "or ivithout". 

(B) By amending the fourth undesignated paragraph to read as 
follows: 

With respect to amounts paid within the United States, the tax applies only 
to amounts paid after Deceinber 1, 194, for transportation which originated 
on or afi:er that date. No tax attaches to payments for transportation origi- 
nating prior to the first moment of December 1, lpi2. Uaynicnts nia&le prior 
to December 2, 1942, are not taxable reg &rdless of when the transportation 
0cc!! I' s. 

With respect to amounts paid without the United States. the tax applies to 
amounts paid on or after Noveniber 1, 1950, for transportation originating on or 
after that date. 

((") By inserting at the encl thereof the folloiving paragraph: 
Where a paynicnt covering the entire movement of property from a point ivith- 

oui. the United States to a point &vithin the United States is in&i&le to the origiiiating 
carrier or freight forwarder outside the Unite States and su&h cari ier or freight 
forwarder pays an amount v. ithin the United States for that part of tlie trans- 
portation Iuovement which takes pl;ice within the United States. ;i statciuent 
to the eirect that the transportiition within the United States is part of a trans- 
portation moveinent from without the United States and that payiuent covering 
the entire movement was &nude outside the United States shall iii endors& d on the 
appropriate shipping papers. Such endorsement shall constitute authority to 
the carrier within the United States not to collect the tax. 

PA!t. 4. Section 148. 80 [26 ('FR 148. 80] is amended by striking 
from the first sentence the words "in the linited Stat& s'. 

Because of the short periocl of time between September 28, 1050, 
the date of approval of the Revenue Act of 1050, and November 1, 
1M0, the date upon which, pursuant to such Act, the amendnie»t of 
section, '&475(a) becomes eQ'ective& it is found that it is impracticable 
to issue this Treasury Decision with notice and public procedure 
thereon under section 4(a) of the Administrative Procedure Act, ap- 
proved tune 11, 1046, or subject to the eRective date limitation of 
section 4(c) of said Act. 
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(This Treasury Decision is issued pursuant to the authority con- 
tained in sections M72 and 8791 of the Internal Revenue Code (58 
Stat, 428 and 467, 55 Stat. 722; 26 U. S. C. 3472, 8701). ) 

4EO. J. SCHOEVEMAN) 
Commissioner of Interna/ Revenue. 

Approved January 12. 1961. 
THoMAs J. LYNCH) 

Acting Secretary of the Treasur~. 
(Filed mitb tbe Division of tbe Federal Register January 17, 1M1, S: 56 a. m. ) 
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MANUFACTURERS' EXCISE TAXES 

SECTION 3403(c), AS AMENDED. — AlTTOMOLILES, ETC. , PARTS OR 
AC CESSORI ES 

REGULATIONB 46 (1MO) t SEGTIoN 816. 55. 1051-6-18560 
S. T. 087 

Ilebuilders of used automobile en ines may, in lieu of using actual 
values of indiviclua engine blocl-. s accepted in part payment of re- 
built engines sold on an exchange basis, ascribe to blocl-s of all 
makes, types, and models so accepted a uniform value of 36 percent 
of the "exchange price" in the computation of tax payable under 
section 3403(c) of thc Internal Revenue Code. 

Rebuilders of used automobile engines customarily operate on an 
"exchange basis, " that is, sales of rebuilt engines are macle pre- 
dommantly only to purchasers who, in adclition to paying a cash 
amount, usually known as the "exchange price, " also turn in or ex- 
change an equivalent number of used. en~gine blocks which are capable 
of being rebuilt. 

In those cases where a customer does not turn in a usable engine 
block for each rebuilt engine pnrchasecl, the rebuilcler employs various 
methods to encourage tracle-ins, such ~as quoting either (1) an out- 
right price against which a creclit is allowed if a usable engine block 
is later furnished; (9) an "exchange price" plus a cleposit charge, 
which charge is refundecl if a usable engine block is later turned in; 
or (8) an "exchange price" to vvhich is aclcled a stated amount in the 
absence of a tracle-in. These "creclits, " "cleposit charges, " etc. , may 
exceed the value of the usable engine block~ accorcling~ to the extent 
to which the rebuilder lavishes to "penalize" a failure to turn in an 
acceptable used block. 

It has been the position of the Bureau that the sale of a rebuilt 
engine by the rebuilder is subject to manufacturers' excise tax uncler 
section 8408(c) of the Internal Revenue Cocle ancl that. the tax is clue 
on the entire sale price, that is, the sum of the cash payment plus the 
value of the engine block accepted in exchange. The courts have 
sustained this interpretation of the lalv. Ilowever, because of the 
practices in the inchistry recited above, cliAiculties have been en- 
countered by taxpayers, as well as by the Bureau, in establishing the 
value of the engine block accepted in exchange for purposes of 
computing liability tor tax. 

Because of such cli%culties and to avnicl the necessity for each re- 
builder of automobile engines to esi. ablish the values of the various 
makes, types, ancl moclels of traclecl-in blocks, the Bureau has Inacle 
a thorough survey of the problem in orcler to provicle rebuilclers of 
used engines vvith a clefinite ancl unifornl basis upon which to compute 
their liability for tax on sales of such. engines. 

In lieu of using actual values of incliviclual engine blocks acceptecl 
in part payment, of rebuilt engines sold on an exchange basis, rc- 
builders may ascribe to blocks of all nlakes, types, and nlod& ls so ac- 
ceptecl a, uniform value of 85 percent of the exchange price. Uncler 
this method, the tax payablc uncler section 8408(c) of thc Internal 
11cvcnuc Cocle lvill be colnputecl «t 5 percent of the sum of the exchange 
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price plus 85 percent thereof where the tax is passed on as a separate, 
item, or at one twenty-first of sucli sum ivliere the tax is not billed 
separately. 

A rebuilder electing to mal. -e returns and pay the tax due on sales 
of rebuilt engines under the method outlined in the preceding para- 
graphh 

must (1) follow such method with respect to all mal-es, types, 
ancl models of engine blocks, regardless of their condition, and (2) 
continue to use such method until, upoii request made to the Commis- 
sioner, permission is granted to clo otherwise. Since under this 
method uniform values are ascribecl to all makes, types, and models 
of blocks dealt in, without regard to condition, any bona, fide extra 
charge for missing parts or defects with respect to particular blocks 
shall not be taken into consideration in the computation of tax lia- 
bility, because such charge is then considered to be merely an adjust- 
ment of the value of tlie used engine block ratlier than a part of the 
exchange price. 

A rebuilder not electing to utilize the foregoing methocl must use the 
actual values of each class (i. e. , make, type, and model) of usecl engine 
blocks accepted in exchange in the compu(at. ion of his tax liability. 
In this instance, a bona fide extra cliarge for missing parts or defects 
with respect to a particular block may or may not enter into the 
computation of tax liability, depending upon the methocl of opera- 
tions. Thus, if the values ascribed to the varioiss classes of blocks are 
applied uniformly to all blocks of each class. regarclless of condition, 
such extra, charge. shall be excluded in the tax computation. However, 
if in making his return of tax a rebuilder places upon blocks ha; ing 
defects or missing parts, values lower than those applying to their 
respective classes, extra charges by reason of such defects or missing 
parts are considered adjustments of the exchange price ansi are prop- 
erly includible in computing the tax. Moreove~r, in this instance the 
taxpayer should obta. in a, ruling from the Commissioner approving the 
valuations ascribed by him to tlie v;irious classes of blocks. By so 
doing, the taxpayer will be assured that his payments of tax are cor- 
rectly computed and thus eliminate the risk of incurring an accrued 
additional tax liability with respect to past transactions. 

AVhere a, sale is made at an outright price, that is, where there is no 
used engine block traded in on the sale of a rebuilt engine, tax is due 
at the rate of 5 percent of the total sale price where the tax is passed 
on as a separate item, or at one twenty-first of such price where the 
tax is not billed separ~ately. Ho~~ever. where in such case a used en- 
gine block is subsequently. turned in and an adjustment in tlie original 
charge is made between the parties, the transaction will be treated as 
a sale on an exchange basis. In that event, the ultimate tax liability 
of the rebuilder should be determined in accordance with whichever 
of the methods hereinbefore outlined is being followed by the rebuilder 
with respect to his sales of rebuilt engines on an excha. nge basis. 

A rebuilder is entitled to a credit against his tax liability computed 
on the above bases in the amount of tax paid by the manufacturer of 
any new automobile parts used by him in the rebuilding process. No 
tax credit is allowed for used parts purchased or salvaged for use in 
the rebuilding process. 
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TAXES ON GASOLINE, LUBRICATING OIL, AND MATCHES 

. REGULATIONS 44 (1944), SEUTIGN 814. 64: Credits 
and refunds. 

1951-11 — 18596 
T. D. 5840 

TITLE 28 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 814. 
TAXES ON GASOLINE, LUBRICATING OIL, AND MATCHES 

Credit or refund of tax paid on certain supplies for certain 
vessels. 

TREASURV DEPARTMENT~ 
OFFIcz oF CoMMIssIGNER oF INTERNAL REVENUE, 

Washington 85, D. C. 
To Collectors of lnterna/ Revenue and Others Concerned: 

In order to conform Regulations 44 (1944 ed. ) [26 CFR, part 814], 
relating to taxes on gasoline, lubricating oil, and matches under 
chapter 29 of the Internal Revenue Code, to the provisions of section 
609 of the Revenue Act of 1950 (Public Law 814, 81st Cong. , 2d sess. ), 
approved September 28, 1950, such regulations are hereby amended 
as follows: 

PARACRAPII 1. There is inserted immediately following section 8448 
set forth with certain other provisions of the Internal Revenue Code 
preceding section 814. 64 [26 CFR 814. 64] the following: 

SEC. 609. ARTICLES SOLD FOR USE OF AIRCRAFT ENGACKD 
IN FOREIGN TRADE [REVENUE ACT OF 1050, APPROVED 
SEPTEMBER, 28, 1950]. 

Effective with respect to articles purchased (by the user thereof) on 
or after the first day of the first month which begins more than ten days 
after the date of the enactment of this Act, section 8448(a) (8) (A) (ii) 
(relating to refunds in the case of articles used or resold for use as 

ships' stores, etc. ) is hereby amended to read as follows: 
"(ii) used or resold for use for any of the purposes, but sub- 

ject to the conditions, provided in section 8451;". 
PAR. 2. Section 814. 64, as amended by' Treasury Decision 5674 [C. B. 

1948 — 2, 187], approved November 28, 1948 [26 CFR 814. 64], is further 
amended by striking out the third paragraph from the end (which 
paragraph begins with "The provisions of section 8451") and insert- 
ing in lieu thereof the following: 

Under the provisions of section 3443(a) (8) (A) (ii), prior to November 1, 
1950, no credit or refund was allowable with respect to tax paid on articles 
sold for use on certain aircraft, even though it ws. s known at the time of the 
sale that the articles would be so used. By virtue of the provisions of section 
609 of the Revenue Act of 1950, a manufacturer may be allowed a refund, or 
may take credit against the tax shown to be due upon any subsequent monthly 
return, in the amount of tax paid by him with respect to the sale of any article 
which is used, or resold for use on or after November 1, 1950, for a. ny of the 
purposes, but subject to the conditions, provided in section 8451. (See section 
314. 28. ) Refund or credit will be made or allowed in such cases only upon the 
submission of the evidence required by the preceding paragraphs relating to 
transactions within the scope of section 8448(a) (8) (A. ). 

Where articles are sold by the manufacturer in accordance with the provisions 
of section 317(b) of the Tariff Act of 1980, as added by the Act approved June 
25, 1938, for use as supplies (including equipment) upon, or in the maintenance 
or repair of, aircraft registered in any foreign country aud actually engaged 

058200' — 51 — 11 
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in foreign trade or trade between the United States and any of its possessions, 
the manufacturer who paid the tax to the Government may be allowed a refund 
or may take credit against the tax due upon any subsequent monthly return, 
provided he has in his possession the evidence outlined in section 814. 29. 

Because of the technical nature of the amendment made herein, 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- 
istrative Procedure Act, approved June 11, 1946, or subject to the 
effective date limitation of section 4(c) of said Act. 

(This Treasury Decision is issued pursuant to the authority con- 
tained in sections 3450 and 3791 of the Internal Revenue Code (53 
Stat. 419& 407; 26 U. S. C. 3450, 3791) . ) 

Geo. J. SCIIOENKM WN) 

Commissioner of Internal Revenue. 
Approved May 9, 1951. 

TIIOMAS J. LVNCII) 
Acting Secretary of the Treaeunj. 

(Filed with the Division of the Federal Register May 15, 1961, 8: 47 a. m. ) 



MISCELLANEOUS RULINGS 

1951~18551 
E. O. 10211 

EXECUTIVE ORDER 10211 — PLACING IN OPERATION THE PROVISIONS OF 
SECTION 21 OF TIIE ORGANIC ACT OF GUAM 

Whereas section 81 of the Organic Act of Guam (Public Law 680, 
81st Cong. [C. B. 1950 — 2, 214] ), approved August 1, 1950, provides: 

The income tax laws in force in the United States of America and those which 
may hereafter be enacted shall be held to be likewise in force in Guam. 

And whereas section 84 of the said Organic Act of Guam provides: 
Upon the 21st day of July 1950, the anniversary of the liberation of the island 

of Guam by the Armed Forces of the United States in World War II, the authority 
and powers conferred by this Act shall come into force. However, the President 
is authorized, for a period not to exceed one year from the date of enactment of 
this Act, to continue the administration of Guam in all or in some respects as 
provided by law, Executive order, or local regulation in force on the date of 
enactment of this Act. The President may, in his discretion, place in operation 
all or some of the provisions of this Act if practicable before the expiration of 
the period of one year. 

Now, therefore, by virtue of the authority vested in me by section 84 
of the said Organic Act of Guam, it is hereby ordered that the provi- 
sions of section 81 of the said Act shall be in operation as of Janu- 
ary 1, 1951. 

HARRY S. TRUMAN. 
THE WHITE HoUsE, 

February 6', 1&1. 
(Filed with the Division of' the Federal Register February 0, 1951, 12: 04 p. m. ) 

RENEGOTIATION ACT, AS AMENDED 

1951-11-18597 
Mim. 6028 

(Supplement 1) 
Renegotiation rebates 

TREASURY DEPARTMENT) 

OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 
Washington, ~d) D. C. , illy 8) 1951. 

Collectors of Interna/ Revenue) Internal Zetenue Agents in Charge, 
Heads of Field Divisions of the Technical Stag, and Others 
Concerned: 
1. Section 201(c), section 201(d), and section 201(k), title II, of 

the Renegotiation Act of 1951 (Public Law 9, 82cl Cong. , chapter 15, 
1st sess. ; page 180, this Bulletin), approved &larch 23) 1951) reads as 
follows: 

(1~5) 



)disc. ) 

SEC. 201. FUNCTIONS UNDER WORLD WAR II RENEGOTIATION 
ACT. 

(c) A51ENDIIENT oF TIIE RENEGGTIATICN Acr. — Subsection (a) (4) (D) 
of the Renegotiation Act is aIuended by iuserting at the end thereof the 
following: "A net renegotiation rebate shall not be repaid unless a claim 
therefor has beeu filed with the Board on or before the date of its aboli- 
tion, or unless a claim shall have been filed with the Administrator of 
General Services (i) ou or before June 80, 1051, or (ii) within ninety 
days after the making of an agreeruent or the entry of an order under 
subsection (c) (1) determining the amount of excessive profits, which- 
ever is later. A claim shall be deemed to have been filed when received 
by the Board or the A&lmiuistrator, &vhether or not acco&upanied by a 
statement of the Commissioner of Ini, ernal Revenue showiug the amor- 
tization deduction allowed for the renegotiated year upon the recomputa- 
tion made pursuant to section 124(d) of the Internal Revenue Code. " 

(d) TRANsFER oF CERTAIN FUNcTIONs. — All powers, functions, and 
duties conferred upon the War Coutracts Price Adjustment B &ard by 
subsection (a) (4) (D) of the Renegotiation Act, subject to the amend- 
ment thereof by subsection (c) of this section, are hereby transferred to 
the Administrator of General Services. 

(k) EFFEOTIVE DATE oF SEOTIC'v. — This section shall take effect sixty 
days after the date of the enactment of this Act. 

2. In view of the amendment of the Renegotiation Act prescribed 
in section 201(c) of the Renegotiation Act of 1951, tlie provision con- 
tained in the last sentence of paragraph 3 of Mimeograph 6023 (C. B. 
1046 — 2, 187), requiring the taxpayer to attach to its claiin for a re- 
negotiation rebate a statement by the ojfice of tile Commissioner of 
Internal Revenue showing the total amortization deduction which is 
allowed. for the renegotiated year, will not be applicable on and after 
the ejfective date of such section (60 days after March 23, 1951). 
However, inasmuch as the taxpayer will be required. to file such a 
statement in support of any claim for renegotiation rebate filed with 
the Boarcl or the Adininistrator of General Services, the procedure 
under which the taxpayer Inay request and receive a statement of the 
aniortization deduction allo~ed for a renegotiated year after there has 
been a recomputation of the amortization deduction in connection 
with a determination of income and excess profits tax liability for the 
renegotiated year, giving effect to an election under section 124(d) 
of the Code to use the shortened amortization period, and for the 
computation of the Federal tax benefit after there has been a determi- 
nation by the Administrator of General Services of the amount of 
the gross renegotiatien rebate, will be continued. 

GEo, J. Scllnr. -IE MAN, 
Comrni ssz'oner. 
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DISTILLED SPIRITS 

INTERNAL REVENUE CODE 

REGULATIONS 4I 5I 7I AND 10. 1951 — 2 — 18525 
T. D. 5824 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PARTS 178, 183 
184, AND 185 

(Regulations 4, 5, 7, and 10) 

TREASURY DEPARTMENTS 
OFI'ICE OF COMMISSIONER OF INTERNAL REVENUF. , 

Washington 85, D. 0. 
To District Supervisors and Others Concerned: 

1. In order to authorize the temporary use of tank trucks, as an 
emergency measure, upon the showing of' the unavailability of tank 
cars, for the transportation of distilled spirits (inclucling brandy), 
produced at 160' of proof or more, transferred in bond between 
registered distilleries, fruit distilleries, and internal revenue boncled 
warehouses and of brandy withdrawn from fruit distilleries or internal 
revenue bonded warehouses for the fortification of wine, the fol- 
lowing regulations are hereby prescribed: 

2. Regulations 4 "Production of Distilled Spirits" (26 Ck"R, part 
188; 15 I»'. R. 58M) are amended as follows: 

SDBPABT W TAYPAYMENT» REMovAL» AND TRAN sFER oF DIBTII LED SPIRIT s FRCM 
CISTERN ROOM 

»»» t 
TEMPORARY USE OF TANK TRUCKS FOR TRANSFERS IN BOND 

SEC. 188. 506a. GENERAL. — Upon a showing of the unavailability of tank cars 
for the transportation of distilled spirits, produced at 160' of proof or morc, 
authorized by sections 188. 483(b) (8), 183. 486(b), 188. 487(c) (8), 183. 491(b), 
188. 492(b) (2), 188. 495(b), 183. 496(a) (2), 188. 499(b), 188. o00(b) (8), and 
188. 508(b), the district supervisor, as an emergency measure, may authorize 
the temporary use of tank trucks for such transportation, subject to the pro- 
visions of sections 188. 506b — 188. 506g and the applicable provisions of this part 
governing the transfer in bond of distilled spirits in tank cars. (o3 Stat. 314, 
385 as amended, 875; 26 U. S. C. 2820, 2888, 8176. ) 

SEc. 183. 506b. TYPE oF MQToR CARRIER. — Transportation by tank trucks author- 
ized by section 188. 506a shall be made (a) by a motor carrier licensed under the 
Motor Carrier Act of 1985 or an applicable State law, or a private carrier eIn- 
ployed by, or acting as agent for, the consignor or consignee, who is actively and 
regularly engaged generally in the legitimate business of transportation, who 
possesses adequate faoilities to insure safe delivery at destination of any dis- 
tilled spirits transported by him, and who is approved bv the district supervisor; 
or (b) by the consi uor or consignee actiug as a private carrier. (58 Stat, 314, 
835 as aInended, 375; 20 U. S. C. 2820, 2888, 8176. ) 

SEC. 183. 506c. Co~sTRUOTIoN or TANK TRIICKS. — Every tank truck used to trans- 
port distilled spirits in bond must conforIn to the following requirements: The 
tank shall be securely and permanently attached to the frame or chassis of the 
truck or trailer and sl»all be securely constructed. Interior bulkheads or stiffen- 
ers must have proper drainage cut-outs. Manhole covers, outlet valves, vents 
or pressure relief valves, and all other openings shall be equipped for sealing so 
as to prevent unauthorized access to the contents of the tank. Outlets of each 
compartment must be so arranged that delivery of any compartruent will not 
afford access to the contents of any other compartment. Partial delivery, by 
tactor or otherwise, will not be permitted. There shall be but oue consignor per 
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load and the entire contents of all compartments shall be delivered to one con- 
signee, unless the district supervisor, for good cause, authorizes the use of 
separate compartments for different consignors or consignees. Calibrated charts, 
prepared or certified by competent and recognized authorities or engineers, sliow- 
ing the capacity of each compartment in wine gallons for each inch of depth shall 
be carried in each truck. Each tank trucl- shall also be equipped with a route 
board, at least 10 by 12 inches, constructed of substantial material and per- 
manently attached thereto by round-headed or carriage bolts, nutted and riveted, 
battered or welded. Each tank truck must have permanently and legibly marked 
or painted thereon its number, capacity in wine gallons, and the name of the 
owner, in letters at least 4 inches in height. If the tanl- truck consists of t&vo 
or more compartments, each compartment must be iuentified by a letter of the 
alpliabet, such as "A, " "B, " etc. , and the capacity in wine gallons of each com- 
partment must be marked thereon. Provision shall also be made for protection, 
against the weather, of the label by the use of celluloid or equally substantial 
materiah The prescribed label (as required by section 188. 506f) will be aiiixed 
to such route board. Tank trucks shall be so constructed that the contents of 
each compartment will draiu completelv, even when the ground is not perfectly 
level. Suitable ladders and catwalks, permanently attached, must be provided in 
order to permit ready examination of manholes and other openiugs. Provision 
sliall be made for the proper grounding of tank trucks when filling or emptying. 
(58 Stat. 814, 885 as amended, 875; 26 U. S. C. 2820, 2888, 8176. ) 

SEc. 183. 506d. BoNO — TR&twsPoRTATIolv Rv MoroR CARRIER. — Motor carriers, as 
defined in section 188. 506b, desiring to transport distilled spirits in bond, in tank 
trucks, must file with the district supervisor a bond on Form 49, "Bond To Trans- 
port Specially Denatured or Tax-Free Alcohol, " modified to read "Bond To 
Transport Distilled Spirits". The penal sum of the bond shall be at the rate of 
$75, 000 for each such tank truck and not more than $200, 000 for the total of all 
tank trucks used. The bond shall be filed in triplicate, appropriately modified. 
(58 Stat. 814, 835 as amended, 875; 26 U. S. C. 2820, 2883, 8176. ) 

SEO. 188. 506e. BoNO — TRxNRPORn. TTON Rv CoNsmNoR oR CONsmNEE. — A con- 
signor or consignee, in order to transl&ort distilled spirits in bond, in tank trucks 
controlled and operated by such consignor or consignee, must file with the district 
supervisor a bond on Form 49, properly modified, in the penal sum specified in 
section 18"-. 500d, provided that in lieu of filing such bond, the consignor or con- 
si nee tnay file consent of suretv, Form 1533, on his bond, Form 80, 80&/, or Form 
1571, as the case may be, extending the terins thereof to cover the tax, together 
with penalties and interest, for which he may b come liable, on all distilled 
spirits transported by him in tanl- trucks. If the transportation is by the con- 
signor or consignee distiller and the maximum of his bond is not sufficient 
when computed as set forth in section 188. 500d, an additional bond on Form 49 
in a sufhcient penal sum must be furnished to cover the additional liability. 
If the transportation is by the consignee warehouseman and the maximum of 
his bond is not sufficient when computed as set forth in section 188. 506d, an 
additional bond on Form 49 or 1571 in a sufficient penal sum must be furnished 
to cover the additional liability. (58 Stat. 814, 335 as amended, 875; 26 V. S. C. 
2820, 2888, 8176. ) 

SEo. 183. 506f. . IIE+ovxr. TN T& NK TRt&czs. — Tank trucks used for the trans- 
portation of distilled spirits in bond must be filled in the immediate presence 
of the storekeeper-gauger. Prior to filling, the storekeeper-gauger shall deter- 
mine whether the tank truck is properly marked and may be effectively sealed. 
If the tank truck does not meet such requirements, it= use for the transporta- 
tion of distilled spirits in bond will not be permitted. Immediately after filling, 
the storekeeper-gauger sha. ll seal the tank truck in such a manner as will secure 
all openings affording access to the contents of the tank. The storekeeper- 
gau er will enter on Form lo20, covering the description and ga. uge of the 
distilled spirits, the number of inches of distilled spirits loaded into each com- 
partment and the temperature thereof at the time ef filling, the name of the 
carrier, the number of the tank truck, the State license number of the truck, the 
driver's full name, and the driver's permit number and State issuing the same, 
the destination, the date of shipment, and the serial numbers of the cap seals 
used. Forms 286 and 1520 will be disposed of in accordance with section 
188. 572 or 188. 580, as the ease may be. The consignor shall securely attach to 
the route board of the tank truck a label showin the name, registry number, 
and location (city or town and State) of the shippin registered distillery; 
the name, re istry number, and location (city or town and State) of the receiv- 
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ing internal revenue bonded warehouse, fruit distillery, or other registered dis- 
filiery, as the case may be, followed by the date of shipment; and the quantity 
in wine and proof gallons contained in each cornpartruent. (Such label shall 
be destroyed upon emptying the tank truck. ) (53 Stat. 314, 33o as amended, 
375; 26 U. S. C. 2820, 2883, 3176. ) 

Szc. 183. 506g. REGEIPT8 IN TANK TRUcKs. — Where distilled spirits for redis- 
tillation are received in tank trucks from a distillery or from an internal revenue 
bonded warehouse, the seals must be broken by the storekeeper-gauger at the 
receiving distillery and no distilled spirits may be removed from the tank truck 
except in the presence of such officer. The storekeeper-gauger will carefully 
examine the tank truck for evidence of loss, and gauge and report the quantity 
received in accordance with the applicable provisions of section 183. 439. When 
the gauge of spirits received discloses discrepancies between the shipping and 
receiving gauges, the applicable procedure prescribed by section 183. 440 will be 
followed. (53 Stat. 314, 335 as amended, 375; 26 U. S. C. 2820, 2888, 3176. ) 

3. Regulations 5 "Production of Brandy" (2() CFR, part 184; 15 
F. R. 5552) are amended as follows: 

SUBPART X — TAXPAYAIENT, REFIovAL AND TRANBFEB oF BRANDY FB05f DIsTILLERY 

TEMPORARY USE OF TANK TRUCKS FOR TRANSFERS IN BOND AND REIIOVALS FOB 
FORTII'ICATION OF WINE 

SEC. 184. 553a. GENERAL. — Notwithstanding the prohibition in section 184. 553, 
and upon a showing of the unavailability of tank cars for the transportation of 
brandy, produced at 160 of proof or more, authorized by sections 184. 535 (b) (2), 
184. 537(b), and 184. 539(b), the district supervisor, as an emergency measure, 
may authorize the temporary use of tank trucks for such transportation, subject 
to the provisions of sections 184. 553b — 184. 558g and the applicable provisions of 
this part governing the transfer in bond of brandy and the removal of brandy 
for the fortification of wine, in tank cars. (53 Stat. 316 as amended, 335 as 
amended, 375; 26 U. S. C. 2825, 2883, 3176. ) 

Src. 184. 558b. TYPE oF MoToR CAI:RIER. — Transportation by tank trucks author- 
ized by section 184. 553a shall be made (a) by a motor carrier licensed under the 
Motor Carrier Act of 1935 or an applicable State law, or a private carrier em- 
ployed by, or acting as agent for, a consignor or consignee, who is actively and 
regularly engaged generally in the legitimate business of transportation, who 
possesses adequate facilities to insure safe delivery at destination of any brandy 
transported by him, and who is approved by the district supervisor; or (b) 
by the consignor or consignee acting as a private carrier. (53 Stat. 316 as 
amended, 335 as amended, 875; 26 U. S. C. 2825, 2883, 3176. ) 

SEC. 184. 558c. CoNsTRUcTIDN oF TANK TBvcKs. — Every tank truck used to 
transport brandy in bond, or for removal for the fortification of wine, must 
conform to the following requirements: The tank shall be securely and per- 
inanently attached to the frame or chassis of the truck or trailer and shall be 
securely constructed. Interior bulkheads or stiffeners must have proper drain- 
age cut-outs. Manhole covers, outlet valves, vents or pressure relief valves, 
and all other openings shall be equipped for sealing so as to prevent unauthorized 
access to the contents of the tank. Outlets of each compartment must be so 
arranged that delivery of any compartment will not afford access to the contents 
of any other compartment. Partial delivery, by meter or otherwise, will not 
be permitted. There shall be but one consignor per load and the entire contents 
of all compartments shall be delivered to one consignee, unless the district super- 
visor, for good cause, authorizes the use of separate compartments for different 
consignors or consignees. Calibrated charts, prepared or certified by competent 
and recognized authorities or engineers, showing the capacity of each compart- 
ment in wine gallons for each inch of depth shall be carried in each truck. 
Each tank truck shall also be equipped with a route board at least 10 by 12 
inches, constructed of substantial material and permanently attached thereto 
by round-headed or carriage bolts, nutted and riveted, battered or welded. Each 
tank truck must hare permanently and legibly marl-ed or painted. thereon its 
number, capacity in wine gallons, and the name of the owner, in letters at least 
4 inches in height. If the tank truck consists of tivo or more comps. rtments, 
each compartment must be identified by a letter of the alpliabet, such as "A, " 



Regs. 4, 5, 7, and 10. ] 160 

"B, " etc. , and the capacity in wine gallons of each compartment must be marked 
thereon. Provision shall also be made for protection, against the weather, of 
the label by the use of celluloid or equally substantial material. The prescribed 
label (as required by section 184. 558f) will be afiixed to such route board. Tank 
trucks shall be so constructed tliat the contents of each compartment will drain 
completely; even when the ground is not perfectly level. Suitable ladders 
aud catwalks, permanently attached, must be provided in order to permit ready 
examination of manholes and other openings. Provision shall 1&e made for 
the proper grounding of tank trucks when filling or emptying. (53 Stat. 816 
as amended, 335 as aiuended, 875; 26 U. S. C. 2825&, 28S3, 3176. ) 

SEc. 181. 553d. Bozn — TRAzsPCRTATICN Rv 3ICTCR CARRIER. — Motor carriers, as 
defined in section 184. 558b, desiring to transport, in tank trucks, brandy in 
bond or for removal for fortiiication of wine, must file with the district super- 
visor a bond on Form 49, "Bond To Transport Specially Denatured or Tax-Free 
Alcohol, " modified to read "Bond To Transport Distilled Spirits". The penal 
sum of the bond sliall be at the rate of $75, 000 for each tank truck and not 
more than $200, 000 for the total of all tank trucks used. The bond shall be 
filed in triplicate, appropriately iuodified. (53 Stat. 316 as ainendcd, 385 as 
an;ended, 375; 26 U. S. C. 2825, 2883, 3176. ) 

SEC. 184. 558e. Bozo — TRszsPoRTATIoz Rx Cozsiozon CR CozsiozEE. — A con- 
signor or consignee, in order to transport brandy in bond, or to remove brandy 
for fortification of wine, in tank trucks controlled and operated by such con- 
si ~or or consignee, must file with the district supervisor, a bond on Form 49, 
properly modified, in the penal sum specified in section 184. 5536, provided that 
in lieu of filing such bond, the consignor distiller or consignee distiller or ware- 
houseiuan may file consent of surety, Form 1533, on his bond, I'orm 30, Form 
30i/2, or Form 1571, as the case may be, extending the terins thereof to cover the 
tax, together with penalties and interest for which he may become liable, on 
all braudy transported by him in tank trucks. If the transportation is by the 
consignor or consignee distiller and the maximum of his bond, Form 30 or 
Form 30'/a, is not sufficient when computed as sct forth in section 184. 553d, au 
additional bond on I'orm 49 in a sufficient penal sum must be furnished to cover 
the additional liability. If the transportation is by the consignee warehouse- 
man, and the maximum of his bond, Foriu 1571, is not suflicient when computed 
as set forth in section 184. 553d, an additional bond on Form 49 or on Form 15&1, 
in a sufficient penal sum must be furnished to cover the additional liability. If 
the transportation is by the consignee winemaker, he may file a consent of surety 
on his bond, Form 700 — A, and an addiiioual bond on Forin 49 in a suflicient 
penal sum to cover the ad&litional liability. (58 Stat. 316 as amended, 335 as 
amended, 375; 26 U. S. C. 2825, 2888, 3176. ) 

SEC. 184. 553f. REMovAr. Iz TANK TRCOKs. — Tank trucks used for the trans- 
portation of braudy in bond or for reruoval of brandy for fortification of wine 
must be filled in the immedia. te presence of the storekeeper-gauger. Prior tu 
filling, the storekeeper-gauger shall determine whether the tank truck is 
properly marked and may be effectively sealed. If the tank truck does 
not meet such requirements, its use for tlie transportation of brandy 
will not be permitted. Immediately after filling, the storekeeper-gauger shall 
seal the tank truck in such a manner as will secure all openings affording access 
to the contents of the tank. Tlie storekeeper-gauger will enter on Form 1520, 
covering thc description and gauge of the brandy, the number of inches of brandy 
loaded into each compartment and the temperature thereof at the time of fillin, 
the name of the carrier, the number of the tank truck, the State license number 
of the truck, tlie driver's full name, and the driver's permit number and State 
issuing the same, the destination, the date of shipment, and the serial numbers 
of the cap seals used. Forms 236 and 1520 ivill be disposed of in accordan&. e 
with section 184. 612 or 184. 620, as the case may be. The consignor shall se- 
curely attach to the route board of the tank truck a label showing the name, 
registry number, and location (city or town and State) of the shipping fruit 
distillery; the name, registry number and location (city or town and State) 
of the receiving internal revenue bonded warehouse, registered distillery, or 
other fruit distillery, or bonded ivinery, as tlie case may be, followed by the date 
of shipment; and the quantity in wine and proof gallons contained in eacii 
compartment. (Such label shall be destroyed upon emptying the tank truck, ) 
(53 Stat. 316 as amended, 335 as amended, 375; 26 U. S. C. 2825, 2888, 3176. ) 

SEc. 184. 553g. REcEIPTs Iz TANK TRUcKs. — Where brandy for redistillation 
is received in tank trucks from a distillery or an internal revenue bonded ware- 
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house, the seals must be broken by a storekeeper-gauger at the fruit distillerv 
and no brandy may be removed from the tank truck except in the presence of 
such oflicer. The storekeeper-gauger will carefully examine the tank truck for 
evidence of loss, and gauge and report the quantitv received in accordance with 
the applicable provisions of section 184. 484. Where the gauge of brandy received 
discloses discrepancies between the shipping and receiving gauges, the applicable 
procedure prescribed by section 184. 485 will be followed. (58 Stat. 885 as 
amended, 375; 26 U. S. C. 2888, 8176. ) 

4. Regulations 7 "Production, Fortification, Taxpayment, Etc. , of 
Wines" (2() CFR, part 178; 10 F. R. 12307) are amended as follows: 

SUBPART B — TIIE FCRTIFIcATION CF WINE 

MANNER OF PROCURING BRANDY FROM FRUIT DISTILLERIES AND INTERNAL 
REVEiVUE BONDED WARLi'HOUSES 

TEIIPORARY USE OF TAI' K TRUCKS FOR PROCUREMENT OF BRANDY 

SEC. 178. 467a. GENERAL. — Upon a showing of the unavailability of tank cars 
for the transportation of brandy, produced at 160 of proof or more, from fru1r 
distilleries and internal revenue bonded warehouses to a bonded ~inery for the 
iortiilcation of wine, authorized by section 178. 449, the district supervisor, as an 
emergency measure, may authorize the temporary use of tank trucks for such 
transportation, subject to the provisions of Regulations 5 (26 CFR, part 184) 
or Regulations 10 (26 CFR, part 185), as the case may be, and the applicable 
provisions of this part governing the procuring of brandy from fruit distilleries 
and internal revenue bonded warehouses in tank cars. (58 Stat. 885 as amended, 
848 as amended, 850 as amended, 851, 852 as amended, 8o5 as amended, 855 as 
amended, 375, 477; 26 U. S. C. 2888, 3081, 8082, 8088, 8036, 8044, 8045, 8176, 3901. ) 

SEC. 178. 467b. REOEIPTs IN TANK TRUOKs. — Where brandy is received in tank 
trucks from a fruit distillery or internal revenue bonded warehouse the seals 
must be broken by a Government ofhcer assigned to the bonded winery and no 
brandy may be removed from the tank truck except in the presence of such 
oi5cer. The Government oflicer will carefully examine the tank truck for evi- 
dence of loss, and gauge and report the quantity received in accordance with 
the applicable provisions of section 178. 46G. Where the gauge of brandy re- 
ceived discloses discrepancies between the shipping and receiving gauges, the 
applicable procedure prescribed by section 178. 467 will be followed. (53 Stat, 
885 as amended, 840 as amended, 348 as amended, 351, 375, 477; 2G U. S. C, 
2888, 2901, 3081, 8088, 8176, 3901. ) 

5. Regulations 10 "warehousing of Distilled Spirits" (26 CFR, part 
185 

& 
15 F. R. 5283) a, re amended as follows: 

SUBPART AA — WITIIDBAwAL oF DIsTILLED SPIRITs FRCM WAREIIOUBE 

TEhfPORARY I. 'SE OI' TANIZ TRUCKS FOR TRANSI'ERS IN BOND AiVD RENOVALS FOR 
I'ORTII'ICATION OF WINE 

SEC. 185, 579a. GENERAL. — Notwithstanding the prohibition in section 185. 561, 
and upon a showing of the unavailability of tank ears for the trausportation of 
distilled spirits, produced at 160' of proof or more, authorized by sections 
185. 690(d), 185. 725, and 185. 868, the district supervisor, as an emergency measure, 
may authorize the temporary use of tank truclrs for such transportation, subject 
to the provisions of sections 185. 579b — 185. 570g and the applicable provisions of 
this part governing the transfer in bond of distilled spirits and the removal of 
brandy for fortification of wine, in i. aul- cars. (58 Stat. 882, 885 as amended, 
875; 26 U. S. C. 2875, 2888, 817G. ) 

SEC. 185. 579b. TYPE oF Moron CARRIER. — Transportation by tank trucks au- 
thorized by section 185. 570a shall be macle (a) by a motor carrier licensed under 
the Motor Carrier Act of 1085 or an applicable State law, or a private carrier 
employed by, or acting as agent for, the consignor or consignee, Ivho is actively 
aud regularly engaged generally in the legitimate business of transportation, 
Ivho possesses adequate facilities to insure safe delivery at clestination of any 
distilled spirits transported by him, and who is approvccl by the district super- 
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visor; or ('b) bv the consignor or consignee acting as a private carrier. (58 Stat. 
882, 885 as amended, 875; 26 U. S. C. 2875, 2883, 8176. ) 

SEc. 185. 579c. CCNsTRvcTICN oF TANK TRvcNS. — Every tank truck used to 
transport distilled spirits in bond must conform to the following requirements: 
The tank shall be securely and permanently attached to the frame or chassis of 
the truck or trailer and shall be securely constructed. Interior bulkheads or 
stiffeners must have proper drainage cut-outs. Manhole covers, outlet valves, 
vents or pressure relief valves, and all other openings shall be equipped for seal- 

ing so as to prevent unauthorized access to the contents of the tank. Outlets of 
each compartment must be so arranged that dehvery of any compartment will not 
afford access to the contents of any other compartment. Partial delivery, by 
meter or otherwise, will not be permitted. There shall be but one consignor per 
load and the entire contenis of all compartments shall be delivered to one con- 

signee, unless the district supervisor, for good cause, authorizes the use of separate 
compartments for different consignors or consignees. Calibrated charts, prepared 
or certified by competent and recognized authorities or engineers, showing the 
capacity of each compartment in wine gallons for each inch of depth shall be 
carried in each truck. Each tank trucl- shall also be equipped with a route board, 
at least 10 by 12 inches, constructed of substantial material and permanently 
attached thereto by round-headed or carriage bolts, nutted and riveted, battered 
or welded. Each tank truck must have permanently and legibly marked or 
painted thereon its number, capacity in wine gallons, and the name of the owner 
in letters at least 4 inches in height. If the tank trucl- consists of two or more 
compartments, each compartment must be identified by a letter of the alphabet, 
such as "A, " "B, " etc. , and the capacity in wiue gallous of each compartment 
must be marked thereon. Provision shall also be made for protection, against the 
weather, of the label by the use of celluloid or equally substantial material. The 
prescribed label (as required by section 185. 579f) will be affixed to such route 
board. Tank trucks shall be so constructed that the contents of each compartment 
will drain completely, eveuwhen the ground is not perfectly level. Suitable 
ladders and catwalks, permanently attached, must be provided in order to permit 
ready examination of manholes and other openings. Provision shall be made 
for the proper grounding of tank trucks when filling or emptying. (58 Stat. 885 
as amended, 875; 26 U. S. C. 2888, 8176. ) 

SEc. 185. 579d. BCND — TRANsPCRTATICN BY MCTCR CARRIER. — Motor calTIQI's, as 
defiued in section 185. 579b, desiring to transport distilled spirits in bond, in tank 
trucks, must file with the district supervisor a bond on Form 49, "Bond To 
Transport Specially Denatured or Tax-Free Alcohol", modified to read "Bond To 
Transport Distilled Spirits". The penal sum of the bond sha!1 be at the rate of 
$75, 000 for each such tank truck and not more than $200, 000 for the total of all 
tank trucks used. The bond shall be filed in triplicate, appropriately modified. 
(58 Stat. 335 as amended, 875; 26 U. S. C. 2883, 8176. ) 

SEC. 185. 570e. BoNB — TRA. NsPCRTATICN BY ( CNsIGNCR CR CoNsIGNEE. — A con- 
signor or consignee, in order to transport distilled spirits in bond, or to remove 
brandy for fortification of wine, in tank trucks controlled and operated by such 
consignor or consignee, must file with the district supervisor, a bond on Form 49, 
properly modified, in the penal sum specifIed in section 185. 579d, provided that 
in lieu of filing such bond, the consignor warehouseman or consignee distiller 
or warehouseraan may file consent of surety, Form 1588, on his bond, Form 80, 
Form 30I/R, or Form 1571, as the case may be, extending the terms thereof to 
cover the tax, together with penalties and interest, for which he may become 
liable, on all distilled spirits transported by him in tank trucks. If the trans- 
portation is by the consignor or consignee Ivarehouseman and the maximum of 
his bond, Form 1571, is not sufflcicnt when computed as set forth in section 
185. 570d, an additional bond on Form 49 or 1571 in a sufiicient penal sum must 
be furnished to cover the additional liability. If the transportation is by the 
consignee distiller, and the maximum of his boud, Form 80 or Form 80I/R, is not 
sufflcient Ivhen computed as set forth in section 185. 579d, an additional bond 
on Form 49 or on Form 80, or Form 80'/, as the case may be, in a sufficient penal 
sum must be furnished to cover the additional liability. If the transportation 
is by the consignee winemaker, he may file a consent of surety on his bond, 
Form 700 — A, and an additional bond on Form 49 in a sufficient penal sum to 
cover the additional liability. (58 Stat. 835 as amended, 375; 20 U. S. C. 2888, 
3170. ) 
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Ssc, 185. 579f. REMovhL nv Than Tsucxs. — Tank trucks used for the trans- 
portation of distilled spirits in bond or for removal of brandy for the fortification 
of wine must be filled in the immediate presence of the storekeeper-gauger. 
prior to filling, the storekeeper-gauger shall determine whether the tank truck 
is properly marked and may be effectively sealed. If the tank truck does not 
Ineet such requirements, its use for the transportation of distilled spirits (in- 
cluding brandy) will not be permitted. Immediately after filling, the store- 
keeper-gauger shall seal the tank truck in such a manner as will secure all open- 
ings affording access to the contents of the tank. The storekeeper-gauger will 
enter on Form 1520, covering the description and gauge of the distilled spirits, 
the number of inches of distilled spirits loaded into each compartment and the 
temperature thereof at the time of filling, the name of the carrier, the number 
of the tank truck, the State license number of the truck, the driver's full name, 
and the driver's permit number and State issuing the same, the destination, the 
date of shipment, and the serial numbers of the cap seals used. Forms 236 
and 1520 will be disposed of in accordance with section 185. 706 or 185. 711, as 
the case may be. The consignor shall securely attach to the route board of the 
tank truck a label showing the name, registry number and location (city or 
town and State) of the shipping internal revenue bonded warehouse; the name, 
registry number and location (city or town and State) of the receiving internal 
revenue bonded warehouse, registered distillery, fruit distillery, or bondetl 
winery, as the case may be, followed by the date of shipment; and the quantity 
in wine and proof gallons contained in each compartment. (Such label shall 
be destroyed upon emptying the tank truck. ) (58 Stat. 885 as amended, 875; 
26 U. S. C. 2888, 3176. ) 

SKc. 185. 579g. REcErrTs rN ThNIr Tavcxs. — Where distilled spirits are re- 
ceived in tank trucks from a distillery or another internal revenue bonded 
warehouse, the seals must be broken by a storekeeper-gauger at the ware- 
house and no distilled spirits may be removed from the tank truck except in 
the presence of such officer. The storekeeper-gauger vill carefully examine 
the tank truck for evidence of loss, and gauge and report the quantity re- 
ceived in accordance with the applicable provisions of section 185. 869. Where 
the gauge of distilled spirits received discloses discrepancies between the 
shipping and receiving gauges, the applicable procedure prescribed by section 
185. 486 will be followed. (58 Stat. 888, 885 as amended, 840 as amended, 875, 
492; 26 U. S. C. 2879, 2888, 2901, 8176, 4017. ) 

6. It is found that compliance with the notice, public rule-making 
rocedure, and eRective date requirements of the Administrative 
rocedure Act (5 U. S. C. 1001 et seq. ) is unnecessary in connection 

with the issuance of these regulations for the reason that the changes 
made are of a liberalizing character. 

7. This Treasury Decision will be eRective upon the date of publi- 
cation in the Federal Register. 

(This Treasury Decision is issued under the authority contained 
in 58 Stat. 814, 816 as amended, 882, 888, 885 as amended, 840 as 
amended, 848 as amended, 850 as amended, 851, 852 as amended, 855 
as amended, 855 as amended, 875, 477, 492; 26 U. S. C. 2820, 2825, 
2875' 2879' 2888) 2901' 8081' 8082' 8088' 8086' 8044) 8045& 8176' 8901' 
4017. ) 

GEo. J. SCHOENEMhN) 
Conl Issioner of Interna/ 6'enenue. 

Approved December 29, 1950. 
THOMhs J. LAUNCH) 

Acting Secretary of the Treasury. 

(Published in the Fetleral Register January 5, 1951) 
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REVULATIoNs 7, SEcTIoNs 178. 143, ETc. 19 1-5-13555 
T. D 5~'0 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 178. — 
PRODUCTION, I'ORTIl ICATION, TAX-I'AIIIENT, ETC. , OF WINES 

Atuenciing Regulations 7 

TREASURY DEPARTihl ENT& 

Orrlcz or Co~l~lissloiVER ol' INTERNAL REvENUE, 
U'ashington 85, D. C. 

To District Supervi'sors and Others Concerned: 
1. Sections 178. 143, 178. 144, 178. 145) and 178. 149 of Regulations 7 

(26 CFR, part 178), "Procluction, Fortification, Tax-Payment, Etc. , 
of Wines, " approved September 21, 1945, as slnencled, are hereby 
amended as follows: 

Section 178. 143(2) is amended by aclding at the end thereof the 
sentence "The total solicls content of the finished wine shall not exceed 
22 grams per 100 cubic centimeters. " 

Section 178. 144(a) is amended by deleting from the last sentence 
thereof the phrase "provided the unfermented sugar content of the 
wine is not increased beyond 15 percent of the ~eight of the wine. " 
and inserting in lieu thereof the phrase "provided the total solids con- 
tent of the ii. ine does not exceed 22 grams per 100 cubic centimeters. " 

Section 178. 144(b) is amendecl by deleting the phrase "nor may the 
wine have an unfermented sugar content in excess of 15 percent of the 
weight of the wine. " and inserting in lieu thereof the phrase "nor may 
the wine have a total solids content of more than 22 grams per 100 
cubic centimeters. " 

Section 178. 145(b) is amended by' cleleting from the last sentence 
thereof the phrase "provided the unfermented sugar content of the 
wine is not increased beyond 15 percent by weight, or 20 percent by 
weight where the wine is made from fruit (other than grapes) having 
a natural acicl content not less than 7. 5 parts per thousand. " and in- 
serting in lieu thereof the phrase "provlcled the total solids content 
of the wine cloes not exceed 22 grams per 100 cubic centimeters. " 

Section 178. 145(c) is amended by deleting the phrase "nor may the 
wine have an unfermented sugar content in excess of 15 percent by 
weight, or 20 percent by weight where the wine is made from fruit. 
(other than grapes) having a natural acid content not less than 7. 5 
parts per thousand. " and Inserting in lieu thereof the phrase "nor 
may the wine have a total solids content of more than 22 grams per 
100 cubic centimeters. " 

Section 178. 149(b) is amendecl to read: "Wines sweetened with dry 
sugar in excess of the 11 percent limitation must be marked or labeled 

Wine, Sweetenecl with Excess Sugar, ' the blank to be filled 
in with the nalne of the fruit& berry, or other agricultural product 
llsed. 

2. The purpose of these amendments is to prescribe standards for 
the solids content of wines, ameliorated or sweetened with sugar or a 
sugar and water solution, consistent with those contained in Treasury 
Decision 5797 [C. I3. 1950 — 2, 200] amending Federal Alcohol Ad- 
ministration Regulations 4 (27 CFR, part 4), "Labeling and Adver- 
tising of Wine, " effective January 25, 1951 (15 F. R. 4740). 
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Approved February 14, 1951. 
TEIOMAS J. LYNCIIp 

Acting Secretary of the Treasury. 
(Published in the Federal Register February 17, 1951) 

REGULATICNs 10) SEcTIGNs 185. 588 AND 185. 695. 1951-1-18515 
T. D. 5822 

TITLE se — INTERNAL REVFNUE. — CHAPTER I, SUBCHAPTER C, PART 185. — 
WAKEIIOUSING OF DISTILLED SPIRITS 

(Regulations 10) 

TREASURY DEPARTMENT) 
OFFICE or COMMISSIONER OF INTERNAL REvENUE, 

Washington 85, D. C. 
To District Supervisors and Others Concerned: 

1. Regulations 10, "Warehousing of Distilled Spirits" (26 CFR, 
part 185; 15 F. R. 5288), are hereby amended by striking out thc date 
"December 81, 1950" from the first sentence of. section 185. 588 and 
from the second sentence of section 185. 695, and by inserting, in lieu 
thereof, the date "June 80, 1951". 

2. The purpose of (he proposed amendments is to extend the use 
of the average tare method of gauging packages of distilled spirits 
for taxpayment until the close of business June 80, 1951. 

8. It is found that compliance with the notice, public rule-making 
procedure, and efFective date requirements of the A. dministrative 1'i o- 
cedure Act (5 U. S. C. 1001 et seq. ) is unnecessary in connection with 
the issuance of these regulations for the reason that the change made 
is of a liberalizing character. 

4. This Treasuiy Decision will be efFective upon the date of publi- 
cation in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
53 Stat. 800 as amended, 882, 875; 26 U. S. C. 2801, 2875, 8176. ) 

GEO. J, SGHOENEMAN, 
t ommt'ssioner of Internal Revenue. 

Approved December 20, 1950. 
TPIOMAS J. LYNCII, 

Acting Secretary of the Treasury. 

(Published in the Federal Register December 27, 1950) 

3. It is found that compliance with the notice and public rule-mal-- 
ing procedure of' the Administrative Procedure Act (5 U. S. C. 1001 
et seq. ) is unnecessary in connection with the issuance of these amend- 
ments for the reason that the changes made are of a liberalizing 
character. 

4. This Treasury Decision shall be efFective January 25, 1951, or on 
the date of its publication in the Federal Register, whichever date is 
later. 

(This Treasury Decision is issued under the authority contained in 
58 Stat. 855, as amended, 855, as amended, 878, 875, 477 i 26 U. S. C. 
8044) 8045, 8171, 8176, 8901. ) 

GEO. J. SCIIOENEMANq 
Commissioner of Internal Revenue. 



Regs. 17, )) 173. 3, 173. 5. ] 106 

REGULATIGNs 10' SEcTIGNs 185. 588 AND 185. 695. 1951-12-18605 
T. D. 5842 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 185. — 
WAREHOUSING OF DISTILLED SPIRITS 

(Regulations 10) 

f 
Approved May 22, 1951. 

THoMAs J. LAUNCH, 
Acting Secretary of the Treasury. 

(Puhlisherl in the Federal Register May 20, 1951) 

TREASVRV DEPARTMENT) 

OFFICE OF CoblbIISSIONER OF INTERNAL REVENVE, 
Washington 8o, D, C. 

I o District Supervisors and Others Concerned: 
1. Regulations 10, "Warehousing of Distilled Spirits" (26 CFR, 

part 185; 15 F. R. 5288), are hereby amended by striking out the 
date "June 80, 1951" from the first sentence of section 185. 588 and 
from the second sentence of. section 185. 695, and by inserting, in lieu 
thereof, the date "December 81, 1951. " 

2. The purpose of the proposed amendment is to extend the use 
of the average tare method of gauging packages of distilled spirits 
for withdrawal until the close of business December 81, 1951. 

8. It is found that compliance with the notice, public rule-making 
procedure, anti effective date requirements of the Administrative Pro- 
cedure Act (5 U. S. C. 1001 et seq. ) is unnecessary in connection with 
the issuance of these regulations for the reason that the change made 
is of a liberalizing character. 

4. Treasury Decision 5822 |page 165, this Bulletin] (15 F. R. 9824) 
is hereby revoked. 

5. This Treasury Decision will be effective upon the date of publica- 
tion in the Federal Register. 

(This Treasury Decision is issued under the authority contained 
in 58 Stat. 800, as amended, 882, 875; 26 U. S. C. 2801) 2875 8176 ) 

GEO. J. SCHOENEbIAN) 
Commissioner o Internal Revenue. 

REGULATIQNs 17, SEUTIONS 178. 8 AND 178. 5. 1951-1-18518 
T. D. 5821 

TITLE 26 — INTERNAL REVENUE. — CHAPTER I, SUBCHAPTER C, PART 173. — 
DISPOSITION OF SUBSTANCES USED IN THE bIAXUI'ACTURE OF DISTILLED 
SPIRITS 

Ainending Regulations 1. 

TREASVRY DEPARTMENT) 
OFI'ICE OI' CobIMISSIONER OF Ib TERNAL REVENVE, 

Washington 85, D. C. 
To District Supervisors and Others Concerned: 

1. Section 178. 8 (b) of Regulations 17 (26 CFR, part 178), approved 
July 11& 1945. relating to the disposition of substances used in the 
manufacture of distilled spirits is hereby amended to read as follows: 
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SzcTIDN 173. 3. DFFINITIONs. 
(b) "Substance" shall mean and include, but not by way of limitation, any of 

the following which are used in the manufacture of distilled spirits: Any grade 
or type of sugar, sirup, or molasses derived from sugarcane, sugar beets, corn, 
sorghum, or any other source; starch; potatoes; grain or corn meal, corn chops, 
cracked corn, rye chops, middlings, shorts, bran, or any other grain derivative; 
malt; malt sugar, or malt sirup; oak chips, charred or not charred; charred kegs 
or barrels; yeast; cider; honey; fruits; grapes; berries; fruit, grape, or berry 
juices or concentrates; wine; caramel; burnt sugar; gin flavor; chinese bean 
cake or chinese wine cake; urea; ammonium phosphate, ammonium carbonate, 
ammonium sulphate, or any other yeast food; or any other fermentable material 
of the character used in the manufacture of distilled spirits, or any chemical or 
other material suitable for promoting or accelerating fermentation; or any com- 
bination of such materials or chemicals. 

(53 Stat. 308, 373, as amended, 375; 26 U. S. C. 2811, 3170, 3176. ) 
2. Section 178. 5 of Regulations 17 (26 CFR, part 178), approved 

July 11, 1945, relating to disposition of substances used in the manu- 
facture of distilled spirits is hereby amended to read as follows: 

SEc. 178. 5. REcoaDs To BE MAINTAINED. — Every person in the United States who 
disposes of any substance, as defined in section 173. 3tb), and who has been 
required to render returns under the provisions of section 178. 4(a), shall keep at 
his place of business such books, records, documents, papers, invoices, bills of 
lading, etc. , relating to or connected with any such disposition, as will enable 
such person to make the return provided for by section 173. 4(a). Such books, 
records, documents, papers, invoices, bills of lading, etc. , shall be kept readily 
available for, and open to, inspection by any ofiicer or employee of the Alcohol 
Tax Unit of the Bureau of Internal Revenue during the hours of business of such 
person. (53 Stat. 308, 373, as amended, 375; 26 U. S. C. 2811, 8170, 3176. ) 

8. The purposes of these amendments are as follows: 
(a) To include in the definition of "Substances" the words "charred 

kegs and barrels, " in order that returns may be required froln distribu- 
tors of such containers. 

(b) To eliminate language originally included which specified mini- 
mum quantities of raw materials on which records were to be main- 
tained by distributors. The quantities to be recorded are now 
designated by the "demand letters" and no records are required of. 
persons not under demand to make returns. 

4. This Treasury Decision shall be efFective on the thirty-first day 
after the date of its publication in the Federal Register. 

This Treasury Decision is issued under the authority contained in 
58 ta't 808~ 878 as amendedI 875 j 26 U S C 2811' 8170' 8176, ) 

GEO. J. SCHOENEMANI 
Commissioner of Internal Revenue. 

Approved December 12, 1950. 
THOMAS J LY'NCII~ 

Acting secretary of the Treasury. 

(Published in the Federal Re~ster December 15, 1050) 
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TOBACCO AND SNUFFu 
1951-2-18529 

T. 285 

Tobacco and snuff manufactured in and removed from domestic factories during 
the month of Ãovember 1950, compared tcith the same month, of 19/19 

Manufactured 
Tax-paid 

Removed 

Tax-free 

November t November November 
1950 

i 

1949 1950 
November November 

1949 1950 
November 

1949 

Plug 
Twist 
I'ine-cut chewing 
Scrap chewing 
Smoking 
Snuff 

Po &in &is 

3, 28:i, S, &5 

447, 317 
232, OZO 

2, 918, 784 
8, 894, 176 
3, 285, 143 

Pounds 
3, 333, 502 

4fi2, 102 
211, 043 

3, 065, 554 
9, 055, 254 
3, 547. 348 

Pounds 
3, 10&S o87 

337, 589 
231, 301 

2, 865, 893 
8, 763, 471 
3, 289, 198 

Pounds 
3, 2, i5, 321 

364, Oii2 
225, 978 

3, 044, 74G 
9, 086, 930 
3, 551, 970 

Pounds 
9U, 1:12 
56, 240 

3, 230 
213, 719 

1, 200 

Pounds 
120, 507 
89, 194 

13, 771 
149, 118 

990 

Total 19, 063, 295 
~ 

19, 674, 803 18, 684, 039 19, 539, 907 373, 581 373, 580 

1951-5-13556 
T. 288 

Tobacco and snuff manufactured in and removed from domestic fartories auring 
the snonth, of December 1950, compared saith the same month of 19/9 

Manufactured 
Tax-paid 

Removed 

Tax-free 

December 
1950 

December 
1949 

December 
1950 

December 
1949 

December 
1950 

December 
1949 

lug P 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking 
SnuQ 

Pounds 
& 

652, 798 
341, 687 
219, 200 

2, 688, 788 
5, 625, 543 
2, 998, 062 

Pounds 
2, 904, OBG 

432, 755 
219, ?3G 

3, 086, 219 
6, 970, 845 
3, 505, 234 

Pounds 
2, 499, 624 

269. 777 
218, 812 

2, 755, 650 
5, 487, 396 
3, 044, 170 

Pounds 
2, 815, 243 

331, 097 
215, 90fi 

2, 920, 74G 
6, 951, 741 
3, 529, 912 

Pounds 
140, 053 
93, 925 

15, 265 
30'3, 016 

2, 593 

Pounds 
136, 910 
146, 096 

1, 247 
146, 765 

1, 051 

Total 14, 526, 078 17, 118, 875 14, 275, 429 16, 764, 645 554, 852 432, 069 

~ All figures are subject to revision until incorporated in the total for the calendar year to be published 
in the Commissioner's annual report. 
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1951-6 — 1'5562 
T. 290 

Tobacco and snuff manufactured in and removed from domestic factories during 
the month of January 1951, compared tcith the same month of 1990 

Manufactured 
Tsx-paid 

Removed 

Tax-free 

January 
1951 

January 
1950 

January 
1951 

January 
1950 

January 
1951 

January 
1950 

Plug. . ---------------------- 
Twist 
Fine-eut chewing 
Scrap skewing 
8moking . 
Snuil 

Pounds 
3, 464, 438 

441, 408 
237, 347 

3, 447, 976 
8, 510, 002 
3, 708, 387 

Pounds 
3 501 297 

496, 933 
220, 314 

3, 347, 138 
8, 482, 642 
2, 933, 296 

Pounds 
S 534 753 

399, 086 
240, 197 

3, 459, 021 
8, 284, 336 
3, 717, 279 

Pounds 
3 596 l!15 

402, 149 
219, 432 

3, 418, 347 
8, 297, 7G8 
2, 923, 2i7 

Pounds 
116, 513 
60, 520 

13, 105 
200, 118 

2, 306 

Pounds 
22, !i81 
92, G42 

640 
114, 242 

816 

Total 19, 809, G18 18, 981, 620 
~ 

19, 634, 672 18, 857, 5 8 
~ 

392, 562 
i 

231 O21 

1951 — 8 — 1. &575 
T. 298 

Tobacco and snuff manufactured in and ren!oved fiom domestic factories dn!i!!g 
the month of Ecbr uary 1951, compared uith the same n!oath of 1950 

Manufactured 
Tsx-paid 

Removed 

Tsx. free 

Fehruary 
1951 

February 
1950 

February 
1951 

Fehruary 
1 950 

February 
1951 

1'ehruary 
1950 

Plug 
Tw!St 
Fine-cut chewing 
Scrap chewing 
Smoking 
5 nuit. 

Pounds 
3, 344, 447 

367, 449 
227. 321 

3, 129, 399 
7, 788, 698 
3, 292, 869 

Pounds 
3, 0!18, 108 

4o5, 257 
208, 616 

3, 261, 303 
7, 919, 837 
2, 925, 119 

1'ounds 
3, 053. 536 

310, 333 
222, 133 

3, 039, 901 
7, 462, 290 
3, 250, 484 

I ounds 
2, 9S5, 888 

322, 516 
210, 490 

3, 140, 443 
7, SUS, 035 
2, 907, 892 

Pounds 
80, 400 
3G, 534 

13, 010 
233, 895 

1, 170 

Pounds 
36, 085 
84, 210 

526 
149, 915 

475 

Total 18. 150, 183 17, 867, 240 8, -;, , 64~ 6, 00 270, 211 

958290' — 51 — 12 
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1951-10-18598 
T. 297 

Tobacco and snuff manufactured in and removed from domestic factories during 
the month of Narch 1951, compared toith the same month of 1950 

Manufactured 
Tax-paid 

Removed 

Tsx-free 

March 
1951 

March 
1950 

March 
1951 

March 
1950 

March 
1951 

March 
1950 

PRIK 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking 
Snuff 

Pounds 
3 345 551 

422, 992 
230, 710 

3, 329, 041 
8, 784, 148 
3, 564, 523 

Pounds 
3. 747, 631 

481, 907 
229, 390 

3, 626, 278 
10, 198, 755 
3, 747, 117 

Pounds 
3, 222, 698 

345, 118 
233, 584 

3, 178. 526 
S, 324, 435 
3, 506, 497 

Pov, nds 
3, 599, 761 

379, 769 
226, 822 

3, 557, 551 
9, 943, 997 
3, 713, 236 

Pounds 
217, 812 

56. 630 

31. 979 
527, 727 

2, 835 

Pounds 
93. 813 
93, 345 

922 
199, 325 

1, 361 

Total lh 676, 96o 22, 031, 078 1S, S10, 858 21, 421, 136 

1951-19-18606 
T. 800 

Tobacco and snuff manufactured in and removed from dontestic factories during 
the month of sprit 1951, compared tcith the same month of 1950 

Manufactured 
Tax-paid 

Removed 

Tax-free 

April 1951 April 1950 April 1951 April 1950 Apri1 1951 April 1950 

Plug 
Twist 
Fine-cut chewing 
Scrap chewing 
Smoking 
Snuff. 

Pounds 
3, 045, 611 

379, 331 
212, 173 

3, 036, 674 
8, 732, 338 
3. 299, 414 

Pounds 
2, 903, 946 

414, 307 
207, 453 

2, 828, 712 
8, 390, 762 
3, 353, 459 

Pounds 
2, 928, 444 

314, 992 
214, 572 

2, 934, 825 
5, 106, 075 
3, 236, 837 

Pounds 
3, 020, 397 

337, 239 
200, 827 

2, 907, 769 
8, 2S2, 805 
3, 373, 861 

1 eundo 
85, 306 
45, 282 

21, 941 
518, 036 

2. 385 

Pounds 
35, 938 
93, 465 

792 
144, 272 

569 

Total 18, 705, 541 18, 098, 639 17, 735, 745 1S, 122, 898 672, 950 275, 036 
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CIGARETTES AND SMALL CIGARS ' 

1M1 — 1-13514 
T. 283 

Cigarettes and small cigars manufactured in and removed from domestic factories 
during the month of November 1900, comparefl toith the same nronth of 19/9 

Small cigarettes Large cigarettes Small oignrs 

1950 1949 1950 1949 1950 
t 

19 19 

Manufactured 
Removed tnx-paid 
Removed tsx-free 

32, 728, 862, 373 
29, 82. ;, 2A, 05 

2, 836, 517, 513 

32, 158, 104, 203 
29, 657, 36G, 822 

2, 214, 860, 273 

43, 100 
67, 500 

25, 200 
22, ti50 

6, 412, 830 8, 563, 210 
6, 599, 910 8, 927, 590 

36, 000 

1951-3 — 13540 
T. 286 

Cigarettes and small cigi?rs manufactured in and remot ed from domestic factories 
during the month of Decentber 1900, compared tcith the same nionth of 19779 

SmnU cigarettes Large cigarettes Small cigars 

1950 1949 1950 1949 1950 1949 

Manufactured 
Removed tsx-pnid 
Removed tnx-free 

27, 219, ?75, 739 26, 512, 991, G42 
25, 000, 314, 48ii 24, 77a, G90, 646 

2, 618, GGG, 608 2, 431, 542, 453 

52, 600 
54, 500 

300 

116, 020 
118, 720 
200, 000 

5, 080, 820 
5, 415i, 500 

9, 000 

5 54S 880 
6, 751, 420 

1951-5-13557 
T. 289 

Cigarettes and small cigars manufactured in and removed frowst domestic factories 
during the month of tunuartt1901, compared icith the same nfonth of 1900 

Small cigarettes Large cigarettes Small cigars 

1951 1950 1951 1950 1951 1950 

Manufactured . 36, 301, 971, 073 31, 501, S24, 695 
Removed tsx-paid 33, 474, 407, 170 29, 289, 815, 210 
Removed tsx-free 2, 344, 070, 826 1, 972, 640, 943 

87, 000 
87, 480 

600 

40, 330 
41, 930 

7, 064, 390 
G, 490, 080 

6, 899, 030 
5, 777, 630 

2, 000 

'All figures are suh}ect to revision until incorporated ln the total for the calendar veer to be published 
fn the Commissioner's annual rcport. 
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1951-8-13573 
T. 2M 

Cigarettes and small cigars manufactured in and removed from, domestic 
factories during the month of Eebruarg 1951, compared with the same month 
of 1950 

Small cigarettes Large cigarettes Small cigars 

1951 1050 1951 1950 1951 1950 

Manufactured 31, 841, 066, 595 27, 839, 445, 035 
Removed tsx-paid 28, 857, 361, 007 25, 645, 031, 815 
Removed tsx-free 3, 003, 068, 348 2, 177, 638, 228 

44, 900 
39, 700 

6, 000 

39, 600 6, 294, 420 
39, 800 4, 819, 620 

6, 451, 910 
3, 733, 100 

1951-9-18584 
T. 294 

Cigarettes and small cigars manufactured in and remored from domestic factories 
during the month of 31arch 1951, compared with the same month of 1950 

Small cigarettes Large cigarettes Small cigars 

1951 1950 1951 1950 1951 1950 

Manufactured 
Removed tsx-paid 
Removed tsx-free 

33~ 562~ 293~ 61 5 
30~ 160~ 474' 516 

3~ 599~ 997~ 141 

34) 076) 507~ 793 
32, 036, 161, 847 

2, 146, 058, 354 

92, 550 
91, 350 

300 

91, 500 
83, 650 

6, 000 

5, 757, 700 
5, 052, 400 

12, 000 

3, 686, 070 
6, 166, 390 

30, 000 

195l-11-18598 
T. 298 

Cigarettes and small cigars manufactured in and remored from domestic 
factories during the month of April 1951, compared with the same month of 
1950 

Small cigarettes Large cigarettes Sms]l cigars 

1951 1950 1951 1950 1951 1950 

Manufactured 
Removed tax-paid 
Removed tax-free. . . 

32~ 955( 112 201 27 994 611 379 
29, 523, 969, 995 25, 828, 764, 543 

8, 158, 525, 879 1, 974, 030, 192 
65, 300 

300 

29, 200 
30, 050 

4, 640, 690 
4, 092, 710 

2, 861, 500 
4, 582, 150 
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LARGE CIGARS' 

1951 — I — 1 &516 
T. 284 

large cigars manufactured in and remof&ed from dome~tie factories during the 
month of October 1990, compared tcith the same fnonth of 19/9 

October 1950 October 1949 

Manufactured 

Removed; 
Tax-paid— 

Class A „ 
Class B 
Class C 
Class D 
Class F. 
Class F 
Class G 

Total tax-prdd 
Tax. free 

549, 322. 382 

2, 204 59\ 
15, 793, 057 

189, 114, 6ps 
59. 406, 2, 4 

222, 71L 832 
11. 239, 989 
8, 743, 328 

509, 213, 679 
5, 73S, 543 

511, 450, P71 

2, 786, 400 
17, 099, 650 

176, 781 929 
53, 331, 436 

225, 707. 424 
10, 092, 782 
7. 824, 960 

493, 024, 581 
4, 540, 648 

195&1~1'3549 
T. 287 

I, urge cigars manufactured in and rcrnoced from domestic factories &turing the 
month of Norcfnber 1990, conrpared tofth the same month of 19ff9 

November 1950 November 1949 

Manufactured 

Removed: 
Tax paid 

Cls, ss A 
Class 8 
Class C 
Class D 
Class E. 
Class F 
Class G 

Total ts x-paid 
Tax-free 

614, 107, 528 

1, 854, 510 
14, 238, 475 

190, 861, 665 
56, 490, 068 

231, 240, 276 
13, 794, 909 
21, 283, 010 

529, 812, 013 
3, 958, 627 

504, S94, 208 

2, 938, 450 
18, GGG, 985 

179, 049, 422 
5S, 200, 727 

239, 276, 075 
12, 179, 211 
9, 70G, 037 

519, 956, 907 
3, 895, 722 

~ All bgures are subject to revision until incorporated in the total for the calendar year to be published 
n the Commissioner's annual report. 
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1951-7-18569 
T. 291 

Large cigars manufactured in and removed from domestic factories during the 
month of December 1950, compared toith the same month, of 19119 

December 1950 December 1949 

Manufactured 

Removed: 
Tax-paid— 

Class A. 
Class B 
Class C 
Class D 
Class E. 
Class F. 
Class G 

Total tax-paid 
Tax-free. 

358, 549, 381 

1, 531, 269 
13, 095, 463 

128, 100, 667 
41, 799, 364 

174, 895, 151 
1, 030, 783 
5, 230, 196 

365, 682, S93 
6, 417, 600 

359, 275, 789 

2, 166, 333 
13, 906, 641 

119, 292, 192 
44, 139, 119 

183, 962, 593 
9, 190, 442 
5, 926, 503 

378, 583) 823 
1, 715, 854 

1951-10-18591 
T. 295 

Large cigars manufactured in and removed from domestic factories during the 
month of January 1951, compared tenth the same month of 1950 

January 
1951 

January 
1950 

Manufactured 

Removed: 
Tax-paid- 

Class A 
Class B 
Class C 
Class D 
Class E 
Class F 
Class G 

Total tax-paid 
Tax-free 

484, 377, 089 

1, 318, 472 
15, 672, 904 

174, 932, 361 
46, 546, 950 

188, 081, 945 
11, 377, 813 
3, 928, 401 

441, 85S, 846 
5, 858, 650 

438, 030, 785 

1, 323, 351 
16, 951, 901 

140, 314) 544 
40, 840, 408 

181, 931, 409 
7, 186, 173 
4, 077, 117 

392, 624, 903 
2, 052, 095 

1951-10-18592 
T. 296 

Large cigars manufactured in and remored from domestic factories during the 
xnouth of Eebruary 1951, compared with the same month, of 1950 

February 1951 February 1950 

Manufactured 

Removed: 
Tax-paid— 

Class A 
C 
C lass C 
Class D 
C 
C 
Class G 

Total tax-paid 
Tax-free 

471, 290, 161 

1, 436, 838 
12, 242, 940 

162, 074, 593 
44) 107, 439 

182, 384, 515 
8, 338, 679 
6, 6S2, 493 

416, 267, 497 
6, 512, 706 

469, 095) 133 

1, 617, 720 
15, 283, 260 

135, 722, 303 
44, 107, 990 

191, 389, 276 
7) 689, 316 
5, 056, 857 

400, 866, 722 
3, 843, 600 
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1951-11-18599 
T. 299 

Zarge cigars manufactured in and removed from domestic factories during the 
month of fftarch 1951, compared with the same month of 1950 

Mauufseturcd. 

Removed: 
Tsx-paid- 

Clsss A 
Class B 
Class C 
Class D 
Class E 
Class F 
Class Q 

Total tax-paid 
Tax-free. 

1, 475, 725 
11, 445, 118 

157, 624, 078 
45, 346, 212 

177, 198, 060 
8, 606, 746 
5. 723, 539 

I, 734, 444 
16, 338, 223 

149, 241, 994 
49, 263, 388 

197, 932, 794 
10, 986, OS9 
6, 121, 698 

407 419 478 I 431 618 630 
7 154 599 3, 224 804 

March 1951 March 1950 

492, 092, 537 
~ 

464, 314, 814 

1951-18-18614 
T. 801 

targe cigars manufactured in and removed from domestic factories during the 
nlonth of April 1951, compared tcith the same month of 1950 

April 
1951 

April 
1950 

Msuufactured 

Removed: 
Tsx-paid— 

Class A 
Class B. 
Class C 
Class D 
Class E 
Class F 
Class Q 

Total lax-paid. 
Tax-free 

456, 064, 660 

1, 195, 939 
13, 639, 322 

150, 75(i, 924 
43, 751, 626 

194, 285, 300 
9, 166, 484 
5, 218, 656 

418, 064, 251 
10, 381, 656 

379, 974, 438 

1, 438, 714 
15, 437, 201 

136, 163, 993 
42, 898 508 

174, 483, 870 
7, 254, 753 
5. 457, 552 

383. 134, 596 
3, 855, 205 





LEGISLATION 

1951-o — IM2G 
H. R. 9840. PUBI. IC LAW 878, EIGHTY-I IRST CONGRESS 

[CHAPTLclt 1137, SL&CONL& SESSION] 

An Act To exempt furlough travel of service personnel froln the 
tax on transportation of persons. 

Be it enacted by the Senate and House of Piepresentatiues of the 
United States of America in Congress assembled, That efiective ivith 
respect to amounts paid after the elate of enactment of this Act- 

(a) Section 12 of the Act of August 8, 1947& entitled "An Act to 
terminate certain tax provisions before the end of ziVorld 9 ar II" 
(61 Stat. 919), is hereby repealecl. 

(b) Section 8469(f) (2) of the Internal Revenue Cocle is hereby 
amencled to read as follows: 

(2) EREAzPrzoN oF MEAzBERB oF lizzz. zTARV AND NAvAL SERrzcE, — The tax 
imposed by this section shall not apply to the payment for transportation or 
facilities furnished under special tarit'ts providin ~ for fares of not more tlmn 
2. 02o cents per mile applicable to round-trip tickets sold to personnel of the 
United States Army, Air Force, Navy, Marin&e Corps, and Coast Guard travel- 
ing in uniform of the United States at their ozvn expense when on offi& ial 
leave, furlough, or pass, including authorized cadets and midshipmen, issued 
on presentation of properly executed certificate. 

Approved December 15, 1950. 

1951 — o-13580 
H. R. 9913. PUBLIC LAW 907, EIGHTY-FIRST CONGRESS 

[CHAPTER 1198, SEC'OND SESSION] 

An Act To prevent penalties and additions to tax in case of failure 
to meet requirements with respect to estizuated tax by reason of in- 
creases imposed by the Revenue Act of 1950. 

Be it enacted by the Senate and House of A'zprcsentatives of the 
United States of America in Congress asseznbled, Tlzat section 115 of 
the Internal Revenue Code (relating to penalties with respect to fail- 
ure to file returns, pay tax, etc. , ) is ~amendecl by relettering subsection 
(e) as subsection (f) and by adding after subsection (cl) a new sub- 
section (e) as follows: 

(e) In the case of taxable years beginning prior to October 1, 1MO, ancl ending 
after September 30, 1980, the penalties prescribed by this section slzall not be 
applicable if the taxpayer failed to meet the requirements of section 204(d) (2) 
(relating to substantial underestimate of estinmted tax), by reason of the in- 
crease in normal tax and surtax on individuals imposed by section 101 of the 
Revenue Act of 1950. 

SEc. 2. Paragraph (9) of subsection (d) of section 294 of the In- 
tel'nal Revenue Code is anlended by adding at the end of paragraph 

(177) 



178 

(9) a new sentence reading as follows: "In the case of taxable years 
beginning prior to October 1, 1950, and ending after Septelnber 80, 
1950, the additions to tax prescribed by this subsection shall not be 
applicable if the taxpayer failed to meet the 80 per centum and 662/3 

per centum requirements of this paragraph by reason of the increase 
in normal tax and surtax on individuals imposed by section 101 of the 
Revenue Act of 1950. " 

Approved January 9& 1051. 

1051-8-18585 

H. J. RES. 554. PUBLIC LAW 908, EIGHTY-FIRST CONGRESS 
[CHAPTER 1196, SECOND SESSION] 

Joint Resolution Amending section 3804 of the Internal Revenue 
Code. 

Resol~ed by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 8804 of the 
Internal Revenue Code is hereby amended by adding at the end thereof 
the following new subsection: 

(f) ADDITIoNAL TIME To BE DIsREGARDED. — In the case of an individual serving 
in the Armed Forces of the United States, or serving in support of such Armed 
Forces, in an area designated by the President of tbe United States by Execu- 
tive order as a "combat zone" for the purposes of section 22(b) (13), at any time 
during the period designated by the President by Executive order as the period 
of combatant activities in such zone for the purposes of such section, or hos- 
pitalized outside the States of the Union and the District of Columbia as a re- 
sult of injury received while serving in such an area during such time, the period 
of time disregarded under this section, notwithstanding the limitations of sub- 
sections (a) and (c), shall include tbe period of service in such area, plus the 
period of continuous hospitalization outside the States of the Union and the 
District of Columbia. attributable to such injury, and the next one hundred and 
eighty days thereafter. 

Approved January 2, 1051. 

1951~18547 
H. R. 7303. PUBLIC LAW 918 EIGHTY FIRST CONGRESS 

[CHAPTER 1226, SECOND SESSION] 

An Act To amend section 120 of the Internal Revenue Code 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That section 190 
of the Internal Revenue Code (relating to unlimited deduction for 
charitable and other contributions) is hereby amended by striking 
out "in respect of preceding taxable years" and inserting in lieu 
thereof "in respect of such year or preceding taxable years". 

SEC. B. The a, mendment made by this Act shall be applicable to 
taxable years beginning after December 81, 1942. 

Approved January 11, 1051. 
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1051 — 4-13548 

H. R. 9704. PUBLIC LAW 919, EIGHTY-FIRST CONGRESS 
[CHAP'1'ER 1227, SECOND SESSION] 

An Act To amend section 22(d) (6) of the Internal Revenue Code 

Be it enacted by the Senate anct Ilouse of Piepresentatz~es of the 
United States of America in Congress assembled, That section 
&i2(d) (()) (relating to the involuntary liquiclation and replacement of 
elective inventories) of the Internal Revenue Code is hereby anlended 
as follows: 

(a) By amending the title of subparagraph (~V) thereof to reacl as 
follows: 

(A) Acljustment of Net Incoine and Resulting Taz. — Years be inning 
prior to January 1, 1948. 

(b) By striking out in subparagraph (h. ) thereof "January 1, 1051" 
and by iiiserting in lieu thereof "January 1, 105o&". 

(c) The ameiidments macle by this section shall be applicable ivith 
respect to taxable years beginning after December 01, 1040. 

SEC. 2. LIQUIDATIONS IN TAXABI E YEARS ENDING AFTER JUNE 30, 
1959, AND PRIOR TO JANUARY 1, 1954. 

(a) 117 GzNzR&n. — Section Bo(d) (()) of the Internal Revenue Code 
is hereby amended by the adclition of the following subparagraph: 

(F) Years Ending After June 30, 1950, and Prior to January 1, 1954. 
(i) Adjustment of Net Incoiue and Resulting Tax. — If, for any 

taxable year ending after June 30, 1950, and prior to January 1, 
1954, the closing inventory of a taxpayer inventorying goods uiider 
the method provided in this subsection reflects a decrease froni the 
opening inve&itory oi such goods for such year, and if the taxpayer 
elects, at such time and in such manner and subject to sucli regu- 
lations iis the Commissioner with the approval of the Secretary may 
prescribe, to have the provisions of this paragraph apply, an&1 if it 
is establishe&1 to the satisfaction of the Couiuiissioner, in accordance 
with such regulations, that such decrease is attributable to the 
involuntary liquidation of such inventory as dciined iu subpara- 
graph (B) (as modified by clause (ii) of this subparagraph), and 
if tbe closing inventory of a subsequent taxable year, ending prior 
to January 1, 195&6, reflects a replaceinent, in whole or in part, of the 
goods so previously liquidated, the net income of the taxpayer other- 
wise determined for the year of such involuntary liquidations shall 
be increased by an amount equal to the excess, if any, of the aggre- 
gate cost of such goods reflected in the opening inventory of the 
year of involuntary liquidation over the aggregate replacemeut cost, 
or decreased by an amount equal to the excess, if any, of the aggre- 
gate replacement cost of such goods over the aggregate cost thereof 
reflecte&1 in tlie opening inventory of the year of the involuntary 
liqnidation. The taxes imposed by this chapter and by chapter 2 
for the year of such liquidation, for preceding taxable years, and 
for all taxable years iiitervening between tbe year of liquidation 
and the year of replacement shall be redeteimined, giving effect to 
such adjustments. Any increase in such taxes resultin froin such 
adjustments shall be assessed and collected as a deficiency but with- 
out iriterest, and any overpayment so resulting shall be credited or 
refunded to the taxpayer without interest. 

(ii) Definition of Invoituitary Liquidation. — For the purposes of 
this subparagraph the term "involuntary liquidation" shall have the 
iueaning given to it in subparagraph (B) and, in addition, it shall 
mean a failnre, as referred to in that subparagraph, on the part of 
the taxpaver due, directly and exclusively, to disruption of norinal 
trade relatious between countries. For tlie purposes of this sub- 
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paragraph the words "enemy" and "war", as used in subpara- 
graph (B), shall be interpreted, pursuant to regulations prescribed 
by the Secretary, in such a way as to apply to circumstances, occur- 
rences and conditions, lacking a state of war, which are similar, by 
reason of a state of national preparedness, to those which would 
exist under a state of war. 

(iii) Application of Subparagraphs (C) and (E) . — Subpara- 
graphs (C) and (E), to the extent that they refer to any taxpayer 
subject to the provisions of subparagraph (A) or to the adjustments 
specified in or resulting from the effect of subparagraph (A), shall 
be as applicable to a taxpayer subject to the provisions of this 
subparagraph or to adjustments specified in or resulting from the 
eifect of this subparagt'aph as though they specifically referred to 
this subparagraph. For this purpose, and with respect to the tax- 
able years covered by this subparagraph, the reference in subpara- 
graph (E) to section 784(d) shall be taken as a reference to 
section 450(d). 

(b) EFFEOYivF. DArz. — The amendment made by this section shall 
be applicable with respect to taxable years ending after June 30, 1950. 

Approved January 11, 1951, 

1951 — 7 — 1M68 

H. J. RES. 87. PUBI. IC LAW 2, EIGHTY-SECOND CONGRESS 
[CHAPTER 2, FIRST SESSION ] 

Joint Resolution Amending section 5012 of the Internal Reve- 
nue Code. 

Resolved by the Senate and House of Representatives of the United 
States of America in Congress assentbled, That section 5012 of the 
Internal Revenue Code (relating to powers of the Joint Committee 
on Internal Revenue Taxation to obtain data) is hereby amended 
by adding at the end thereof the following new subsection: 

(c) Subsections (a) and (b) shall be applied in accortlance with their pro- 
visions without regard to Reorganization Plan Numbered 26 of 1950 or to any 
other reorganization plan becoming effective on, before, or after the date of the 
enactment of this subsection. 

Approved February 28, 1951. 

1951-8-18574 
H. R. 1724. PUBLIC LAW 9, EIGHTY-SECOND CONGRESS 

[CHAPTER 15, FIRST SESSION] 

An Act To provide for the renegotiation of contracts, and for other 
purposes. 

Be it enacted by the 8enate and House of Representatives of the 
United States of America in Congress assembled, That this Act may 
be cited as the "Renegotiation Act of 1951". 

TITLE I — RENEGOTIATION OF CONTRACTS 

SEC. 102. CONTRACTS SUBJECT TO RENEGOTIATION. 

e e e e 

(d) SUsPENsIQN oF CERTAIN PRQFIT LIMITATIDNs. — Notwithstand- 
ing any agreement to the contrary, the profit-limitation provisions 
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of the Act of March 27, 1984 (48 Stat. 503, 505), as amended and 
supplemented, and of section 505(b) of the Merchant Marine Act, 
1966, as amended and supplemented (46 U. S. C. 1155 (b) ), shall not 
apply, in the case of' such Act of March 27. 1964, to any contract or 
subcontract if any of the receipts or accruals therefrom are subject to 
this title, and, in the case of the Merchant Marine Act, 1936, to any 
contract or subcontract enterecl into after December 31, 1950, if any 
of the receipts or accruals therefrom are subject to this title. 

TITLE II — MISCELLANEOUS PROVISIONS 

SEC. 20L FUNCTIONS UNDER WORLD WAR II RENEGOTIATION ACT. 

(c) AiirrxnwrFNT or TIIR RENrooTr. nroN Acr. — Subsection (a) (4) 
(D) of the Renegotiation Act is anrencleci by inserting at the encl 
thereof the follow~ing: "A net renegotiation rebate shall not be repaicl 
unless a claim therefor has been filecl with the Boarcl on or before the 
date of its abolition, or unless a claim shall have been filecl with the 
Administrator of General Services (i) on or before June 80, 1951, or 
(ii) within ninety days after the making of an agreement or the entry 
of an orcler uncler subsection (c) (1) cletermining the amount of exces- 
sive profits, whichever is later. A claim shall be deemed to have been 
filed when received by the Boarcl or the Aclministrator, whether or 
not accompanied by a statement of the Commissioner of Internal 
Revenue showing the amortization deduction allowed for the renego- 
tiated year upon the recomputation made pursuant to section 124(d) 
of the Internal Revenue Code. " 

(d) TRANsI'zR oF CERT. ~TN FUNcTIQNs. — All powers, functions. and 
duties conferred upon the %Var Contracts Price Acljustment Boarcl by 
subsection (a) (4) (D) of the Renegotiation Act, subject to the amencl- 
ment thereof by subsection (c) of this section, are hereby transferred 
to the Administrator of General Services. 

(f) RrFUvns. — All refuncls unclear subsection '(a) (4) (D) of the 
Renegotiation Act (relating to the recomputation of the amortization 
deduction), all refunds under the last sentence of subsection (i) (3) 
of such Act (relating to excess inventories), and all amounts finally 
adjudged or determinecl to have been errorreously collected by the 
United States pursuant to a determination of excessive profits, with 
interest thereon in the last mentioned case at a rate not to exceecl 4 
per centum per annum as nray be determined by the Administrator of 
General Services or his duly authorized representative computecl to 
the date of certification to the Treasury Department for payment, 
shall be certified by the Administrator of General Services or his duly 
authorized representative to the Treasury Department for payment 
from such appropriations as may be available therefor: Provr'ded, 

Tlrat such refunds shall be based solely on the certificate of tHe Aclmin- 

istrator of General Services or his duly authorized representative. 
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SEC. 203. AMENDMENT OF SECTION 3806 OF THE INTERNAL REVENUE 
CODE. 

Section 8806(a) (1) of the Internal Revenue Code is hereby 
amended by striking out subparagraphs (A), (B), and (C) and 
inserting in lieu thereof the following: 

(A) The term "renegotiation" includes any transaction which is a 
renegotiation within the meaning of the Federal renegotiation act applicable 
to such transaction, any modification of one or more contracts with the 
United States or any agency thereof, and any agreement with the United 
States or any agency thereof in respect of one or more such contracts or 
subcontracts thereunder. 

(B) The term "excessive profits" includes any amount which constitutes 
excessive profits within the meaning assigned to such term by the applicable 
Federal renegotiation act, any part of the contract price of a contract with 
the United States or any agency thereof, any part of the subcontract price 
of a subcontract under such a contract, and any profits derived from one or 
more such contracts or subcontracts. 

(C) The term "subcontract" includes any purchase order or agreement 
which is a subcontract within the meaning assigned to such term by the 
applicable Federal renegotiation act. 

(D) The term "Federal renegotiation act" includes section 403 of the 
Sixth Supplemental National Defense Appropriation Act (Public 528, 77th 
Cong. , 2d sess. ), as amended or supplemented, the Renegotiation Act of 
1948, as amended or supplemented, and the Renegotiation Act of 1951, as 
amended or supplemented. 

Approved March 28, 1951. 

1951-9-18588 

H. R. 2208. PUBLIC LAW 12, EIGHTY-SECOND CONGRESS 
[CHAPTER 19, FIIIST SESSION] 

An Act To authorize the payment of interest on series E savings 
bonds retained after maturity, and for other purposes. 

Be it enacted by the Senate and B'otue of Representatives of the 
United States of America in Congress assembled, That subsection 
(b) of section 22 of the Second Liberty Bond A. ct (81 U. S. C. 
757c(b) ) is amended by inserting "(1)" after "(b)" and adding the 
following new paragraph: 

(2) The Secretary of the Treasury, with the approval of the President, is 
authorized to provide by regulation that owners of series E savings bonds there- 
after maturing may, at their option, retain the matured bonds and earn interest 
upon the maturity values thereof for not more than ten years at rates consistent 
with the provisions of paragraph (1). 

SEc. 2. ERective with respect to taxable years ending after the date 
of the enactment of this Act, section 42 of the Internal Revenue Code 
is amended— 

(1) by inserting after "stated intervals" in the first sentence 
of subsection (b) the following: "or owning an obligation 
described in paragraph (2) of subsection (d) "; 

(2) by inserting after "acquisition" in the last sentence of 
subsection (b) the following: "(or, in the case of an obligation 
described in paragraph (2) of subsection (d), the date of acqui- 
sition of. the series E bond involved) "; and 

(8) by adding at the end of such section the following new 
subsection: 



(d) 3fATt&i&FD UNiTED STATEs SAvINGs BGNDs. — In the case of a taxparer who— 
(1) holds a series E United States savings bond at the date of maturity, 

alltl 
(2) pursuant to regulations prescribed under the Second Liberty Bond 

Act retains his investment in the maturity value of such series E boud in an 
obligation, other than a current income obligation, which matures not more 
than ten years from the date of maturity of such series E bond, 

the increase in redemption value (to the extent not previously includible iu 
gross incpme) in excess of the amount paid for such series E bond shall be in- 
cludible in gross income in the taxable year in which the'obligation is finally re- 
deemed or in the taxable year of final maturity, whichever is earlier. The pro- 
visions of this subsection shall not apply to a corporation, and shall not apply in 
the case of any taxable rear for which the taxpayer's net income is couiputed 
upon the basis of the accrual method of accounting or for which an electio~ made 
by the taxpayer under subsection (b) is al&plicable. 

Approved March 26, 1!)'1. 

1951-12-13604 

H. R, 186. PUBLIC LAW 29, EIGIITY-SECOND CONGRESS 
[CHAI'TElt 56, I'IRST SESSION] 

An Act Allowing the consumer of gasoline to deduct, for income 
tax purposes, State taxes on gasoline iiuposed on tbe ivbulesaler and 
passed on to the consuiuer. 

Be it enacted by the Senate and House of Representatit'es of the 
United States of America in Congress assembled, That section 23(c) 
(3) of the Internal Revenue Code (relating to deduction of retail 
sales taxes) is hereby amended to read as follovvs: 

(8) GAsoIINE AND RETAIL sALEs TAxEs. — In the ease of a tax imposed by 
any State, Territory, District, or possession of the United States, or any 
political subdivision thereof, upon persons engaged in selling taugible per- 
sonal property at retail, or upon persons selling gasoline or other motor 
vehicle fuels either at wholesale or retail, which is iueasured by the gross 
sales price or the gross receipts from the sale or wbicli is a stated sun& 
per unit of such property sold, or upon persons engaged in furnish- 
ing services at retail, which is measured by the gross receipts for furuishin 
such services, if the amount of such tax is separately stated, then to the 
extent that the amount so stated is paid by the consumer (otherwise than 
in connection with the consumer's trade or business) to bis vendor such 
amount shall be allowed as a deduction in computing the net inconie of 
such consumer as if such amouut constituted a tax imposed upon and l&aid 
by such consumer. 

Szc. 2. The amendment made by this Act shal'l apply to taxable 
years beginning after December 31& 1950. 

Approved May 12, 1951. 

1951-13-13610 

II. It. 2054. PUBLIC LAW N, EIGHTY-SECOND CONGRESS 
[CHAPTER 02, FIRST SESSION] 

An Act To amend section 10 of Public Law 378, Eighty-first Con- 
gress [C. B. 1949 — 2, 275]. 

Be it enacted by the Senate and House of Representatis&es of the 
United States of America in Congress assembled, That subsection (b) 
of section 10 of the Act entitled "An Act to amend certain provisions 
of' the Internal Revenue Code", approved October 25, 1949 (I'ublio 
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Law 878 [C. B. 1949 — 2, 275]), is hereby amended (1) by striking out 
"within one year from such date" and inserting in lieu thereof "at 
any time prior to January 1, 1952", and (2) by striking out "within 
one year from the date of the enactment of this Act" and inserting in 
lieu thereof "prior to January 1, 1952". 

Approved May 17, 1951. 

1951-18-18611 

H. R. 8190. PUBLIC LAW 85, EIGHTY-SECOND CONGRESS 
[CHAPTER M, I'IRST SESSION] 

An Act To amend section 158(b) of the Internal Revenue Code 

Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That, effective with 
respect to taxable years beginning after December 81, 1949, section 
158(b) of the Internal Revenue Code (relating to special returns re- 
quired from trusts claiming charitable, etc. , deductions under section 
162 (a) of such Code) is hereby amended by adding at the end thereof 
the following: 

This subsection shall not apply in the case of a taxable year if all the net 
income for such year, determined under the applicable principles of the law of 
trusts, is required to be distributed currently to the beneficiaries. 

Approved May 17, 1951. 

1951-18-18612 

H. R. 3886. PUBLIC LAW 88, EIGHTY-SECOND CONGRESS 
[CHAPTER 108, FIRST SESSION] 

An Act To suspend certain import taxes on copper 

Be it enacted by the Senate and House of Eepresentatives of the 
United States of America in Congress assembled, That the import 
tax imposed under section 8425 of the Internal Revenue Code shall 
not apply with respect to articles (other than copper sulfate and 
other than composition metal provided for in paragraph 1657 of the 
TarifF Act of 198G, as amended, which is suitable both in its compo- 
sition and shape, without further refining or alloying, for processing 
into ca, stings, not including as castings ingots or similar cast forms) 
entered for consumption or withdrawn from warehouse for consump- 
tion during the period beginning April 1, 1951, and ending with the 
close of February 15, 1958, or the termination of the national emer- 
gency proclaimed by the President on December 16, 1950, whichever 
is earlier: Provided, That when, for any one calendar month during 
such period, the average market price of electrolytic copper for that 
month, in standard shapes and sizes, delivered Connecticut Valley& 
has been below 24 cents per pound, the TariÃ Commission, within 
fifteen days after the conclusion of such calendar month, shall so 
advise the President, and the President shall, by proclamation, not 
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later than twenty days after he has been so advised by the TariR Com- 
mission, revoke such suspension of the import tax imposed under 
section 8495 of the Internal Revenue Code. 

In determining the average market price of electrolytic copper for 
each calendar month, the Tariff Commission is hereby authorized and 
directed to base its findings upon sources commonly resorted to by 
the buyers of copper in the usual channels of commerce, including, 
but not limited to, quotations of the market price for electrolytic 
copper, in standard shapes and sizes, delivered Connecticut Valley, 
reported by the Engineering and Mining Journal's "Metal and 
Mineral Markets. " 

Approved May 22, 1951. 

958290' — 51 1$ 





COMMITTEE REP0RTS 

1951-2-185o7 
EXCESS PROFITS TAX ACT OI' 1950 

IHouse of Representatives Report No. 8142, 81st Cong. , 2d Sess. ] 
[December 2, 1950] 

Mr. Doughton, from the Committee on Ways and Means, submitted the follow- 
ing report [to accompany H. R. 9827]: 

The Committee on Ways and Means, to mhom was referred the bill (H. R. 
9827) to provide revenue by imposing a corporate excess profits tax, and for 
other purposes, having considered the same, report favorably thereon without 
amendment anil recommend that the bill do pass. 

I. GENZB~ STaTsbfEN'r 

This bill provides for raising revenue by the levying, collection, and pavinent 
of corporate excess profits taxes with retroactive effect to July 1, 1950. It thus 
carries out the mandate imposed upon the Committee on Ways and gleans by 
section 701(a) of the Revenue Act of 1950 which provides as follows: 

"The House Committee on Ways and Means and the Senate Committee on 
Finance are hereby directed to report to the respective Houses of Congress a bill 
for raising revenue by the levying, collection, and payment of corporate excess 
profits taxes with retroactive effect to October 1, or July 1, 1950, said bill to 
originate as required by article I, section 7, of the Constitution. Said bill shall 
be reported as early as practicable during tire Eighty-first Congress after Novem- 
ber 15, 1950, if the Congress is in session in 10oO after such date; and if the 
Congress is not in session in 1950 after November 15, 1050, said bill shall be 
reported during the first session of tlie Eighty-second Congress, and as early as 
practicable during said session. " 

The excess profits tax provided for in this bill is the second step in the financing 
of the vastly expanded military prograin resulting from hostilities in Korea. 

The first. step in this expaniled program was taken in the Revenue Act of 
1950 when corporation and individual income taxes &vere increased to proviile 
an estimated increase in revenue of $4. 5 billion annually. It is estimated that 
this bill will produce about $8 billion under the levels of corporate profits existing 
in tlie calendar year 1950 and about $4. 0 billion under the levels of corporate 
profits which may reasonably be expected in the calendar year 1951. Since 
commitments and obligations are now being made at a rate considerably above 
current expenditures and since many items of military procurement have to be 
ordered long in advance of deliveries, expenditures for the fiscal year 1052 
and later vears will be substantially above current levels. 

The Congress has just received a request for additional funds which mould 
increase the military and atomic energy appropriations by another $18 billion. 
This, if added to appropriations already acted upon, will increase military appro- 
priations for the fiscal year 1951 to a total of $41. 8 billion. 

One of the main objectives in imposing an excess profits tax is to reach cor- 
porate profits which have been swollen by the increased tempo of the economy. 
An excess profits tax selects for additional tax those corporations whose profits 
are higher than they probably mould have been in the absence of liostilities and 
a large military budget. By limiting the credit based upon income to 85 percent 
of the base-period caruings, the bill will reach some profits which are being 
sustained at the relatively high levels of the base period by the increased tempo 
of the defense economy. To increase the ordinary corporate income tax, in lieu 

(187) 



of imposing an excess profits tax, would create a hardship for those corpora- 
tions whose profits are declining and whi«h have realized no benefit fron& the 
defense boom. It is recognized that in a war economy there are nmny such 
corporations and your committee felt that it would be unfair to increase their 
tax without first collecting additional taxes from those corporations whose in- 
comes have actually been increased or sustained by tbe defense program. 

Your committee believes that an excess profits tax enacted at this time should 
not be too severe iu character. It is likelv that an emergency Tvill continue 
for an indefinite period. Under these conditions special care must be taken not 
to freeze production at its present level or in its present patteru. The tax must 
not interfere unduly with tbe normal adjustments of business to changes in the 
den&ands for its products or with the expansion of the industrial capacity of the 
Nation. Extensive relief provisions have been incorporated in the bill which 
it is believed will alleviate promptly most hardship cases which may arise under 
this tax. 

The committee opened public hearings on the excess profits tax proposal on 
November lfi and hearings &vere closed on November 22. Iiumediately after the 
enactment of the Revenue Act of 1990 the staffs of tbe Joiut Committee on In- 
ternal Revenue Taxation and the Tre" sury Department began working on this 
tax and consulted ivith groups representing various industries as to the problems 
involved in such a tax. 

II. REvENUE L~sTTT&f&TKs 

It is estimated that this bill will yield $3 billion in a full year of operations 
with corporate profits at tl&e level existing iu the calendar year 1900. It is 
believed that this would result in the impositiou of an excess profits tax on 
about 70, 000 corporations. 

With the level of corporate profits which may reasonably be expected in the 
calendar year 1901, it is estimated that this bill will yield $4. 0 billion in a full 
year of operation. On this basis about 80, 000 corporations will be subject to 
excess profits tax. 

III. DIE JoR PRovisioNs oF GENERAL APPL&cATToiv 

1. Tt&e rate, base, and pears of application. 
This bill has the effect of imposing an excess profits tax rate of 70 percent, 

This can be compared to an excess profits rate of Sfi&j percent at the end of 
IVorld War II after allowance is made for the 10 percei&t postwar refund pro- 
vided for by that tax. However, the combiued rate of the corporate income and 
excess profits taxes un&ler your committee's bill cannot exceed 67 percent of the 
corporation's net income. Under the World War II tax a similar ceiling limited 
the combined rate of the two taxes to somewhat more than 72 percent after 
allowance for tbe post&var refund. 

As in the ease of tbe W'orld War II tax, the taxpayer is given the choice of the 
higher of two alternative bases in determining ivhat proportiou, if any, of his 
income is to be subjected to excess pr&, fits tax. Tbe primary credit, or the credit 
likely to be generally used, is an average earnings credit based on average 
income in the 4 years 1M0 to 1040. The alternative is a credit based on a rate 
of return on "invested capital. " A similar choice vvas presented in the World 
War II tax. 

Your committee conceives of this tax as primarily a tax on increased profits 
due to the outbreak of hostilities and to large inilit&iry expenditures. This 
accounts for the primary emphasis upon the average earnings base. However. 
it is believed that a minimum rate of returu free of excess profits tax sboul&1 
be allowed taxpavers who happened to have poor earning experience in the base 
period. Therefore, taxpayei. s are offered an invested capital credit as an alter- 
iiative which places a floor on tbe rate of return assured before the iinpositiou 
of excess profits taxes. 

In section 701 of the Revenue Act of 1900 the House required this committee 
to report out an excess profits tax effective as of July 1, 1900, or October 1, 1050. 
After consideration of these two alternative eft'ective dates your cominittee 
concluded that an excess profits tax should be effective as of July 1, 1900. This 
is approximately the date of the outbreal- of hostilities and antc&lates the sub- 
stantial increase in corporate profits during the third and fourth quarters of 
1990 which resulted from the wave of buying following the start of hostilities. 
Your committee believes that this increase in purchases was in large measure 
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in anticipation of increased military expenditures and the resulting smaller 
production likely to be available to the civilian economy. Increased profits 
arising from such causes are as properly attributable to the outbreak of hostilities 
as profits arising directly from additional niilitary expenditures themselves. 

This excess profits taz is made effective in 1950 for calendar year corporations 
by imposing an excess profits tax for that year equal to one-half the tax which 
would be imposed in subsequent years. The tax does not apply to fiscal years 
which end prior to July 1, 1950. When a fiscal year begins prior to and ends 
after that date, the tax imposed will be a proportion of the tax computed on the 
basis of the full year's income. The portion is to be determined by dividing the 
number of days in the taxable year which are after June 80, 1950, by the total 
number of days in the taxable year. Fiscal years beginning after June 30, 1', )50, 
are fully taxable. These rules are similar to those applied for 1950 in making 
the changes in the corporate normal tax and surtax rates in the Revenue Act of 
1950 

2. Relation to corporate income tax. 
The excess profits tax provided by this bill is computed as an additional tax 

over and above the corporate income tax. The consolidated return privilege is 
made available as in the World %Var II statute. In general the coinputation of 
the excess profits tax is as follows: 

(o) First, the income tax is imposed on the entire amount of taxable net 
income. 

(b) Second, the normal tax net income, after certain adjustments, is 
reduced by the excess profits credit (that is, the portion of the corporation's 
income which for the purposes of this taz is considered normal) and any 
unused excess profits credit carried forward or back to the taxable year. 
The result is called the adjusted excess profits net income. 

(c) Third, an additional tax at the rate of 80 perceut is imposed on this 
adjusted excess profits net income. This, when added to the corporate in- 
come tax rate of 45 percent on income in excess of $25, 000, accounts for the 
75 percent rate on excess profits. 

Under the 1Vorld IVar II excess profits tax the so-called "two-basket" approach 
was followed. The corporate income tax was imposed only on income which 
was not subject to the excess profits taz and the excess profits tax (comparable 
to the 75 percent taz referred to above) was imposed on income in excess of the 
excess profits credit. 

Substantially the same tax burdens are achieved under either type of com- 
putation, but the type used in this bill is believed to be the simpler. Under this 
approach the income tax can be computed without regard to the excess profits 
tax, and subsequent adjustments in the excess profits credit will not require a 
recomplrtation of the income tax. Also, the method provided in this bill permits 
the complete consolidation of returns and procedures for assessing and collecting 
the income tax and the excess profits tax, which should reduce substantially the 
burden of administration and taxpayer compliance. Under the proposed pro- 
visions the income tax and the excess profits tax would be treated as one tax 
for the purpose of the computation of interest on refunds or deficiencies, the 
statute of limitations, credit and refund, the sending of 90-day letters, etc. 
8. The mininilm credr't. 

The bill provides for a minimum credit of $25, 000, Any taxpayer which upon 
computing its excess profits tax credit under either the avera e earnings or 
invested capital method finds that its credit is less than $25, 000 may raise its 
credit to this amount. The World War II law provided all taxpayers witli a 
specific ezemptiori of $10, 000. 

Tlie minimum credit has a number of advantages over the specific exemption 
although the primary purpose of both is the same, namely, to relieve small 
corporations from excess profits tax and to encourage their growth, to prevent 
small corporations from being discriminated against as compared to their unin- 
corporated competitors, and to make it unnecessary for them to compute an 
excess profits taz. A minimum credit and specific exemption of the same size 
are equally effective in removing these small businesses from the application of 
an excess profits tax. However, because the benefits arising from the minimum 
credit are available only to small business, this type of credit is much less costly 
in terms of revenue than a specific exemption. In fact a minimum credit of 
$25, 000 is much less of a drain on revenues than a specific exemption of $10, 000. 
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$. Average earnings credit. 
For taxpayers on a calendar-year basis the base period under this bill is the 

4-year interval 1946 to 1049. As a general rule taxpayers are permitted to 
eliruinate one of the base-period years. The normal tax net incon&e of the re- 
&naining years is then adjusted in a manner described below and averaged. 
The resulting average base period net income is then reduced by 15 percent for 
the purposes of the credit. 

Under the World %Var II law the base period was 1036 to 1030, and the credit 
was 05 percent of the average earnings in this period. It mas necessary to 
substitute the period 1946 to 1949 for the 1036 to 1989 base in this bill both 
because of the large ntunber of businesses which have been started recentlv and 
because of the substantial cha. nges which have occurred in the businesses in 
existence between 1986 and 1989. The period 1946 to 1049 is the onlv recent 
4-year, nonmar period available. However, it is a period of unusual business 
prosperity which to a substantial degree mas built on the deferred demands, 
the accumulated savings of world War II, and large postwar defense expendi- 
tures. Since this unprecedented level of business activity could hardly have 
been expected to continue permanently, the use of the income of the years 1046 
through 1949, mithout adjustment, mould produce a "eneral overstateruent of 
the taxpayers' earning capacity in the absence of hostilities in Korea or a large 
program of military expenditures. For this reason your committee believes 
that a 15 percent cut-back in average base period income is a moderate 
adjustment. 

In addition to eliminating the poorest year in its base period, the taxpaver is 
permitted to count the earnings of any remaining deficit year as zero. The com- 
parable World War II adjustments were considerably less liberal. Under that 
law the earnings . f the poorest year could be raised to 75 percent of the average 
of the other 3 years. This is only three-fourths of the ui&ward revision which 
occurs in the selection of the best 8 out of 4 years. Moreover, there &vas no pro- 
vision in the 1Vorld War II law allowing a. dditional deficit years to be counted 
as zero. 

This bill provides that the average earnings credit may be increased for in- 
vestments made late in the base period. Although no similar provision was 
contained in the World War II law, an adjustment of this character is needed to 
place corporations where investments were made late in the base period on a 
compa&'able basis with corporations where investments were made prior to, or in 
the early part of, the base period. Investments early in the base period are fully, 
or largely, reflected in the base-period earnings, but investments made in the 
latter half o' the base period, will at best be only partially reflected in the base 
period earnings and may not affect those earnings at all. 

For this reason the average earnings credit is increased to reflect one-half of 
the net additions to capital in 1948 and all of the net additions to capital in 
1049. 1Vhen the additional investment takes the form of equity capital or re- 
tained earnings, the base period credit is, in effect, increased by 12 percent of 
the amount of the investment. This is the same rate of return allowed for net 
additions to capital in the years in which the excess profits tax is applicable 
and is the maximum rate of return allowed those using the invested capital 
base. 1Vhen the addition takes the form of borrowed capital, the credit is 
increased bv 188 percent of the interest payable on the new funds. This is the 
same adjustment a]lowed on borrowed capital in the case of additions during 
excess profits tax years and to taxpayers using the invested capital base. The 
theory and operation of this adjustment will be explained below. 

Taxpayers using fiscal years ending after December 81 but before April 1 
mill use the last four taxable years ending prior to April 1, 1950. The use of 
the corporation's actual taxable years is desirable in itself and the inclusion 
of the first quarter of 1050 in the base period does not appear to be objectionable. 
However, taxpayers whose fiscal years end after March 31 and before December 
81 are required to use as their hase period the 48 months beginning on January 
1, 1946, and ending December 81, 1949. In these cases the use of the corpora- tion's actual taxable years would involve either the exclusion of a portion of the calendar year 1949 and the inclusion of a corresponding part of 1945, or the inclusion of a portion of the calendar year 1050 which includes or borders 
upon the months affected by the hostilities in Korea. Therefore, such corpo- 
rations are required to construct by proration four calendar vears in order to 
compute their base period credit. For instance, for base period purposes, the 
1046 income of a corpora. tion with a taxable year ending November 30, will con- 



sist of eleven-twelfths of the income of the corporation's 194G fiscal year and 
one-twelfth of its 1947 fiscal year. The income of the other base period years 
will have a similar composition. The 1949 income for base period purposes will 
consist of eleven-twelfths of the corporation's income in the 1949 fiscal year 
and one-twelfth of the income of its 1950 fiscal year. This will reduce to a 
minimum the effect of the Korean hostilities upon their base period income. 

5. Inpested capital credit. 
Under the bill, taxpayers using the alternative of an invested capital credit 

instead of the average earnings credit determine their invested capital and on 
this base are allowed rates of return varying with the size of the investment in 
the case of equity capital and retained earnings, and with the rate of interest 
payable in the case of borrowed capital. 

(a) Rates of return on equity capital and retained earnings. — The rates of 
return allowed on equity capital and retained earnings under your committee's 
bill and the Worl&. War II statute are shown in table 1. 

Taszz 1. — Rates of return allowed on equity capital and retained earnings under 
your contmittee's bill and the World War II statute' 

Capital to which rate applies Bates under this 
bill 

Rates under WorM 
War Il law 

Under $5 
$5 to $10. 
Over $10 

(Iu miffions) 
12 percent 
10 percent 
6 percent. 

6 percent. 
6 percent. 
5 percent. 

i Under the World War II statute the capital in each bracket also included one-half of the borrowed capital. 

It was believed necessarv to provide for more liberal rates of return under 
your committee's bill than under the World War II law to allow for the general 
increase in rates of return on invested capital whicli has occurred since the pre- 
World War II period. Thus the rates of return were increased on the average 
by slightly more than 50 percent. 

(b) Rate of return on borroired capital. — Under this bill the rate of return 
allowed on borrowed capital is 188 percent of the interest rate payable on 100 
percent of these borrowed funds. This is accomplished by allowing the full 
deduction of interest payments and by also increasing the invested capital credit 
by one-third of the interest payments. Under this bill the minimum amount 
by which the credit is to be increased is 1 percent of the borrowed capital (lim- 
ited to obligations with a term of 5 years or more), and the mazimum by which 
it is to be increased is 8 percent of the total borrowed capital, but no limitations 
are placed on the interest deduction, 

The World War II statute provided that one-half of the tazpaver's borrowed 
capital be taken into consideration in computing the invested capital credit. 
The capital taken into account was multiplied by statutory rates of return shown 
above in the tabulation on equity capital and retained earnings in computing 
the invested capital credit. Hoivever, one-half of the interest paid on borrotved 
capital was disallowed in computing the excess profits taz net income. The 
effect of this, taking into consideration both the addition to the credit aml the 
disallowance of one-half of the interest payments, was to allow a rate of return 
on borrowed capital halfway between the interest rate and the applicable statu- 
tory rate of return on invested capital. Tlius, the margin allowed to the tax- 
payer to compensate for risk was one-half the difference betvveen its interest rate 
aud the statutory rate of return on invested capital. This margin becalue 
smaller as the interest rate increased, and disappeared altogether where the 
interest equaled or exceeded the statutory rate of return. 

Umlcr this bill, if funds are borrowed at an interest rate of G percent, the 
allowance for borrowed capital is one and one-third of 0 percent, or 8 percent. 
Of this 8 percent, 0 percent is allovved as an interest deductionand 2 percent 
as an increase in the invested capital credit. Under the World IVar II law, 
the rate of return where funds were borrovved at 0 percent varied from 7 percent 
ivhere total invested capital was less than 85 million to 5i/2 percent where total 
invested capital exceeded 510 million. In this case the interest deduction was 
limited to 8 percent and the ba. lance of the allowance, varying from 4 percent 
«2'p' percent, was reflected in an increased invested capital credit. Tlie mar- 
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gin allowed in excess of the 6 percent interest pavment, to compensate the tax- 
payer for risk, is 2 percent under this bill and varied from I perce~t to a minus 
1/z percent under the World War II law. 

With an interest rate of 8 percent on borrowed funds the rate of return on 
borrowed capital is 4 percent uuder this bill and varied from 4 percent to 5g, 
percent under the IVorld 1Var II latv. Under the relatively lolv interest rate of 
8 percent, after allowance is made for the amount which must be paid out as 
interest on the borrowed funds, the remaining rate of return would be I percent 
under this bill and varied from I percent to 21/2 perce~t under the 1Vorld M ar II 
law. 

Tables 2 and 8 compare the rate of return aliotved on borrowed capital unrler 
the bill and under the World War II law for a range of interest rates which 
includes practically all rates at which funds are borrowed by corporations. 
Table 2 makes the comparison before any adjustment for the portion of the 
rate of return required to meet interest pavments. Table 8 mal-es the compari- 
son after interest payments have been deducted. 

Tztl3LE 2. — Pate of return on borrotred caPital allotoed under your committee's 
bill and under tire ii'orid Ifrar II late before interest payments 

Bate of interest payalzlo B ill World War II law 

2 percent 
3 percertt 
4 percent 
5 percent 
6 percent 
7 peroent 
8 percent 
9 percent. 
10 percent 

3 percent 
4 percent 
519 prrccnt 
Gets percent 
8 percent 
9 ps percent 
10fs percent 
12 percent 
13 percent 

3' to 5 percent. 
4 to 5/z percent. 4' to 6 percent. 
5 to Ggz percent. 
Gyz to 7 percent. 
6 to 7/z percent. 
6/z to 8 percent. 
7 to 8' percent. 
7~/q to 0 percent. 

TaltLE 8. — Rate of return on borrou:ed capital altotoed under your commitee's 
bill, and under the 11 orid Ii'ar II laze afterinterest payments 

Bate oi interest payablo Bill Vi or. d War II law 

2 percent 
3 percent 
4 percent 
5 percent 
6 percent 
7 percent 
8 percent 
9 percent 
10 percent 

1 percent 
1 percent 
1N percent 
1st percent 
2 percent 
2 tt percent. 
2zt percent 
3 percent 
3 percent. 

lz/z to 3 percent. 
1 io 2r/z percent. 
zgz to 2 percent. 
0 to I/~ percent. — 14 to 1 percent. — 1 to z/z percent. — ltd to 0 percent. — 2 to — r/z percent. — 2Yz to — 1 percent, 

A comparison of the different rates of return for interest payments shown 
on table 2 indicates that in the case of both the provisions under this bill 
and under the World War II law the rate of return increases as the interest 
rate rises. Eloeeee, under the provision in the bill the rate of return rises 
at a more rapid rate. The rate of return allowed here is slightly smaller than 
the World 1Var II allotvance for the 2 percent interest rate. However, for 
the 8 percent interest rate, which represeuts the lowest rate at which funds 
are usually borrowed by corporations, the rate of return is the same as that 
allowed under the prior law v;here the borrowed capital was a part of invested 
capital exceeding $10 million. I'or funds borrowed at au interest rate of 6 
percent, the two methods give approximately the same rate of return. For 
interest rates of 6 percent and above, the rates of return under the provisions 
of this bill are more geuerous for all classes of taxpayers thau those under 
the World War II law. 

A coruparison of the rate of return after reduction for the rate required for 
interest payments, as shown in table 8, indicates that under the bill this margin 
to compensate for risk is quite small where the interest rate is small but increases 
substantially as the interest rate, and presumably the risk, increase. Under 
the world War II law th' reverse was true; the lower the interest rate the 
wider the margin given for risk. Under the World War II method when the 
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interest rate reached 5 percent there was little or no margin for relief. IVhen 
the interest rate reached 6 to 8 percent even the interest payineuts might not 
be covered anil when the interest rate wns above 8 percent it » as never covered. 

In considering the rate of return to be allowed for borrowed capital, your 
committee believed that the allo&vance should at least cover the interest p:iy- 
ments ivhich must be mmle for the use of the borrowed funds. This is genernlly 
recognized as not representing income to the borrower and is not treated as 
such under the incoiue tax laws. 'Ihe world War II laiv in many cases did not 
cover these interest payments. 

However, it is recognized that the fnll deduction of interest payments is 
not a sufficient nllowance for borrowed capital. The use of borrowed fun&is by 
a corporation increases the risl- of the stocliholders and therefore your com- 
mittee believes it is proper to compensate the stockhold&rs for this additioiml 
risk. Moreover, the additiounl risk tends to vary with th. interest rate which 
must be paid for tl&e use of the borroived funds. It is priinnrily for thi::. c 
reasons that the bill provides that the interest paviuents are deductible au&1 
that nn additional percentage based on tlie interest rate is ad&lcd to the credit. 
The one-third margin is added to the credit because this gives nearly the same 
rate of return ns under the World War II law for tl&e lowest i&i!crest rates 
customnrilv paid. 

(c) Definition of borroiocd capital. — Borro&ved capital umler your coiuniittve's 
bill is indebtedness (not including interest) &vl&ich is evidenced by a bond, no!e, 
bill of exchange, debenture, certilicate of indebtedness, mortgage, deed of trust, 
or conditional sales contract and is en&ploye&1 in the trnde or busin"ss. This 
is substantially the sauie as the definition appearing in the World W;ir II 
statute except for the addition of conditional sales contracts. Sucli coiitracts 
are in reality n foiun of horroiving which have been used extensively aud vour 
committee believes that their omission froni the definition of borroivi &1 capital 
wouhl work a hardship on taxpayers borrowing substantial amounts iu this 
manner. 

(&I) Cot»f&«t&ttio» of i»»cst«l c«pit«i. — Und&'r World Wnr II lniv the so-called 
"historical capital" approach was used to detemuine the invested capital of 
the corporation. In genernl this iuvolved a determination of the money iind 
property originnlly paid-in to the corporation for stock and as p:iid-in surplus 
plus net accumulations ot earnings (earniiigs in excess of losses inid divideiids) 
less any distributions of capital. 

Under your committee's bill the investvd capital of a corpora!iou is de- 
termined by deducting from its total assei. s, now on its books, the total of iis 
liabilities now on its books, and restoring any net deficit in the period 104& 

to 1949, or 1040 to 1949, wliichever period has the greater net deficit. The 
value of the assets is determined by taking their "adjus!e&1 basis for gaiu". This 
is the value used for depreciation purposes and is their cost, in the case of 
assets acquired before March 1, 1010, or March 1, 1019, value, whichever is 
higher, plus or minus ndjustmmits for depreciation and cnpitnl imi&rovemeut since 
their acquisitiou or since March 1, 1016. This also is the value &vhich is placed 
on an asset for tax purposes ivheu it is soleil at a "ain. 

Your committee's bill shifts froiu tlie historical capitnl approach to tlie asset 
approach because it is believed that it will be much easier for the taxpayer 
to determine the basis of his present assets tlmn to deterruine tl&e niuount orig- 
inally paid in for stock anil surplus. A special a&lvnnt ige of the particular asset 
basis use&1 is that thc basis for ain is readily avnilnble for deprecinbie assets. 

Only in one respect is there n~ny significant diffcreuce in the vnluatiouwhicli 
will be rcache&1 for invested & spital under these two nppronches. 

Under the historical invested cnpitnl approach of the World Wnr II stntute, 
a net deficit, that is, any deficit reiuaiuiug after offsetting deficits of loss years 
against enrnings of proiltable years, did not decrense paid-in capital or paid-in 
surplus. Under the asset approach in this bill a uet deficit incurred prior to 
1946 or 1940 (depending on which is iuore advantageous to the taxpayer) does 
have the effect of reducing capital or surplus paid in prior to that date. IIo&v- 

ever, n, net deficit for the period since 1940 or 1946 reduces neither cnpitnl or 
surplus paid in nt any tinie, nor enruings aml profits realized prior to 1040 or 
1946. Thus, under your comniittee's bill, corporations with recent net deffcits 
nre treated more favorably than under world War II law whcrcns under the 
World War II law corporations with net deficits over the whole sf&an of their 
existence are treated more favorably than under your committee's bill. The 
provision in the bill is believed preferable because it reiuoves, ns to recent deficits, 
discrimination between corporations with previously accumulated earuiu's aml 
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those without such earnings, because it ten&is to favor new corporations some- 
what more than the old law, and because current stockholders of corporations 
with a net-deficit position established some time ago are likely to hare discounted 
this deficit position in buying their stock. 

(e) Admissible and, inadmissible assets. — Under the World War II statute the 
capital to which the various rates of return were applied to determine the invested 
capital credit was reduced for certaiu so-called inadmissible assets. These assets 
were excluded because the income realized from them was not subject to excess 
profits tax. Stock in a corporatiou was an ir admissible asset because dividends 
received on such stocl- were not includible in excess profits tax net income. State 
aud local government obligations and partially tax exentpt I'ederal obligations 
were also treated as inadmissibles because interest received on them was not 
includible in excess profits tax net income. However, in the ease of these 
obligation" the taxpayer had the option to treat them as admissible assets if it 
includes in its excess profits tax net income the interest receired on these 
obligatious. 

This bill makes no major change in admissible and inadmissible assets except 
to deny the option to treat State and local goverument obligations and partially 
tax exempt Federal obligations as admissible assets. Your conunittee believed 
that the grantin" of this option gives an undue advantage to holders of these 
obligations. The interest rate payable on such obligations is quite generally 
around 2 percent to 8 percent. To allow rates of return of 6 percent to 12 per- 
cent, the rates provided for invested capital, gives the holders of these obliga- 
tions an opportunity to apply the excess of the rate of return allowed over the 
rate of return received on these obligations to income on other assets. 
G. rVet capital changes in the tax pears. 

Under your committee's bill both the taxpayer using the average earnings 
credit and the taxpayer using the invested capital credit are allowed to increase 
their credit f~r net additions to inrestments since 1940. Additions in the form 
of equity capital or accumulated earnings are allowed a flat rate of return of 12 
percent. Additions in the form of borrowed capital are allowed a rate of return 
of 188 percent computed in the same manner as in the case of the invested 
capital base. 

Reductions in invested capital in the tax period under the bill are permitted 
to decrease prior additions in the tax period at the same rate at which these 
increases were previously made in the case of either the average earnings tax- 
payer or iuvested capital taxpayer. Any additional reductions in the tax years 
decrease the credit of both nvested ca'pital and average earnings taxpayers. For 
the invested capital taxpayer the rates of return used in connection with any 
such reductions are the rates used in building up its invested capital credit ini- 
tially. For the average earnings taxpayer the rates of return used are 12 per- 
cent in the ease of equity capital and retained earnings and one-third of the 
interest payments in the ease of borrowed capital. 

The World War II statui. e was much less generous and also was inconsistent 
in the allowance for additions to capital in excess profits tax years. In the case 
of the average earnings taxpayer no allowance was made for investments in the 
tax years if they took the form of borrowed capital or accumulations of retained 
earnings. An increase in its credit was allowed at an 8 percent rate of return 
if the additions took the form of paid-in capital or paid-in surplus and a 6 percent 
rate of return was used for reductions of this type. 

In the case of the invested capital taxpayer the World War II statute provided 
that retained earnings and borrowed capital be included in the ordinary compu- 
tation of invested capital at the regular rates for such capital. Additions to 
paid-in capital or paid-iu surplus were also inclutled in the credit at the ordinary 
rates but as a special incentive they were included at 12o percent of their value. 
This had the same effect as providing for them a 10 percent, 7 t/a percent, or 6~/s 
percent rate of returu, depending on the invested capital bracket of the 
corporation. 

Your committee believes that the more generous provisions provirled in this 
bill are necessary since the emergency may be of loug duration and additional 
productive facilities be needed. 

7. iVet incotne in the tavable pear. 
Net income for the purposes of the excess profits tax is an adjusted version of 

t' he net income to which the 2i percent corporate normal tax is applied. Chief 
amoug the adjustments is au exclusiou of capital gains and losses, both long 
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and short term, and gains and losses on the sale or exchange of assets used 
in the trade or business which fall within the scope of section 117(j) of the 
Code. Casualty losses are not excluded because such losses are likely to have a 
serious effect upon the corporation's taxpaying capacity in the year of the loss. 
This exclusion is based on the sporadic character of the receipts. The World 
War II law excluded only long-term gains and losses but logic requires the exclu- 
sion of short-term gains and losses, and losses on the sale or exchange of section 
117(j) assets as well. 

This bill, like the World War II law, excludes certain other types of sporadic 
income, such as— 

1. Income arising out of the retirement or repurchase at less than the issue 
price of bonds, and other evideuces of indebtedness, outstanding for more 
than 6 months; 

2. Income arising from the recovery of bad debts in cases where no deduc- 
tion has been claimed in a year for which an excess profits tax was imposed 
under the World War II law or would be imposed uuder this bill; and 

8. Refunds of taxes paid under the Agricultural Adjustment Ac of 1g33. 
The net income of th excess profits tax year is also corrected by the elimination 

of cleductions arising out of the retirement at a premium of bonds and other 
evidences of indebtedness outstanding for more than 6 months. The adjustment 
was allowed under the World War II law, but only in the correction of the base 
period net income. Under the bill it is also used to adjust the net income of the 
tax period. 

As in the World War II law, the net income of life insurance companies is ad- 
justed for contributions made to policyholders' reserves so as to conform income 
for excess profits tax purposes with income used for the corporate normal and 
surtaxes. Taxpayers in certain extractive industries are also permitted to ex- 
clude a portion of their income from "excess output" as under the World War 
II legislation. 

The bill follows the precedent of the World War II law in allowing a full 100 
percent credit for dividends received from domestic corporations. While the 
Worl&1 War II law also allowed a full credit for dividends in l-ind, the bill re- 
stricts the credit for such dividends to the adjusted basis of the distributed prop- 
erty in the hands of the distributing corporation. This conforms the treatment 
of dividends in kind under the excess profits tax and the corporate normal and 
surtaxes as revised by section 122 of the Revenue Act of 1960. 

The bill contains a provision allowing the correction of the net income of 
the excess profits tax years for other abnormalities. This provision is similar 
to section 721 of the World War II law. Generally, income appearing in par- 
ticular excess profits tax years is reallocated under this provision if it is attrib- 
utable to events that occurred or work that was done in other years. Such an 
adjustment is made only if the income of the class deemed to be abnormal re- 
ceived in the taxable year is more than 115 percent of the average amount of the 
income of the same class received during the four previous taxable years. In 
appropriate cases such an excess will be attributed to other years under regula- 
tions to be prescribed by the Secretary of the Treasury. 

Adjustments of this type are limited to income arising out of— 
1. A claim, award, acljustment, or decree; 
2. Exploration, discovery, or prospecting which extended over a period of 

more than 12 months; 
8. The sale of patei&ts, formulas, or processes developed over a period of 

more than 12 months; or 
4. Income which is includible in the taxable year rather than another year 

by reason of a chan e in the taxpayer's method of accounting. 
The equivalent provision in the World War II law (section 721) also permitted 

adjustments with reference to certain other types of income, particularly that 
resulting from the sale of tangible property arising out of research and de- 
velopment which extended over a period of more than 12 months. This provi- 
sion in the old law was a potential loophole of major dimensions. Because there 
appeared to be no means of restricting such an adjustment to truly meritorious 
cases other than by the introduction of a large degree of administrative discre- 
tion of the type required by the general relief clause of the World War II law 
(section 722), and because the need for a reallocation of such income seemed to 
be materially less than in the other classes of income described above, this item 
has been omitted from the list of abnormal types of i~come for which a realloca- 
tion can be made uncler this bill. 



As a result of testimony received at the recent hearings of the Committee on 
Ways and Means, provisions have been included in the bill designed to correct 
the income of taxpayers using the installment basis of accounting or taxpayers 
who report income under long-terin contracts on the coinpleted contract basis, 
lessees from contracts which obligate them to assume the tazes due on the rentals 
paid to the lessor, and banl-s using the reserve method of accounting for bad 
debts. 

Under the installment basis method of accounting income arises when the 
pavments made under the contracts are received. In the absence of a relief 
measure, many taxpayers now using this method would probably be required to 
pay unusually large taxes during the tirst vears of the ezcess profits taz periotl 
because the receipt, of payments arising out of sales made in earlier years will 
exceed substantially the volume of new business. This is expected to occur be- 
ca'use the volume of installment purchases was very heavy in 1948, 19i9, and 1950 
and will probably diminish sharply in 1951 and subsequent vears as a result 
of the application of controls to installment purchases and the development of 
scarcities among the commodities ordinarily sold by the installment method. 
To prevent this result, the bill permits a taxpaver which is ou the installinent 
basis for income tax purposes to elect to report its income on an accrual basis 
for the excess profits tax. This has the effect of excluding from the excess profits 
net income of the taxable years the payments arising out of sales made during 
the years in which the tax did not apply. Such an election when made is 
irrevocable. 

A similar remedy is provided for taxpayers who receive paymeuts untler 
ion -term contracts anti account for such receipts under the completed contract 
method as income for the year in which the contro. ct is completed. The bill 
perinits such taxpayers to elect to report their income from long-term contracts 
upou the percentage of completion method of accounting for the purpose of the 
excess profits taz. This election when made is also irrevocable. 

In certain cases railroads have entered into leases which require the lessee 
to po. y a stated rental to the lessor free of taz. Such leases ivere usually entered 
into many years ago when tazes were not as important an item as they are 
now. The increase in taxes imposed automatically raises the income, before 
taxes, received by the lessor corporation and may serve as the basis for the im- 
position of an excess profits tax which the lessee will be obligated to assume. 
To eliminate hardship the bill provides that in such cases the amount of taz 
paid by the lessee shall be excluded from the income of the lessor corporation and 
that no deduction shall be allowed to the lessee. The provision applies only 
where the lease was entered into prior to December 1, 1950, for a term of more 
than 20 years. 

k'or income tax purposes banks have been perinitted to use the reserve method 
of accounting for bad debts. The banks which elected to use this methoil, be- 
ginning in 1947, have for the most part accumulated reserves which equal or 
approach the inaximum allowable under the existing rulings. The fact that 
the reserves have reached or approached the allowable maximum, plus the prob- 
ability that losses froiu bad debts will be abnormally low duiing the excess 
profits tax years, means that the deductions in the excess profits tax period 
will be comparatively low. To permit an equitable comparison between tbe 
base-period net income and the income of the excess profits tax vears, the bill 
permits banl s using the reserve method of accounting for bad debts to claim 
a deduction for the purpose of determining excess profits tax net income on the 
basis of debts which become worthless in whole or in part during the taxable year. 
8. Net income in tie base period. 

The equitable calculation of. excess profits by a comparison be(ween a base- 
period ezp rience and the income of the taxable year requires the removal of 
abnormalities not only from the income of the taxable year but from the income 
of the base period as well. Many of the provisions in the bill for adjusting the 
income of base-period years are similar to those used in the taxable years. Among 
these are the exclusion of gains and losses from the sale or exchange of short-term 
assets, long-term capital assets, and assets falling within the scope of section 
117(j }, as well as income arising from the retirement or repurchase at less than 
the issue price of bonds and other evidences of indebtedness outstanding for more 
than 6 months. 

Deductions for preiniums paid and ezpenses involved in the retirement of 
bonds and other evidences of indebtedness outstanding for more than 6 montlis 
are eliminated in the base p riod as in the taxable year and provisiou is made 
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ior the elimination of the deduction for the repayment of processing taxes to 
vendees which parallels the adjustment for processing tax refunds in the 
income of the excess profits tax year. 

~ 100 percent credit for dividends received is allowed in computing the net 
income of the base-period year and the rule applied to dividends in kind is 
the same as that now used under the corporate normal and surtaxes. 

In addition the bill contains a general provision applying to judgments, in- 
tangible drilling and development costs, casualty losses and other abnormal 
deductions in the base-period years. For any class of such abnormal deduc- 
tions, the amount in excess of 115 percent of the average amount of deductions 
of such class for the four previous taxable years may be eliminated under regu- 
lations prescribed by the Secreta'~, provided that in the base-period year the 
deductions of the class disallowed exceed 5 percent of the average excess profits 
net income for all the taxpayer's base-period years computed without the dis- 
allowance of any class of deduction under this provision. For the purposes of 
the latter limitation, a deficit of any of these years is counted as zero. 

This provision is similar to those used in the World War II law except that 
the latter eliminated only the excess over 12o percent of the average of the de- 
ductions for the four previous taxable years and the 5 percent limitation de- 
scribed above was not used. Similarlv, the World War II law does not permit 
the disallowance of such abnormal deductions unless the taxpayer establishes 
that the disallowance is not a cause or a consequence of an increase in the 
gross income of the taxpayer during its base period, or of a decrease in the 
amount of some other deduction in the base period or a cause or a consequence 
of a change at any time in the type, maner of operation, size or condition of 
the business engaged in by the taxpayer. The bill also follows the precedent 
of the World War II law in limiting the amount of the deductions disallowed 
to the excess over the deductions of the same class in the taxpayer's excess 
profits tax year. 

The income of the base-period years is adjusted to conform to that of the 
taxable years iu the case of taxpayers who elect to change from the installment 
basis to the accrual meihod of accounting or to substitute the percentage of 
completion method for the completed contract method of accounting for payments 
under long-term contracts. The base-period income of lessees which are 
obligated to pav the tax due on the payment to a lessor under a long-term con- 
tract is adjusted in the base period to conform with the tax period. Banks 
using the reserve method of accounting for bad debts are allo~ed during the 
base period to substitute deductions for debts, which became worthless in 
whole or in part within those years, for the larger deductions then made to 
establish such reserves. 
y. General relief. 

(a) Provisions of prior lan&. — Section 722, the general relief provision of the 
World War II law, was designed to aid hardship cases by providing such 
corporations with a substitute, or coustructive average, base periorl net income. 
Section 722 dealt with three principal classes of cases — (1) corporations which 
had suffered some adversity during their base period, (2) corporations which 
had made changes during the base period resulting in an increase in their 
proflt potentials, and (8) corporations which were not in existence during the 
base period and, therefore, had no base period net income at all. 

In each instance the section provided that a hvpothetical base period earnings 
credit be "tailor made" for the particular taxpaVer and tlmt certain assumptions 
be made in conection with the case. leach case was a problem in research, and 
the legal or tax result generally was intertwined with complicated accounting 
and economic problems. . %)most every factor which had anv influence on the 
particular business was pertinent to the case and the time and expense involved 
in reconstructing the average base period earniugs credit was tremendous. 

These coruplex relief provisions of the World War II law have resulted in 
extended delay in the settlement of relief claims which discriminated against 
taxpayers who had neither the time nor the financial resources necessary for 
the establishment of their cases. Aloreover, the determination of what the 
taxpayer's base periotl income would have been in the absence of the claimed 
abnormality was largely a matter of subjective judgment, and a great deal of 
complaint has arisen on this account. Hence this bill reduces to a minimum 
the amount of administrative discretion involved in the adjustment of the 
hardship cases which may be expected to arise under an excess profits tax. 
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(D) Reduction in hardeliip cases under the Dill. — Since corporations in gen- 
eral had a high level of profits duriug the past 4 years, and since the bill is 
more liberal in a number of major respects thnn the world %Var II law, the 
number of hardship cases which will arise should be substantially less than 
if the old law vv ere reenacted under current conditions. 

Provisions of the bill wliich may be expected to reduce the need for relief are 
(1) the substitution of a $25, 000 minimum credit for the $10, 000 specific 
exemption of the prior law; (2) the option granted tlie taxpayer to elimin. ite 
the worst vear in its base period for the purpose of computing its average base 
period net income; (8) the treatment of a deficit in any remaining base period 
vear as zero for the purpose of computing the average base period net income; 
(4) the substitution of a 5-year carry-fonvard and a 1-vear carry-back of the 
imused excess profits credit and net operatin, losses for the 2-year carry- 
forward and the 2-vear carry-back used under the AVor)d AVar II law; (0) the 
increase of the average base period net income for capital additions made in 
the latter part of the base period, for which there vvas no comparable adjust- 
inent in the prior law; and (6) the adjustment of the average bnse period net 
income for capital adrlitions after the base period, on the saine basis ns previ- 
ously allowed taxpayers on the invested capital base. 

(c) General relief prorieioas of the Dill. — Tbe bill provides autoruatic formulas 
for each of the most iinportant types of cases which arose unrler the old sec- 
tion 722. The use of such formulas permit an objective coniputation of the exact 
amount of relief to be granted in each case, rather than leavin the extent 
of relief dependent upon an nttempted annlvsis of all the varving factors of each 
case, with uncertainty and disparity anioug taxpayers the inevitable result. It 
is believed that the proposed approach to the cletermination of relief problenis 
will avoid in large measure the difiiculties of proof and the subjective cleternii- 
nations which characterized the administration of section 722 an(7 will eliminate 
the rlelavs which attended the provision of relief for hardship cases under the 
World War II law. 

(1) ci Duornmli ties during the Dace period. — Section 722 (b) (1) nnd (2) 
of the prior law provided relief in cases where the income of tlie taxpaver's 
base period years was abnormal because of a physical interruption to produc- 
tion, such ns a fire, strike, or fiood, or because of a depression in the business of 
the taxpayer resulting from temporary economic circumstances such as a severe 
price war. Your conunittee's bill provides relief in these same areas. How- 
ever, the bill does uot retain that part of section 722(b) (2) ivhich provided 
relief in cases where the business of the taxpayer v;as depressed because of 
the fact that an industry of which such taxpayer was a member was depressed 
due to temporary economic events unusual to such industry. Your committee 
believes such a provision unnecessary in view of the fact that an abnormal 
depression in the taxpayer's own case is given ns a ground for relief. Eiore- 
over, the determination of the existence, cause, and effect of a depression in 
any industry as a whole involves difiicult iluestions of proof v;liich it is b lieved 
desirable to avoid. 

If the year in which an abnormality exists is the taxpayer's lovvest year 
of enrnin . s during the'base period, it will be eliminated automatically from 
the average base period net income computation. However, if the vear or 
vears in which the abnormality occurs is inclurled in the three hi "hest years, 
then the taxpayer may substitute for his actual income in the year or yenrs 
in which there was an abnormality of the above types an amount determined 
by reference to an index based on tlie base period yearly rate of return for 
the industry to which the taxpayer belonged in the year of the abnormality. 

The use of industry indices eliminates the clifficult tnslr of provin ivhat 
the earnings of an abnormal year would have been had the nbnormality not 
existed. Instead the taxpayer will substitute for the actual income of the 
abnormal year an amount which bears tlie same relation to his aggregate 
earnings experience in the nornial years of the base period as the earnings 
index for the industry in that year bears to the aggre ate of the industry's 
indices in the taxpayer's normal years. 

The substitution provided for in such case mould not be made under the 
bill unless the substituted income in the year of the abnormality is more than 
10 percent higlier than the actual income for that year. Such a limitation 
is desirable in order to avoid burdening the administration of the tax with 
trivial claims nnd to limit relief to eases where hardship clearly exists. 

This proposal inay be illustrated by the following example: 
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Taxpayer's earnings 
Taxpay r's industry 

index 

1946 
1947 
1948 
1949 

6600 
3, 000 

&1, 000 
4, 000 

100 
110 
120 
126 

i Abnormality. 

In this case, the taxpayer first eliminates his 1948 experience as being the 
poorest of his base-period years. It then establishes that an abnormality existed 
in 1948 because of a strike. The earnings substituted for 1948 is the amount 
which bears the same relation to the sum of the taxpayer's earnings for its two 
normal years ($8, 000 plus $4, 000) as the ratio between its industrv index for 
1948 (120) and the aggregate of the industry indices for the taro normal years 
(110 plus 125), The amount so computed would be approximately $8, 510. 

In cases where the taxpayer has two abnormal years after elimination of the 
worst year, substituted earnings are computed for each of the abnormal years 
separately, on the basis of its relation to the one normal year. 

Vnder the bill, in order to qualify for this form of relief, the taxpayer must 
treat as normal at least one year in its base period, after elimination of its 
poorest year. This limitation is necessary in order to provide at least one 
year upon which to base an earnings comparison. 

For the purpose of affording this form of relief, the Nation's industry will 
be grouped according to about 50 major classifications which will be generally 
in accord with the classification regula. rly used by the Treasury Department in 
compiling published statistics from corporation income tax returns. Such a 
classification is in preparation at this time and your committee hopes that it 
will be possible to include it in the bill prior to its enactment. In order to pro- 
vide for the possibility of such inclusion proving impractical, the bill directs 
the Secretary of the Treasury to determine and proclaini the classifications not 
later than March 1, 1951. 

It is further provided that the Secretary of the Treasury shall determine and 
proclaim an index for each industry classification which shall be based on the 
relative average rate of return of each industry in the individual calendar years 
of the base period. The rate of return for an industry for any period shall 
be obtained by dividing the sum of its aggregate net income for such period 
and the aggregate interest deduction for such period by the average of the 
aggregate total assets of the members of the industry for such period. 

The Secretary shall also determine and proclaim a base-period rate of return 
for each industry classiQcation. That rate will be used for the purpose of 
computing an average base-period incoine for corporations which changed their 
products or services during the base period and for new corporations. These 
additional relief provisions are described at a later point in this report. 

Recognizing that there will be inevitable delays in the final determination 
of industry earnings statistics, vour corumittee has provided that the Secretary 
shall determine and proclaim for each industry classification tentative base 
period yearly rates of return, tentative indices based thereon, an&1 a tentative 
base-period rate of return. These tentative figures will form the basis of tax- 
payers' returns until such time as final figures are announced. 

(2) Nero prod&sots or services introduced in the base prriod. — I&'or corpora- 
tions which commenced business on or before the first day in the base period 
and which added new products or services in the base period, for rvhich an 
adjustment was authorized by section 722(b) (4) of the world War II lasv, 

your committee's bill provides relief by means of a formula. 
In general, a corporation which before the end of the base period made a 

substantial change in its business by introduciug a new product or nesv service 
is given ns an alternative credit a return equal to the average of its industry. 
The relief provided is, in effect, the same as that discussed below for a new 

corporation which enters the new line of business; that is the corporation receives 
as an alternative earnings base a rate of return on its tots. l assets equal to 
the average rate of return experienced by its industry in the ba. se period. The 
industry base period rate of return determined in the manner described in con- 

nection with the adjustments provided for corporations irith base period 
abnormalities. 
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To qualify for relief unrler this provision the change in product or service 
must hare been substantial and must have tal-en place in the base period and 
after the taxpayer's first year in the base period. The concept of what consti 
tutes a change in prorluct or service was developed under the prior excess profits 
tax law, and it is believed that the experience thereunder was geuerally 
satisf actorv. 

The relief is available if the followin tests are met: 
(A) The new product or service produces more than one-third of the 

taxpayer's net iucoiue by the end of the third year (or earlier) following 
the year iu which the product or service was introducecl; and 

(B) The taxpayer's net income for finy one of the first three vears in 
which it meets the qualification described in (A) is more than 2, & percent 
greater than the taxpayer's average net iucome for the base period year 
or years precerling the year of change to the neiv product or service. 

The credit under this formula is based on the assets used by the corporation 
iu its business at the end of the base period, or at the end of the year for which 
it first qualifies untler this formula, if sucli rear is after the base period. In 
either case the industry rate of return to be applied is the average rate of 
return for the industry iu the base period. The credit thus determined would 
be the taxpayer's credit under this formula for subsequent years. Auy changes 
in investment after that time vvould be reflected in the corporation's credit in 
the same manner as in the case of the ordinary corporation. 

Your committee believes that the measure of relief granted by this provision 
is proper in that in no case does it give a rate of return in excess of tlie average 
base periorl rate of return of the other members of the taxpayer's industry. 
greater rate of return is not appropriate under a relief provisiou. 

Your commit(. ee is aware of the fact that the relief provided by section 
722(b) (4) of the prior law was available in several areas bevond that involving 
solely a change in products or service to which the present bill is limited. Those 
areas, for which special provision is not made in your committee's bill, were 
chauges in the character of the taxpayer's busiuess resulting from (1) a 
change iu the operation or management of the business, (2) a difference in the 
capacity for production or operation, (3) a difference in the ratio of nouborrowed 
capital to total capital, and (4) the acquisition prior to the end of the base 
period of all or part of the assets of a competitor, with the result that the 
competition of such competitor was elinunated or diminished. A major portion 
of tlie old section 722 (b) (4) was devoted to the treatment of corporatious which 
commenced business during the base period. Your committee has combined 
the treatiuent of such corporations with the treatment of corporations which 
commence business subsequent to the base period. The relief to be provided in 
such cases is discussed below under tlie headin "iXew Corporations. " 

The reasons which have led your committee not to provide special relief for 
the other so-called hardship cases referred to above are as follovvs: 

(A) Ii'or corporations increasin their capacity for production or operation 
in the base period, the bill contains three provisions heretofore discussed 
which are applicable as a meaus of providing relief. These are- 

(i) The additional allowance for new equity capital, retained earn- 
ings, and new borrowed capital, added to the business iu the latter part 
of the base period; 

(ii) Tbe alternative "growth" credit under which corporations which 
had less than $20 million of assets at tlie beginning of the base period and 
which meet certain qualifications evirlencing growth will be given tlie 
higher of 1949 or the average of 1948 and 1949 as tlieir base period 
earnings credit; p. nd 

(iii) The a&ldition to the earnings crerlit on account of retained earn- 
ings aud new borrowed capital (as well as new equity capital as pro- 
vided under the prior law) added after the base period, whicli periuits 
the expansion of capacity and operations to be refiected in the credit, 

Your committee believes that the above provisions maRe special relief un- 
necessary in this area. 

(B) The provision of relief in cases involving clmnges in management 
or operation has been eliminated for several reasons. Such chan "es do not 
of themselves prove that the character of the business has altered. A de- 
termination of that nature proved extremely difiicult under the prior law 
and involved the very type of subjective jud ments which your committee 
is convinced should lie avoided in the new law. I'urthermore, it is believed 
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that the type of change in management or operation, for which the prior law 
was intended io provide an adjustment, will result, in the usual case, in in- 
&reased earnings and profi(s durin the base period which, of course, will be 
reflected in the average base period earnings without any special adjustment. 
Moreover, if such changes are accorupanied by capital additions, which fre- 
quently will be the case, vour committee has provided an adjustment for 
those additions to the extent that they were made in the latter part of the 
base period. Changes of his type are accompanied typically by a chan e in 
the taxpayer's products or sets icos, and the bill also provides relief for such 
a change in the manner already discussed. 

(C) Your colnmittee has eliminated as a ground for relief the difference 
during the base period in the ratio of debt capital to other capital. At the 
time such relief was enacted as a part of the old section 722(b) (4) it was 
thought that there would be a substantial number of such cases because the 
base period of 1936 — 39 was characterized in part by recovery from a severe 
economic depression. This situation was not a characteristic of the b'&. se 
period, 104G — 40, provided in this bill. Moreover your co&nmittee has been in- 
formed that a comparatively insignificant number of cases arose under the 
prior provision. 

A reduction in debt in relation to other capital is accompanied either bv a 
net increase in capital or a net decrease in capital wii. h a resultant con- 
traction in operations. In the former case, that of an addition to capital, 
another portion of the bill provides for an adjustment to base-period earnings 
to the extent that such additions were lnade in the latier i&art of the base 
period. With respect to the latter ease, an actual contraction in operations, 
your committee is unable to discover any adequate reason for grantin" relief. 

(D) Your committee has eliminated any special relief adjustment in the 
case of an acquisition by the taxpayer before the end of the base period 
of all or part of the assets of a competitor which resulted in the elimination 
or diminish&nent of the competition oi the co&npctitor. It is believed that 
such a provision imposes an almost impossible burden of proof and that an 
accurate evaluation, 'used on fact rather than opinion, of the extent to 
which earnings are affected by such a change in the competitive relations of 
any particular industry is virtually impossible. Moreover, if an acquisition 
of this type does in fact result in increased earnin s to thc taxpayer in the 
base period such earnings will be reflected in its av«rage base period earn- 
ings. If the acquisition is accompanied by an addition to capital during 
the latter part of the base periou, the bill provides an adjustment to base- 
period earnings for such an addition. To the extent the acquisition is not 
accompanied by an additiou to capital but is merely the result of a shift in 
assets, your corn»&ittee does not believe that there is any valid claim for 
relief. 

(d) Var(«»t profit c&fetes na&i st&orarlio 1»co»&e. — For the purpose of determin- 
ing the applicable industry index or base-period rate of r& turn for any 12-month 
period, a taxpayer shall be a member of that industry to which is attributable the 
lar est amount of the taxpayer's average gross receipts (as defi»ed iu the bill) 
during that period. 

When the period 1930 — 30 was selected as the base period for the &revious 
excess profits tax, it vvas considered fair because it represented a period of mod- 
erate prosperity for business in general. Nevertheless, for some business it was a 
period during which the profits cycle of the particular industry was at its )o&v 

phase and this fact was included as aground for relief in section 7"'(1&) (3) (A). 
The business cycle in general is an extremely diffi ult concept and the distinc- 
tion between the general cycle and the cycle of an individual industrr is even 
more difficult to use. Ilence the experience with this section of ihe law was 
especially trvin for taxpayers and adruinistrators alifie. The p«rio&1 1040-49, 
recommended for the base period in the propose&1 tax, is a. period which is so 
infused vvith temporary stimuli that the ordinary business cvcle concepts mill not 
apply. Bufidin construction, by far the principal variant cvcle industry in- 

volved in the World War II tax, lvas at a peal& during thc jcars 1040 — 40, and 
should need no such general relief provision now. Your committee is not aware 
of any other industry, which, because of vari»»t cycle conditions during the 

proposed base period, requires such treatment. For these reasons and in vi&w 

of the other relief measures being proposed, it is believed tlmt no special provisio» 
for variant cycle cases need be made. 

05S200' — Sl — 14 
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Section 722(b) (8) (B) which provided for relief in cases where the taxpayer 
was subject to sporadic and intermittent periods of high production and profits 
which were inadequately represented in the base period likewise bas been omitted. 
Such relief was available only when such inadequate representation was due to 
reasons generally prevailing in the industry of which the taxpaver was a part. 
As has already been indicated, the determination of what is normal for an indus- 
trv as a whole is a diificult task and largely conjectural in nature. For this 
reason, most taxpayers whose income was of a sporadic nature sought relief under 
section 722(b) (I) or (2). Inasmuch as your committee has made provision 
for relief in these latter areas, a new provision of the 722(b) (8) (B) type does 
not appear necessary. 

(e) Deferment of taa in relief oases. — The bil' provitles for the deferment of 
a portion of the tax in eases involving claims for relief under the provisions 
relating to abnormalities in the base period, change of product or services in the 
base period and new corporations. In order for the taxpayer tc qualify for such 
deferment, its adjusted excess profits net income computed without regard to those 
provisions must be more than 50 percent of its normal tax net income for the 
taxable year. 

If the taxpayer who claims the benefits of the relief sections referred to and 
who qualifies in the above manner computes its tax on the basis of tentative 
industry indices or rates of return, it may defer 80 percent of the amount of the 
claimed reduction in tax. If the same computation is based on final indices or 
rates of return, 100 percent of the claimed reduction in tax may be deferred. 
When the taxpayer bas satisfied the Commissioner that it has valid grounds for 
relief and that it has selected the proper industry for comparison the amounts 
deferred, if properly computed, will never be collected. 
10. Alternative basis for new corporations. 

Unlike the World War II law which treated the two separately, the present 
bill combines the relief treatment of all new corporations whether they com- 
menced business during or subsequent to the base period. 

As in the ease of the relief provisions already described, an alternative credit 
is provided in such cases which will make it unnecessary for the taxpayer to 
reconstruct a hypothetical base period experience as under the old section 
722. A corporation which commenced business at any time after tbe beginning 
of the base period (and which was not an acquiring corporation whose treatment 
is discussed with reference to part II) is permitted under the bill to use as an 
alternative credit an amount determined by applying tbe average base period 
rate of return for the taxpayer's industry to the amount of the taxpayer's total 
assets. When the taxpayer's first three taxable years ended in the base period, the 
industry base period rate of return applied to the taxpayer's total assets at the 
end of the base period and the amount so determined is the credit for subsequent 
excess profits tax taxable years, adjusted for retained earnings and for net addi- 
tions or reductions to capital in such years. When the taxpayer's first, second, or 
third taxable year ends after the base period, the credit is determined for each 
of those years by applying the industry average base period rate of return to the 
taxpayer's total assets as of the end of each of such years and the credit so deter- 
mined for the third year is retained in subsequent years, subject to adjustment 
for retained earnings and capital changes. 

The taxpayer's total assets, gross receipts and industry classification for the 
purpose of the new corporation adjustment are identical to those previously 
described with reference to the adjustment for abnormalities in the base period. 
The base period rate of return for each industry classiiieation is to be determined 
and proclaimed by the Secretary of the Treasury in the same manner as in the 
determination of industry indices. 

Your committee is convinced that the adjustment provided for a new corpora- 
tion under its bill, namely, an alternative credit equivalent to the average base 
period rate of return of the other members of its industry is an equitable measure 
of relief. First, it provides a "floor" based on the industry's average earnings 
experience below which the new corporation's credit will not be allowed to fall; 
and, secondly, it prevents the granting of a credit in excess of tbe industry's aver- 
age earnings experience, which would be inappropriate in a relief provision. 

Of course, a new corporation which has an excess profits credit, based on its 
actual average base period earnings or invested capital, that is higher than the 
credit computed under the relief adjustment described above, uses its own actual 
credit. 
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11. Ztternatire basis for gro&egntt corporations. 
Recognizing that the excess profits credits base(1 either on the nvera e income 

of the best 8 years in the base period or on invested capital may not be satisfactory 
for corporations experiencing an unusually rapid growth during the base period, 
the committee has provided in the bill for an alternative credit for such taxi&ayers. 
This credit is computed from the income of the last 24 or the last 12 months in the 
taxpayer's base period whicliever is higher. The alternative is available only 
to corporations ivhich commenced business before the beginning of their base 
period since it is designed to provide relief only to establislied businesses experi- 
encing unusual growth. Special treatmmit for neiv businesses is provided in 
another portion of tlie bill. 

The theory upon whi&h the alternative credit for growing business is based is 
that by the en&1 of the base period the taxpayer will have reached or will be an- 
proaching matui. ity so that its incoine for the last inon&hs of the base period will 
be reasonably representative of its normal earnings. This logic ivoul&l lead to tbe 
&xclusive use of the final year in the base period, 1040. However, in ninny in- 
dustries 1040 earnings were substantially less tlian those of 1048, and in these 
industries a growing corporation might receive a larger credit based upon the 
experience of tbe last 2 vears than one based on the single year 1949. Therefore, 
the bill permits a taxpayer whi& h qualifies as a growing business to use the hist 
2 years instead of the lu. st pear of its base period if the substitution will pro&luce 
a larger alterna. tive credit. 

To qualify for the alternative credit a taxpaver commencing business ii&fore 
the beginning of its base period must meet two major tests. One of these 
is desi 'ned to exclude from the benefits of tliis provision lar e corporations 
ivhose earnings experience does not justify the provisiou of additional relief 
on account of grovvth &lurin the base period. The alternative credit is avail- 
able only if the taxpayer harl total assets of not more than $20 million at the 
beginning of its base period. For this purpose "total assets" means the sum 
of the cash and other property used in tlie taxpayer's business, valuecl at iis 
adjuste&I basis for deter&nining gain upon sale or ezchange. 

The second test is desigued to limit the benefits of the alternative credit 
to corporations experiencing a de, ree of growth during the base period which 
is substantially in ezcess of the growth of industry in eneral. For this 
purpose tivo indices are used, payrolls and gross receipt~, and the taxpa& or 
moy qualify for the alternative basis under either one oi them. If the tax- 
payer's total payroll for the last half of the base period is 180 percent or moi e 
of its total payroll &luring the first half of the base period, it can qualify as 
a growing corporation. However, a taxpayer ivho fails to nicct this test inay 
qualify for the alteruative credit if its gross receipts for the lust half of the 
base period are 150 percent nr morc of its gross receipts for the first half &if 

its base period. The use of the alternative ross receipts test is justifiie&1 by 
the fact that a corporation may increase its phrsical volume of pro&luction 
materially by introducing additional eqnipment a&id ncw operating prore&lur. s 
which &lo not involve a corresponding increase in its labor force. 'I'he per- 
centages used in the payroll and gross receipts tests are sutliciently large so 
that only those taxpayers will be able to qualify for the alternative «r& fit 
whose business has grown substantially more rapidly than the average dur- 
ing the base period years. 

The 'world IVar II law contained a much more general adjustment for 
growth in the base period. The so-called g&'owth formula used under that law 
permitted the taxpayer to use as an alteinative basis a credit coiupute&l by 
adding to the avera e income of the last half of the base period 50 percent &t' 

the difference between the average income for the first and second halves of the 
base period, subject to the limitation that the alternative credit could not ezcecd 
the net income of the hi 'hest taxable year iu the base period. 1Vhile this 
formula may have been useful as a device for providing relief for corpor:itions 
experiencing unusually rapid growth imder the conditions ivhich ezisted froiu 
1080 through 1039, the application of the formula in the vears 1046 throu"h 
1940 would benefit inany taxpayers whose growth was no more tha. n average 
and would result in the ividespread use of the year 1048 as the sole basis for the 
calculation of the base-period income credit. The alternative bases provided in 
this bill vvill brin. relief only to corporations ivhose assets at the berdnning 
of the base period are not more than $20 million and which can qualify under 
tests which indicate clearly that tlie corporation was groiving substantially more 
rapidly than business in "eneral. 
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18. Carry-ooers of net operating losses and unused excess profits credits. 
The bill permits the use of the net operating loss carry-back and carry-forward 

in calculating the net income of an excess profits tax year. For this purpose 
the same rule is used as under the corporate normal tax and surtax, that is, 
the carry-back is limited to 1 year and amounts not so absorbed are carried 
forward until exhausted over a period of not more than 5 years. This compares 
with a carry-back ef 2 years and a carry-forward of 2 years used under the World 
War II law after 1942. Thus the averaging period under the bill will be 7 years 
as compared with 5 years under the previous law. The change will reduce mate- 
rially the discrimination that might arise against corporations experiencing un- 
usual fluctuation in income during the excess profits tax period and cuts down 
the need for the reallocation of income between individual excess profits tax 
years. 

A net operating loss in the base period may be carried forward to the excess 
profits tax years. 

The net operating loss carry-over or carry-back is not used for computing 
the excess profits tax net income of the taxpayer in its base period years. 
Since all taxpayers are permitted to select the best 8 out of a possible 4 years 
in their base period, and since a number of taxpayers are permitted to base 
their credit on the experience of one or two of their base period vears, the 
application of the loss carry-over would be undesirable because it would reduce 
the income of the years which have been selected as an appropriate test of 
the taxpayer's normal earning power by adjustment for losses in the other 
years, including years outside the base period itself. 

Like the World War II law this bill provides for a carry-back and carry- 
forward of an unused excess profits credit. The carry-back is for 1 year and 
the carry-forward for 5, thus producing the same 7-year averaging period used 
under the net operating loss carry-over for both income and excess profits tax 
purposes. The unused excess profits tax credit adjustment under the World 
War II law was limited to a carry-back of 2 years and a carry-forward of 
2 years, thus producing an averaging period of 5 years which conformed to 
the net operating loss carry-over provisions of that law. 

For a taxable year beginning before July 1, 1950, and ending after June 30, 
1950, the unused excess profits credit is a proportion of the credit based on 
the experience of the taxpayer during the entire year which is determined 
by the number of days in the taxable year after June 80, 19o0, divided by the 
total number of days in the year. 

The bill provides that a credit which is the result of the application of 
the $25, 000 minimum credit shall not be counted for purposes of the unused 
excess profits carry-over. 

IV. OTHER IMPORTANT PROVISIONS 

1. 3finirnum credit for certain regulated, industries. 
Your committee's bill provides a minimum excess profits tax credit which is 

available for certain specified types of regulated industries. This credit is an 
alternative to the average earnings credit and the invested capital credit for 
such taxpavers. 

This minimum credit consists of the corporate normal tax and surtax payable 
bv the corporation for the taxable year in question, plus 5 percent or 6 percent 
of the sum of the equity capital, retained earnings, and borrowed capital of the 
corporation, less interest payable on the borrowed capital. 

The 6 percent rate of return is available to public utilities supplying the 
following types of services or products: 

(a) telephone services, 
(5) electrical energy, 
(c) gas, 
(d) water, 
(e) transportation on an intrastate, suburban, municipal, or interurban 

electric railroad, trolley system, or bus system, where the rates charged by 
such corporations are subject to regulation by a governmental body. 

The 5 percent rate of return is available to public utilities supplying the 
following types of services or products: 

(a) railroads regulated by the Interstate Commerce Commission; 
(b) air transportation regulated by the Civil Aeronautics Board. 
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The effect of this minimum credit for certain public utilities is io give assurance 
that an excess profits tax will not be imposed uiitil after the regulated industries 
earn a rate of return of 8 percent or 0 percent after paying corporate noimal 
taxes and surtaxes. Your cominittee believes that this is appropriate in view 
of the fact that the profits of these industries in the base period vears were held 
down well below the profits earned by unregulated industries. 4ioreover, there 
is considerable evidence that rate adjustments for these industries la"-ed con- 
siderably behind increases in their cost of doing business. Your coimnittee also 
believes that where industries are regulated by other governmental bodies pro- 
viding only a fair rate of return, it is undesirable to consider profits all~wed by 
su&b regulated bodies as excessive. for purposes of an excess profits tax. The 
8 and 0 percent rates of return provided for in this mini&num credit will be 
approximately the average rates of rctuin cu'to&sari)y allowed for the regulated 
industries in question. 

8, Strategic minerals. 
The bill provides tlie same exeinption froin the excess profits tax as did the 

Worl&I War II law with respect to that part of the inconie of domestic corporations 
which is attributable to the mining in the United States of certain strategic 
minerals. The minerals concerned are: Antimony, chromite, manganese, nickel, 
platinum, quicksilver, sheet mica, tantalum, tin, tungsten, tiuorspar, fial&e 
graphite, vermiculite, and vanadium. 

8. Eaempt income from certain mbiing and timber opcratio&&8, and from natural 
gas properties. 

The bill continues the relief which was afforded by section 788 of the World 
War II law with respect to certain miniug, timber, a, nd natural gas operations. 
Such relief is accomplished by exempting from excess profits taz a. certain portion 
of current income. Generally, this portion is determined by multiplying the 
normal unit profit during a defined base period by a speciiied portion of current 
production in excess of normal output during such base period, or in the case 
of coal and iron mines, timber properties, and natural gas properties, by multi- 
plying current excess production by one-half of the curr&nt net inconie per unit. 

The bill also retains the special treatment of income derived from any agency 
of the Government as a bonus for production of minerals or timber in excess of 
a specified quota. 
lj. Foreign corporations and income from abroad. 

For income tax purposes foreign corporations are divided iiito two groups: 
resident and nonresident foreign corporations. Nonresident foreign corporations 
are subject to income tax only on certain income derived from sources within the 
United States. This income is taxed at a uniforiu rate of 80 percent witliout 
deductions. Resident foreign corpora, tions are subject to income taxes upon all 
income derived from sources within the United States at the rates applicable to 
domestic corporations. 

The 80 percent gross-income tax on nonresident foreign corporations is imposed 
rather tlmn the ordinary corporate-income tax since the jurisdiction of the 
United States over such corporations is limited to the sources of their income 
which are within the United States. The lack of jurisdiction over the corporation 
itself not only precludes the imposition of a taz upon the net income of non- 
resident foreign corporations but also the iinposition of an exc&ss profits taz. 
Therefore, the bill follows the precedent of the world IVar II statute anil 
specifically exempts such corporations. 

Resident foreign corporations are subject to the exc&'ss profits tax under your 
committee's bill as under the World %Var II statute. If such corporations we;e 
nouresi&lent foreign corporations during anv of the base period y&ars, only the 
invested capital credit is available to them. This iviis also the ense under the 
World War II statute. 

Although section 2, &1 corporations, that is corporations deriving a large portion 
of their income from source% within the possessions of the United States, are 
domestic corporations, tliey, like resident foreign corporations, are subject to 
Federal taxation only upou in& oiue derived from sources vvithin the United States. 
Therefore, under your committee's bill, as under World AV;&r II statute, these 
corporations receive the same ezcess profits taz treatment as resident foreign 
corporations. 

The World lVar II statute provided an exemption for domestic corporations 
where 95 percent or more of the income of the cori&oration over tlie last 8 years 
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was derived from sources outside the United States, and where 50 percent or 
more of its gross income was derived from the active conduct of a trade or 
business. Although not limited to Western Hemisphere trade corporations, any 
such corporation, not filing a consolidated return with another domestic corpo- 
ration, was effectively exempted from excess profits tax under this provision. 
Your committee's bill continues this exemption which is consistent with the 
preferential treatment conferred on Western Hemisphere trade corporations 
under income tax law. 

Under World War II law, dividends received from foreign corporations by 
domestic corporations were included in the excess profits taz net income of both 
average-earnings and invested-capital taxpayers. In the case of avera. e- 
earnings taxpayers, any such dividends received during the base period were 
included in computing their average-earnings credits. However, in the ease of 
invested-capital taxpayers, stock in foreign corporations, as well as stock in 
domestic corporations, was excluded from invested capii, al. This treatment dis- 
criminated against the invested-capital taxpayer which was compelled to include 
in income subject to excess profits tax dividends received from foreign corpora- 
tions, even though its excess profits taz credit was computed in such a roanner 
as to exclude any return for the stock in such corporations. Another consequence 
of the World War II statute also appears unfortunate. The inclusion of divi- 
dends from foreign corporations in the excess profits tax net income of both the 
average earnings and the invested-capital taxpayers discouraged the return of 
this income to the United States, even though business purposes inight dictate 
such a transfer. Your committee's bill excludes dividends from foreign cor- 
porations from excess profits tax net income, as well as tlie earnings on which 
the average-earnings credit is computed, and also excludes tlie stocl- in foreign 
corporations from the assets on which the invested-cap!tal credit is computed. 

Under your committee's bill, as under the World War II statute, domestic 
col'porations operating branches abroad are subject to excess profits tax on 
the income derived from such branches in the year in which it is earned. How- 
ever, any taxes paid a foreign country with respect to such foreign operations 
which is in excess of the tax credit allowed by the United States for purposes 
of the normal taz and surtax is allowed as a credit against excess profits tax 
subject to certain limitations. The tax treatment accorded branches is the 
same as that provided by the World War II statute. 
6. Personal serrice corporations. 

The World War II law provided that personal-ser;ice corporations could elect 
to be exempted from the excess profits tax if the stocl-holders of such corpora- 
tions agreed to take up as part of their income for individual-income-tax pur- 
poses the pro rata share of the undistributed profits of the personal-service 
corporation. This did not, however, exempt a personal-service corporation 
from the corporate normal tax or surtax. A personal-service corporation was 
defined a, s a corpora. tion whose income was to be ascribed primarily to the 
activities of shareholders who are regularly engaged in the active conduct of 
the affairs of the corporation and who are the owners of at least VO percent of 
the stock of the corporation. Your committee's bill retains this provision of tlie 
World War II statute unchanged. 

6. Corporations completing contracts 77nder 3fcrcliant 3larine Act. 
Under section 50o of the Merchant Marine Act, 1986, as amended, if any con- 

tracting party in its taxable year completes one or more contracts or subcontracts 
for the construction of a vessel under such Act, such party is required to pay to 
the Maritime Board any profit in excess of 10 percent of the total contract prices 
of such contracts and subcontracts. The excess profits so paid to the Maritime 
Board, together with all other receipts of the Board, are placed in a revolving 
construction fund and are available for further ship construction. 

The treatment accorded such profits by section 726 of the World War Il law is 
continued by your committee's bill. 

As a general rule the amount received by the contracting party and recaptured 
by the SIaritime Board would be excluded in computing the excess profits tax under 
section 480 of the bill. In computing the alternative taz provided by section 455 
of the bill the taxpayer will be required to increase its excess profits net income 
and its normal tax net income by the amount of the payments to the Maritime 
Board. The tax computed upon this basis is then reduced by the amount of such 
pavments, and the remainder constitutes the tax which is to be paid if it is 
less than the taz computed under section 480. 
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7. Speciat prorisions relating to thc eacess profits tar rredit for raitroad Lessor- 
Lessee corporations. 

Your committee's bill provides that where almost all of the properties of one 
railroad have been leased to another railroail prior to July I, 1900, under a 
Lease for more than 20 years, which requires the lessee railroad to pay the I'ed- 
cral income taxes of tlie lessor railroad, the excess profits tax credit may be 
&'equitably apportioned" between the corporations pursuant to an agreement 
between the corporations which is approved by the Secretary of the 'ircasury. 
L). Recompatation of the earnings credit in the case of corporate reorganizations. 

In the case of certain corporate reorganizations during the base period or. 
subsequent to the base period, the exl&erience of the corporatiou prior to the 
reorganization may be aggregated for purposes of determining excess profits 
credits based on earnings. This is provided for in part II of the excess profits 
tax subchapter. Iri general tlie reorganizations dealt ivith in part II are the 
type with respect to which gain or loss is not recognized. In addition to the 
general type of case where substantially all the assets of one corporation are 
taken over by another corporation, I&art II provides rules for the recomputation 
of base period net income in the case where substantially all the assets of a 
partnership or a sole proprietorship are acquired by a corporation as well as 
the cases where only part of the assets of a corporation are split off into a new 
corporation or only part of the assets of tbe partnership are placed in a 
corporation. 

In general, if all the properties of the corporation are taken over by another 
corporation in an exchange to which part II is applicable, the old corporation is 
no longer entitled to use its business experience prior to the excliange for pur- 
poses of computing average base period net income. Instead, the corporation 
wliich acquires tbe properties mav use the experience of the corporation 
which gave them up if this ivill increase the acquiring corporation's average base 
period net incoine. In a case where only part of the assets of a corporation go 
over to a uew corporation in an exchange in which gain or loss is not recognized, 
the old corporation loses that portion of its base period experience which is 
allocable to the assets it loses in the exchauge, and the acquiring corporatiou 
may utilize such experience in computing its average base l&eriod net income. 
The allocation is proportionate to the fair market value of the assets unless tbe 
parties to the exchange a ree on a difierent allocation ai d the Secretary consents 
to it. 

Where a, corporation computes its excess profits tax ere&lit simply on the 
basis of its excess profits net iucoure &luring the base period, the effect ou part II 
is to provide that after the corporation acquires assets in an exchange described 
in part II it shall recoinpute its excess profits net income for each month of the 
base period prior to the exchange by combining its own earnings experience dur- 
ing those months with the earnings experience of tbe corporation whose assets 
it acquired. If the corporation whose assets were acquired was not in existeiice 
during a month in the base period in ivhich the acquiring corporation was iu 
existence, then the recomputation described above is made by combining the 
earnings of the acquiriug corporation with I percent of tlie equity capital of the 
corporation whose assets were acquired (after adjustmeut for inadmissible 
assets). 

The alternative earnings credit based on growth is available, for purposes of 
the recomputation provided by part II, to a corporation (if it meets the terms 
of part II through an exchange of the encral type iu ivliicli it acquires all tlie 
assets of another corporation) if both tbe acquiring corporation and tbe corpora- 
tion whose assets it acquires were in business at the beginuing of the base period. 
Even if one of the corporations was not in business froin the beginning of the 
hase period, the provisions of part II allow tlie growth alternative with respect 
to the income of tbe corporatiou which ivas in business froin the beginnin" of 
the base period if the part II exch;inge takes i&lace after tlie close of tbe base 
period. 

In the ease of an exchange of the general type described in part II which in- 
volves a splitting of tbe assets of oue corporation into two corporations, the tivo 
corporations are entitled to the growth alternative if tlie exchange takes 
place after the base period and the corporation iu business during the base 
period was entitled to it. If tbe exchange takes place during the base period, 
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the payroll and gross receipts are allocated betweeu the two corporations for 
the period prior to the exchange for purposes of determining eligibility under 
the growth alternative. 

In general, a corporation is permitted to use the alternative average base 
period net income provided for new corporations after an exchange of the type 
described in part II if neither it nor one of the other corporations from which 
it acquired assets in the exchange was in existence, or, if any such corpora- 
tion had acquired assets in a prio" exchange from another corporation, if that 
corporation was not in existence at the beginning of the base period of the 
acquiring corporation. The method used for determining the acquiring cor- 
poration's alternative average base period net income provided for new corpora- 
tions in such a case is to combine the alternative average base period net incomes 
of all of the corporations determined in accordance with the provision dealing 
with new corporations. 

In the ease of the type of exchange described in part II in which the assets 
of one corporation are split among two corporations the base period earnings 
experience of the ore corporation prior to the exchange is allocated among 
the corporations in business after the exchange in proportion to the fair mar- 
ket value of the assets of the old corporation which are held by each of tbe 
corporations after the exchange. However, in lieu of requiring that this deter- 
mination be made, the earnings experience may be allocated in tlifferent propor- 
tions if all of the parties to the reorganization agree to the allocation and the 
Secretary consents to it. If no such agreement is reached or consented. to, 
a final tletermination of the fair market value of the properties distributed shall 
be binding on all parties claiming a right to the credit of the old corporatiou. 

In c rder to prevent double counting of base yeriod earnings experience in apply- 
ing the recomputation rules provided by part II, the Secretary is authorized to 
issue regulations providing for reduction of the average base period net income sf 
the taxpayer and adjustments of transferred capital additions and reductions to 
the extent necessary in cases where, in general, the taxpayer acquired stock in a 
component corporation for other than its own stock. 

Adjustmeut is provided for both net capital additions during the last 2 years 
of the base period and net capital additions and reductions after the close of 
the base period in the ease of parties to an exchange described in part II. 
The rules for recomputation of average base period net income provided in part II do not apply in the ease of a foreign corporation. 
8. Basis for computation of tbe invested-capital credit after intercorporate 

liquidations. 
Part III of the excess profits tax subchapter provides rules for the determina- 

tion of the basis of assets acquired in "intercorporate liquidations" for yuryoses 
of the determination of the invested capital credit. As used in part III, the 
term "intercorporate liquidation" means the receipt of property at any time 
bv a corporation in complete liquidation of another coryoration where, in general, 
gain or loss is not recognized as a result of the exchauge. Part III applies the 
general principle that where the transferee in an intercorporate liquidation re- 
ceives property in exchange for stock which had a cost basis in the hands of the 
transferee, the property received by the transferee shall have an adjusted basis 
for excess profit tax purposes determined by the cost basis of the stock previously 
held by the transferee. 

In the ordinary case this determination of the adjusted basis of the property 
received bv the transferee is made at the time the transferee obtained ownership 
of SO percent of the stock of the transferor, the basis being reduced by subsequent 
depreciation, etc. , of the assets in the hands of the transferor. Assets acquired 
by the transferor after the transferee obtained control go over to the transferee 
on liquidation at their basis to the transferor. Provision is made for regula- 
tions to be prescribed by the Secretary with respect to the application of part III 
to eases where there is a series of transferees of property, cases where the 
transferor or transferee is a foreign corporation, cases where the stock of the 
transferor is acquired by the transferee from another corporation, cases where 
the intercoryorate liquidation extends over a long period, and cases where any 
other determination may be necessary under part III. 

The section provides specifically for the treatment of a statutory merger or 
consolitlation as a liquidation for purposes of the part where prior to the 
transact. ion the continuing corporation acquired stock in the other corporation. 
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SECTION BY SECTIO'. &I ANALYSIS OF TIIE BILL 

TITLE I. — EXCESS PROFITS TAX 

SECTION 101 IAIPOSITIOV OF EXCESS PROFITS TAX 

Section 101 of the bill adds to cliapter 1 of the Internal Revenue Code a nem 
«ubchapter D imposing an excess profits tax upon incomes of corporatious, 
effective with respect to taxable years ending after Juue 30, 1900. This new 
subchapter is divided into three parts. The provisions of part I, entitled 'Rate 
and Coinputation of Tax, " are uumbered as sections 430 through 488 of the 
Internal Revenue Code. The provisions of part II, entitled "Lxcess Profits 
Credit Based on Income in Conuection With Certain L'xch«ages, " are nuuibered 
as sections 401 thi'ough 46& of such Code. The provisions of part III, entitle(1 
"Adjusted Basis of Assets Received in Certain Iutercorporate Liquidations, " are 
nuiubered as section 470 of such ('ode. 

P &i: T I. — RATE AND CoMP&:TATIQN oF TAz 

SECTION 430. IMPOSITION OF TANI 

Subsection (a) of section 4 0 imposes for each taxable year ending after June 
30, 1900, a tax upon the adjusted excess proiits net income. as defined iu section 
431, of every corporation (except coriiorations cxeuipt under section 452). 

RATES 

The excess profi(s tax imposed under subsection (a) of section 430 is an 
amount equal to the lesser of the following: (1) 30 percent of the adjus&e&1 
excess profits net income, or (2) an amount which wher. added to the tax under 
chapter 1 (other than section 102 and subcliapter D) equals 07 percent of tlie 
corporation's surtax net inconie computed without regard to the credit pro- 
vided in section 20(h) for divi&lends paid on certain preferred stock and the 
credit provided in section 20(i) for Western Iieuiisphere trade corporations. 
The reference to the credit provided in section 20(i) &vill have application to 
those cases where:i Western Heiuisphere trade corporation is subject to the excess 
profits tax bv reason of being a member of an affiliated group of corporations 
filing a cousolidated return under section 141. 

The excess profits tax is iniposed in addition to the other taxes iinpnsc&l by 
chapter 1 of the Internal Revenue Code. Sucli other taxes include the normal 
iax on corporations iiuposed l&y sectiou 13, the &ax ou special classes of corpora- 
tions imposed by sectiou 14 (applicable in lieu of section 13 with respect to 
certain corporations for certain tax:ible years) and the sort:ix ou corporations 
imposed by section 18. 'ihe tax on tlie amount representing adjusted ezc&as 
profits net inconie is therefore the smn of tlie taxes iiuposed by chapter 1 (otlier 
than subchapter D) an&1 the taz imposed bv subchapter D. Provision for 
computation of the tax iu tlic case of a sliort taxable year is niade in section 
433(a)(2). 

Subsection (b) of section 430 provides that in the case nf a taxable Year 
beginning before July 1, 1930, and ending after June 30, 1930, the excess profits 
tax shall be the portion of a tentative taz determine&1 under subsection (a) 
which the number of days in the taxable year after June 30, 1930, bears to tlie 
total number of days iu tlie tazalile year. 

Subsection (c) of section 480 provides that in the &ase of a inutual insurance 
company other than life or marine, if the gross amount received froni interest, 
dividends, rents, and premiums (including deposits and assessuients) is over 
575, 000 biit less than &'12, &, 000, the &zcess profits tax slmll be an amount which 
bears the same propoitiou to tlie muount otherwise ascertained uuder section 
430 as the excess over &'73, UOO of such gross amount bears to $30, 000. 

DEFERi&ENT OF PAYX&KNT 

The payment of excess profits taz umv be deferred under subsection (d) of 
section 430 if the taxpayer, in accordance with regulations prescribed by the 
Secretary, claims on its return the benefits of section 14', relating to abnor- 

inalities duriug the base period, sectiou 443, relating to change in product or 
services, or section 444, relating to nem corporations, and if mithout regard to 
the application of such sections the adjusted excess profits net income of the 

taxpayer for tbe taxable year ezceeds 00 percent of its uor&ual taz net income 
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for such year. In such event the amount of excess profits tax payable at the 
time prescribed for payment may be reduced in an amount equal to the follow- 
ing percentages: (1) 80 percent of the amount of the reduction of tax claimed 
as a result of the application of sections 442, 448, or 444 if such sections are 
applied on the basis of tentative rates of return for industry classifications pro- 
claimed by the Secretary in accordance with section 445(d); or (2) 100 percent 
of the amouut of the claimed reduction in tax, if such sections are applied on 
the basis of the final rates of return for industry classifications proclaimed by 
the Secretary in accordance with sections 445 (b) and (c). The effect of this 
subsection is to stay collection of the amount of the claimed reduction in tax 
(or 80 percent thereof in cases where the tentative rates of return for the 
industry classifications are used), and the amount of the tax shown on tbe 
return, computed without the benefits of sections 442, 448, or 444, is the amount 
assessed at the time the return is filed. 

Subsection (d) further provides that if the reduction in tax claimed in accord- 
ance with the subsection exceeds the reduction in tax as finally determined, the 
amount of such excess shall be payable within 1 vear after such final determina- 
tion. The statute of limitations provided in sections 275 and 276 with respect 
to collection of taxes is suspended, as to the reduction in tax under this sub- 
section, for the period beginning with the date such tax would be payable but 
for this subsection and ending 60 days after a final determination as to the 
claimed reduction. 

SECTION 431. DEFINITION OF ADJUSTED EXCESS PROFITS NET INCOME 

Section 481 defines the term "adjusted excess profits net income. " Adjusted 
excess profits net income in the case of any ta~able year will be the excess 
profits net income, as defined in section 488, minus the sum of (1) the taxpayer's 
excess profits credit allowed under section 484 and (2) its unused excess profits 
credit adjustment computed in accordance with section 482. If such sum is less 
than $25, 000, it shall be increased to $25, 000. 

SECTION 432. UNUSED EXCESS PROFITS CREDIT ADJUSTXIENT 

Section 482 provides for the unused excess profits credit adjustment and 
defines such adjustment as the sum of the unused excess profits credit cs. rry-overs 
and carry-back to the taxable year in question. 

The unused excess profits credit for any taxable year ending after June 80, 
1950, is to be the excess of the taxpayer's excess profits credit for such taxable 
vear over its excess profits net income for such year. If the taxable year is 
a short year (that is, one of less than 12 months), the unused excess profits 
credit will be that portion of the unused credit determined under the above 
general rules as the number of days in the taxable vear is of the number of days 
in the 12-month period ending with the close of the taxable year. If the taxable 
year is one which began before July 1, 1950, and entls after June 80, 1950, the 
unused excess profits credit shall be an amount which is such portion of the 
unused excess profits credit determined under the above rules as the number of 
days in the taxable year after June 80, 1950, is of the total number of dnvs 
in such taxable year. 

The unused excess profits credit, determinecl in the above manner, shall first 
be carried back to the first preceding taxable yeiir as an unused excess profits 
credit carry-back. The unused credit may then be carried over to the five 
succeeding taxable years as an unused excess profits credit carry-over. The 
unused excess profits credit carry-over to the first succeeding taxable year 
ivill be the excess of the unused credit over the adjusted excess profits net 
income of the first preceding taxable year. The adjusted excess profits net 
income for such first preceding taxable year shall be determined for such purpose 
by computing the unused excess profits credit adjustment for such first preceding 
taxable year without regard to the unused credit in question and without regard 
to the !ast sentence of section 481 which provides for a minimum excess profits 
credit plus unused excess profits credit adjustment of $25, 000. Thus, if a 
calendar-year taxpayer has an unused excess profits creilit of $100, 000 for 1952, 
its unuseil excess profits credit carry-over to 1958, if any, will be the excess of 
$100, 000 over its 1951 adjusteil excess profits net income, such 1951 adjusted 
excess profits net income being determined by computing its 1051 unuseil excess 
profits credit adjustment u ithout regard to its 1052 unuseil excess profits credit 
auil b: otlierwise using its actual excess profits credit and unused excess profits 
credit adjustinent. 
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If the preceding year is one which began prior to July 1, 1980, the amount 
by which the unuse&1 credit is to bc reduced for purposes of computing the carry- 
over shall be an amount ivhich is such part of tbe reduction computed under 
tbe above general rules as tbe number of days in such taxable year after Juue 
30, 1950, is of the total number of clays in such taxable year. 

In determining the unused excess profits credit carry-over to the second, third, 
fourth, and fifth taxable vears, the unused excess profits credit in addition shall 
be reduced by the adjusted excess profits net inconie for eacli of the interveiiing 
taxable years. The adjusted excess profits net income for any interveiiing 
taxable year shall be deterniined, for such purpose, (1) by computing the unused 
excess profits credit adjustment for such intervening rear without regard to 
the unused excess profits credit in question and without regard to anv uuused 
excess profits credit for any year subsequent to the year of such unused credit, 
and (2) by disregarding the provisions of section 481 providing for a minimum 
excess profits credit plus unused excess profits credit adjustment of $25, 000. 

The order in which an unused credit may be used &is a carry-back or a carry- 
over is mandatory under the provisions of section 482. The unused credit &aust 
first be carried back to the first preceding year and then forward to the hrst 
succeeding year, then to tlie secoud succeeding year, and so on till the fifth 
succeeding year. 

There will be no unused excess profits credit carry-bacl- to a ta~able year 
which ends prior to July 1, 19;&0. Lil ewise, an unused excess profits credit ivill 
not be decreased by reference to any taxable year ending prior to July 1, 1930, 
for purposes of computing the unused excess profits credit carry-over. 

SECTION 433. EXCESS PROIFITS NET INCOME 

Subsection (a) of sectiou 488 defines excess profits net income. Irrespective 
of wliich of the alternative methods provided in the bill for coinputing tlie excess 
profits credit is used, excess profits net income is to be computed by increasing or 
decreasing normal tax net inconie by the adjustments provided in section 
433(a) (1). Except as expressly provided in sucli sectiou, adjustments are not 
required to be made in deductions which are limited, for exauiple, by net iucome 
(such as tlie deductiou for charitable contributions under section 28 (q) ). 

DIVIDENDS RECEIVED 

Under subparagraph (A) oi' section 483(a) (1), the credit for dividends 
received provided by section 26(b) is to be recomputed in transforming noruial 
tax net incoine into excess profits net income. XVith respect to dividends of 
both domestic and forei„n corporations, the credit is to be allowed without 
limitation, except that (1) the limitation of section 26(b) relating to divid» nds 
in kind received after August 31, 1950, shall apply, (2) no credit shall be allovved 
with respect to dividencls (actual or constructive) on stock of foreign personal 
holding companies, and (8) no credit shall be allowed with respect to dividends 
on stock which is not a capital asset. In the case of a taxpayer using the excess 
profits credit based on income, a like adjustu&ent is provided in section 488(b) (6) 
for the computation of excess profits nct income for taxable years beginning 
or ending within the base period. 

DISALLOWANCE OF CERTAIN CREDITS 

Under subparagraph (B) of section 488(a) (1), normal tax net income is to be 
increased, in computing excess profits net income, by the amount alloived as 
credits under section '2G(h) (relating to credit for dividends paid on certain 
preferred stoclt) and section 2G(i) (rein(. iug to I'&'esteru lieniisphere Trade 
Corporations). 

GAINS AND I CSSES FROM SALES OR EXCHANGES OF CAPIT VL ASSETS, ETC. 

Under subparagrapli (C) of section 433(a) (1), there are to be excluded, in the 
transformation of uormal tax uct iucoine into excess profits net income, gains 
and losses from sales or exchanges of (1) capitiil assets and (2) property used 
in the trade or business, as that term is defiiied in section 117(j) (1). 

In the case of a taxpayer using the excess profits credit based on income, an 
adjustment comparable to tint of subparagraph (C) is provided in sectio~ 
433(b) (2) for the computatiou of excess profits net incoiue for taxable years 
beginning or ending within the base period. IIowever, uulil-c t!ie adjustment 
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provided by subparagraph (C), the base period adjustment under section 
438(b) (2) embraces all gains or losses (whether or not from sale or exchange) 
to which section 117(j) is applicable. 

INCOME FROM RETIRFMENT OR DISCHARGE OF BONDS, ETC. 

Under subparagraph (D) of section 488(a) (1), there is excluded, in the trans- 
formation of normal taz net income into excess profits net iucome, income de- 
rived from the retirement or discharge by the taxpayer of any bond, debenture, 
note, or certificate or other evidence of indebtedness which has been outstanding 
for more than 6 months. Where bonds were issued at a premium, the exclusion 
provided by subparagraph (D) relates only to premium unamortized on the 
date of retirement or discharge. In such case there is not to be excluded from 
income the accrued amortization of bond premium for that portion of the taxable 
vear preceding such retirement or discharge. In the case of a taxpayer using 
the excess profits credit based on income, a like adjustment is provided in section 
488(b) (8) for the computation of excess profits net income for taxable years 
beginning or ending within the base period. 

REFUNDS AND INTEBKST ON AGRICULTURAL ADJUSTMKNT ACT TAXES 

Under subparagraph (lo) of section 488(a) (1), there is excluded, in the com- 
putation of excess profits net income, income attributable to refunds of Agri- 
cultural Adjustment Act taxes and interest upon such refunds. No similar 
adjustment is provided under section 488(b), relatiug to adjustments in base- 
period income. 

DEDUCTIONS ON ACCOUNT OF RETIREMENT OR DISCHARGE OF BOND, ETC. 

Under subparagraph (F) of section 488(a) (1), there are disallowed, in 
coruputing excess profits net income, deductions for losses and expenses resulting 
from the retirement or discharge bv the taxpayer of any bond, debenture, note 
or certificate, or other evidence of indebtedness which has been outstanding for 
more than 6 months. Where bonds were issued at a discount, the disallowance 
provicled by subparagraph (F) relates only to discount unamortized on the date 
of retirement or discharge. In the case of a taxpayer using the excess profits 
credit based on income, a lil-e adjustment is provided in section 488(b) (4) for 
the computation of excess profits net income for taxable years beginning or 
ending within the base period. 

RECOVERIES OF BAD DEBTS 

U~der subparagraph (6) of section 433(a) (1), there is excluded, in the com- 
putation of excess profits net income, income attributable to the recovery of a 
bad debt, unless a deduction from gross income was allowed with reference to 
such debt for a taxable vear for which an excess profits tax was impossd under 
this Act or under the World War II excess profits tax. No similar adjustment 
is provided under section 488(b), relating to adjustments in the base period 
income. 

LIFE INSURANCE COMPANIES 

Under subparagraph (H) of section 488(a) (1), the normal tax net income 
of a life insurance company is to be decreased, in arriving at excess profits net 
iucome, by the excess of the product of. the figure determined and proclaimed 
under section 202(b) and the ezcess profits net income computed without regard 
to subparagraph (F) over the adjustment for certain reserves provided in section 
202(c). 

NONTAXABLE INCOIIE OF CERTAIN INDUSTRIES WITH DEPLETABLE RESOURCES 

Subparagraph (I) of section 488(a) (1) provides for exclusion, in the com- 
putation of excess profits net income, of nontaxable income from certain minmg 
and timber operations and from natural gas properties, as described in section 
451. No similar adjustment is provided under section 438(b), relating to ad- 
justrnents in base period income. 



213 

NET oPERAr&NG loss DEDICT&oN ADJT. srAIENT 

Subparagraph ( J) of section 488(a) (I) provides that, in transforming norinal 
tax net income into excess profits net income, the net operating loss deduction 
shall be adjusted so as to coordinate it with tlie other adjustments required in the 
computation of excess profits net income. 

TAXES PAID BY I. FS, iKE 

Subparagraph (K) of section 488(a) (1) requires that adjustinents be made in 
the normal tax net income of both the lessor aud the lessee in tlie case of a lease 
for a term of more than 20 years entered into prior to Decep&ber 1, 1900, where- 
under the lessee is obligated to pay any portion of the income taxes iroposed upon 
tbe lessor with respect to rentals under the lease or to reimburse the lessor there- 
for. Subparagraph (K) provides (1) that such payment or reimburseiuent shall 
be excluded by the lessor in the computation of its excess pi ofits net income, and 
(2) that no deduction for such payment or reimbursement shall be allowed to the 
lessee in the computation of its excess profits net income. Iu the case of either 
a lessor or lessee using the excess profits credit based on income, a lil-e adjust- 
ment is provided in section 488(b) (11) for the computation of excess l&rofits net 
income for taxable years beginning or ending within the base period. 

BAD D BTS IN CASE OP BA&VIYS 

Subparagraph (L) of section 488(a) (1) provides that, in co&uputing the excess 
profits net income of a bank (as defined in section 104) &vhich uses the reserve 
method of accounting for ha&i debts, there shall be allowed (in lieu of the amount 
allowable under the reserve method) a deduction for debts which becaine ivorth- 
less within the taxable year, iu whole or in part, within thc &»eaning of section 
23(k). In the ease of a bank usiug the excess profits credit based on income, 
a like adjusiment is provided iu section 488(b) (12) for the computation of excess 
profits nct income for taxable years hewn»in or ending within the base period. 
Like the other adjustments descrilied in section 488(a) (1), this adjustment is 
mandatory; the use of the reserve niethod by a bank for the purposes of sub- 
chapi. er D is denied. 

TAXABLE YEAR I. ESS THAN 12 XIONTIIS 

Paragraph (2) of section 433(a) provides a, method for placing the excess 
profits net income of a. taxable year of less than 12 months upon an anuual basis 
and is to apply in lieu of the provisions of section 47(c). These provisions 
correspond to section 711(a) (8) of the world War II exces- profits tax. 

TAXABLE YEAR BEGINNING IN BASE PERIOD AND ENDING AFTER JUNE 30, 1930 

In the case of a taxable year be, „"inning in the base period and endin after 
June 80, 1950, the excess profits net incoiue for such taxable year will be com- 
puted under subsection (b) for purposes of computing the average base period 
net income, but the excess profits nct income for such year will be cou&puted . under subsection (a) of sectiou 438 for tbe purpose of con&puting adjusted excess 
profits net income»»der section 481. 

TAXABI. E YEARS IN BASE PERIOD 

Subsection (b) of section 483 defin&s excess profits uet incou&c for taxable years 
begi»» ing or endin" within thc base period; this definition is applicable for tile 
purpose of compui. iu" the avera "e base period net inconie. Tbe adjustments 
provided in subsection (b) are &o be applied to uor»ial tax»et iucome, as defined 
in section 13(a) (2). 

The &&djustments pr&vided by paragraplis (3), (4), (0), (11), and (12) of 
section 483(b) are identical ivith adjustn&ents provided u»der seciio» 483(n) 
for taxable years uuder subchaliier D, and have been disc»~Red above. The 
adjustmeut provided iu par;&graph (2) is similar to that provided under section 
433(a) (1) (C), ivith ouc exceiition: the adjust»&en& uuder paragrapli (2) em- 

braces all gaius or losses to which sectiou 117 (j) is applicable. 
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Paragraph (1) of section 488(b) provides that the net operating loss deduc- 
tion shall not be allowed for the purpose of computing the average base period 
net income. 

Paragraph (5) of section 488(b) requires exclusion of refunds by the tax- 
payer to its vendees of any amount attributable to taxes under the Agricultural 
Adjustment Act. 

Paragraph (7) of section 488(b) provides a special rule applicable in com- 
puting the average base period earnings of a taxpayer using the installment 
basis provided in section 44, but only if the taxpayer has made the election pro- 
vided under section 458(a). In such case, income from installment sales is to 
be recomputed for excess profits tax purposes under the accrual method as if 
the taxpayer had for all taxable years reported income on such method. The 
provisions of paragraph (7) do not apply in the computation of the base period 
capital addition under section 485(f). 

Paragraph (8) of section 488(b) provides a special rule applicable in com- 
puting the average base period earnings of a taxpayer which elects (as pro- 
vided under section 453(b) ) to compute income from long-term contracts upon 
the percentage of completion method. In such case, income from long-term 
contracts is to be recomputed for excess profits tax purposes under the per- 
centage of completion method and as if the taxpayer hsd for all taxable years 
reported such income on such method. The provisions of paragraph (8) do 
not apply in the computat'on of the base period capital addition under section 
435(f). 

ABNORAIAL DEDUCTIONS 

In the determination of excess profits net income for any year in the base 
period, certain deductions may be disallowed in whole or in part under the 
circumstances described in paragraphs (9) and (10) of subsection (b). Deduc- 
tions mav be disallowed only to the extent that the total deductions of a class 
exceed by 15 percent the average amount of deductions of the same class for 
four previous taxable years (or if the taxpayer was not in existence for four 
previous taxable years, certain succeeding taxable years). 

The classification of deductions for this purpose is to be made in accordance 
with regulations issued by the Secretary for the determination of the classifica- 
tion of deductions for any taxable year or years within, or beginning or ending 
within, the base period. Paragraph (9) lists several types of deductions which 
may constitute one or more classes of deductions. Among the deductions listed 
are deductions attributable to a claim, award, judgment, or decree against the 
taxpayer, or interest on such items; deductions attributable to intangible 
drilling and development costs paid or incurred in or for the drilling of wells 
or the preparation of wells for the production of oil or gas, and for development 
costs in the case of mines; deductions under section 28 (f) for losses arising from 
fires, storms, shipwreck, or other casualty, or from theft, or arising from the 
demolition, abandonment, or loss of useful value of propertv, not compensated 
for by insurance or otherwise. The classification of deductions is made on the 
basis of taxable years but must be consistently applied. 

The disallowance of such deductions is subject to the following conditions: 
(1) Deductions of any class to be disallowed for a taxable year must 

exceed 5 percent of the average excess profits net income for the taxable years 
in the base period, computed without the disallowance of any such class of 
deductions. 

(2) =he taxpayer must establish that the amount of the deductions of any 
class to be disallowed in the taxable year is not a cause or a consequence of 
an increase in the gross income of the taxpayer in its base period or a decrease 
in the amount of some other deduction in its base period, and are not a cause 
or a consequence of a change at any time in the type, manner of operation, 
size, or condition of the business engaged in by the taxpayer. 

(8) The amount of deductions of any class to be disallowed for any taxable 
year do not exceed the amount by which deductions of such class for such 
taxable year exceed the deduction of such class for the taxable year for 
which the excess profits tax is being computed. 

(4) If the taxpayer's average base period net income is determined under 
section 485 (e), relating to the alternative based on „. rowth, the amount to 
be taken into account for the purpose of determining the total payroll of the 
taxpayer shall not be disallowed. 
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SECTION 434. EXCESS PROFI1S CREDIT ALLOWANCE 

DohiESTIC CORPORATIONS 

Subsection (a) of this section provides that in the case of a doniestic corpora- 
tion the excess profits credit for any taxable year m:y be coinputed in one of two 
ways. It may be the amount determined under section 485 (relating to excess 
profits credit based on income) or the amount determined under section 486 
(relating to excess profits redit basetl on investecl capital), whichever amount 
results in the lesser excess proiits tax for tlie taxable rear for which the tax is 
being computed. Special rules are provided, under part II of subchapter D, for 
the determination of the excess profits credit in the case of certai~ reorgiuizations. 

FORL'1GX CORPOPATIOX S 

In the case of a foreign corporation engaged in trade or business within the 
United States which was in existence on January 1, 1046, an option is also given 
to compute its excess profits credit under either section 485 or 486. The option 
is available, however, only if its first taxable year under this subchapter begins 
on or before July 1, 1050, and only if at some time during each taxable year which 
began or ended in the base period it was engaged in trade or business within 
the United States. Where a foreign corporation does not satisfy the above con- 
ditions, the exce-3 profits credit for anv taxable vear shall be the excess profits 
credit based on its invested capital under section 486. 

REGULATED Pi:I:LIC UTILITIES 

Your committee has provided an aclditional alternative method of computing 
the excess profits credit in the case of a regulated public utility (as defiued in 
section 446). In such a case the excess profits credit for any taxable year shail 
be an amount computed under section 435, 486, or 446, whiclicver results in the 
lesser excess profits tax for the taxable vear. 

RAILROAD LESSOR-LESSEE CORi'ORATIONS 

An exception to the rule pro"ided for the coniputation of the excess profits 
credit under section 484(a) in the case of doniestic corporations is provided for 
railroad corporations subject to part I of the Interstai. e Commerce Act, if they 
meet certain conditions. Where substantially all the railroad properties of such 
a railroad corporation Iiave been leased for a term of more than 20 years to 
another such railroad corporation or corporations pursuant to an agreement en- 
tered into prior to July 1, 1050, which agreement requires tbe lessee to pay the 
taxes of the lessor, the aggregate of the excess profits credit and the unused excess 
profits credit adjustment of each such corporations may be equitably apportioned 
by agreement, if approved by the Secretary, among each of such corporatious. 

SECTION 435. EXCESS PROFITS CREDIT — BASED ON INCONE 

AMOUNT OF CREDIT 

In the case of a domestic corporation, the excess profits credit based on income 
for any taxable year is the sum of the following: 

(a) 85 percent of the average base period net income. 
(b) If the average base period net income is determined under section 

485(d) or under sectiou 442 (relating to abnorinalities in the base period) 
the:imount of the base period capital addition computed under subsection ( f ). 

(c) 12 percent of the net capital addition for the taxable vear as defined in 
subsection !g) (1). 

(d) The credit for additions to borrowed capital provided in subsection 
(h) (1). 

From tliis amount there is subtracted the sum of 12 percent of the net capital 
reduction (as defined in subsection (g) (2) ) plus the amount of the borroived 
capital reduction coinputed under subsection (h) (2) for the taxable year. 

In the case of a. foreign corporation the excess profits credit is 85 percent of 
flic average base period net income. 
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BASE PERIOD AND HETHOD OF COHPUTATION OF THE AVERAGE BASE PERIOD NET INCOIIE 

Subsections (b), (c), and (d) provide rules for determining the base period 
and for computing a general average of the income attributable thereto. 

In the usual case, the average base period net income is determined by com- 
puting the excess profits net income for each month in the base period. The 
excess profits net income for any month during any part of which the taxpayer 
was in existence is the excess profits net income for the taxable year in which 
such month falls divided by the number of full calendar months in such year. 
In no case is the exness profits Det income for any month to be less than zero 
but where the taxpayer was not in existence for any part of a month it shall be 
zero for that month. 

After computing the excess profits net income for each month of the base period, 
there is eliminated from the base period whichever of th" following 12 months 
results in the higher average base period net income- 

(a) The 12 consecutive months, the elimination of which produces the 
highest average base period net income, or 

((i) The 12 months which remain after retaining in the base period the 86 
consecutive months which produce the highest average base period net 
income. 

The aggregate of the excess profits net income for each of the remaining 36 
months is then computed and this amount is divided by 8. 

The term "base period" means the period be inning January 1, 1946, and end- 
ing December 81, 1949. However, in the case of a taxpayer whose first taxable 
year under subchapter D was preceded by a taxable year which ended after 
December 31, 1949, and before April 1, 1950, and which began before January 
1, 1950, the term "base period" means the period of 48 consecutive months ending 
with the close of such preceding vear. 

Rules for the computation of the average base period net income in the case 
of certain reorganizations are set forth in part II of subchapter D. 

AVERAGE BASE PERIOD NET INCOIIE — ALTERNATIVE BASED ON GROWTH 

Subsection (e) of section 485 provides, in ~ eneral, that a corporation whose 
growth during the base period is demonstrated by a substantial increase in total 
payroll or in gross receipts may take as its average base period net income the 
higher of its excess profits net income for the last year in the base period or the 
average excess profits net income for the last 2 years in the base period. 

The eligibilitv requirements for application of the subsection are specified in 
paragraph (1) of the subsection. The subsection is applicable only to taxpayers 
which were in business during the entire base period, and whose total assets, as 
of the beginning of the base period, did not exceed $20, 000, 000. Total assets for 
this purpose are defined in paragraph (8) of the subsection as the sum of 
cash and property other than cash used in the taxpayer's business. Property 
other than cash is included in an amount equal to its adjusted basis for determin- 
ing gain upon sale or exchange. 

A taxpayer qualifies for the benefits of this subsection only if its total payroll 
for the last half of its base period is 80 percent greater than its total payroll 
for the first half of its base period, or its gross receipts for the last half of its base 
period are 50 percent greater than its gross receipts for the first half of its base 
period. The definitions of "total pavroll" and "gross receipts" for this purpose 
are provided in paragraphs (4) and (5) of the subsection. Total payroll i~eludes 
salaries, wages, commissions, and other compensation paid or incurred by the 
taxpayer for personal services actually rendered by employees, but excludes anv 
amount allowable as a deduction under section 28 (p), relating to contributions to 
an employees' trust or annuity plan and compensation under a deferred-payment 
plan, and also excludes compensation paid in any medium other than cash. The 
term "gross receipts" is defined as the sum of— 

(G) the total amount received or accrued from the sale, exchange, or other 
disposition of stock in trade of the taxpayer or other property of a kind 
which would properly be included in the inventory of the taxpayer if on hand 
at the close of the taxable year, or property held by the taxpayer primarily 
for sale to customers in the ordinary course of its trade or business; 

(5) the, ross income attributable to a trade or business regularly carried 
on by the taxpayer, received or accrued, but excluding therefrom— 
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(1) income from the sale, exchange, or other disposition of property, 
(2) income from discharge of the taxpaVer's indebtedness, 
(3) dividends, and 
(4) income attributable to recovery of bad debts. 

In determining . the amount of total payroll or gross receipts for any period, an 
allocation on a monthly basis is made in the case of any taxable year falling 
partly within and partly without the base period. 

The computation of the average base period net income in the case of any tax- 
payer entitled to the alternative average base period net inccme based on growth 
is set forth, in paragraph (2) of subsection (e), as follows: (1) compute an 
excess profits net income for each of the last 24 months in the taxpayer's base 
period in the manner provided in the second sentence of section 485(d) (1) which 
allocates to each month a portion of the excess profits net income for the taxable 
year in which such month falls and provides that the excess profits net income 
for any month shall not be less than zero; (2) compute the total of the excess 
profits net income for such 24 months; (8) divide the total excess profits net 
income for such 24 months by 2; (4) compute the total excess profits net income 
for the last 12 months in the base period. The alternative average base period 
net income based on growth is the larger of the amounts determined under (3) 
or (4). The computation may be illustrated as follows: Assuming that a tax- 
payer reporting income on a calendar year basis, which has met the requirements 
of the subsection, has an excess profits net income of $9(1, 000 for the calendar 
year 1948, and an excess profits net income of $120, 000 for the calen&lar v&ar 
1949, the alternative average base period net income is computed under this 
subsection as follows: 

(1) The excess profits net income for each month in 194S is $S, 000, an&1 
for each month in 1949 is $10, 000. 

(2) The total excess profits net income for the 24 months is $210, 000. 
(3) One-half of such total excess profits net income is $108, 000. 
(4) The total excess profits net in'come for the last 12 months amounts 

to $120, 000. 
The sum ascertained un&lcr (4) is greater than the sum ascertained under (8) &&»&1 

therefore the former (i. e. , $120, 000) constitutes the alternative average base 
period net income determined under this subsection. 

Taxpayers using the alternative average base period net income determine&1 
under this subsection are not entitled to the base period capital addition co»&- 
puted under subsection (f). 

CAPITAL ADDITIONS IN BA, SE PEBIOD 

In general, the purpose of subsection (f) of section 485 is to provide a» up- 
ward adjustment, reflecting an increase in capital prior to the tax period, in 
the average base period net income of the taxpayer determine&1 under section 
435(d) or section 442. This adjustment is not available ivliere the average base 
period net income is deter&»i»ed under section 443, 444, or 440. The bill does 
not provide a comparable downv. ard adjustment. to reflect a decrease in capital 
prior to the tax period. 

The capital changes for which a&ljustment is provided in subsection (f) is 
limited to those occurrin, in the last tuo taxable years of the taxpayer which 
Precede its first taxable year under the new subchapter D. In general, the 
capital changes in the later of these 2 vears are given greater wei. "4&t than 
those in the earlier year. In the case of a taxpayer on a calendar-year basis, 
the 2 vears covered by subsection (f) are the calm&dnr years 1948 and 1910; for 
convenience, these calendar vears are used in this discussion. 

The princip»l steps in the determination of the addition provided bv sub- 
section (f) are as folio&vs: (1) An a&ljust&Bent is computed at the rate of 12 
percent of the "net base period capital addition or re&luction" as defi»cd in 
subsection (f) (2). (2) The "base period borroive&1 capital addition or reduc- 
tion" is computed as provided in subsection (f) (8). (8) The adjustments 
computed in steps (2) a»d (8) are combined as provided in subsection (f) (1); 
if the net a&ljustmcnt is greater than zero, it is added, as provided in subsection 
(a. ) (1) (8), to the average base period net income determined under section 
485(&1) or section 4-12. 

058290' 5&1 I„- 
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In computin, the adjustment described above as step (1) it is first necessary 
to determine for each of 8 periods (the 2-year period 1948 and 1949, 1948 alone, 
and 1949 alone; or for the periods described in subsection (f) if the taxpayer 
was not in existence and on the calendar vear basis throughout 1948 and 1949) 
the net increase in equity capital as defined in section 487(c) (reduced by any 
net increase in inadmissible assets as defined in section 440) or the net decrease 
in equity capital (reduced by any net decrease in inadmissible assets). 
there is a net increase over the 2-year period, this adjustment is positive, aud 
is 12 percent of (A) the amount of that net increase, reduced by (B) one-half 
of so much of the net increase (if any) for 1948 as is not offset by any net de- 
crease for 1949. Conversely, if there is a net decrease over the 2-year period, 
this adjustment is negative, and is 12 percent of the difference between (A) that 
net decrease and (B) one-half of so much of tlie net decrease (if any) for 1948 
as is not oftset by any nct increase for 1949. 

Tlie computation of the adjustment for changes in borrowed capital described 
above as step (2) requires the determination of the increase or decrease IQ 
borrowed capital, as defined in section 489(c), in the same 8 periods. The 
adjustment for each of these periods is then determined by cliriding the 
aruount of the increase or decrease in the period by 8, and multiplying the 
quotient by the average interest rate on borrowed capital for the first dav of 
the period (if a decrease) or for the day following the close of the period (if 
an increase). If the adjustment so determined for the 2-vear period is positive 
it is reduced by one-half of so much of the adjustment for 1948 (if positive) as 
is not offset by any negative adjustment for 1949; or, if the adjustment for the 
2-Year period is negative it is reduced bv one-half of so much of the adjustment 
for 1948 (if negative) as is not offset by any positive adjustment for 1949. 

CaPITXL CHANGES 

Subsection (g) of section 485 provides rules for the computation of net 
capital additions and reductions during excess profits tax Years. In com- 
puting the excess profits credit based on income for any taxable year, 12 percent 
of the net capital addition for the taxable year is includible. However, as 
provided in section 485(a) (1), the excess profits credit so computed shall be 
reduced by 12 percent of the net capital reduction for the taxable year. 

Paragraphs (1) and (2) provide that for purposes of section 485 the net 
capital additiou or reduction for the taxable year shall be the excess, divided 
by the number of davs in the taxable vear, of the aggregate of the daily capital 
additions or reductions, as the case may be, for each &lay of the taxable year 
over the aggregate of the daily capital reductions or additions, respectively, for 
each day of the taxable year. 

Paragraph (8) provides that for the purposes of section 485 the daily capital 
addition for any day of the taxable year shall be the sum of: (A) the aggregate 
of the amounts of money and property paid in for stock, or as paid-in surplus, 
or as a contribution to capital, after the beginning of the taxable year and 
prior to such day, and. (B) the amount, if any, by which the equity capital (as 
defined in section 487(c)) at the beginning of the taxable year exceeds the 
equity capital at the beginning of tlie taxpayer's first taxable year under sub- 
chapter D of chapter 1. Where property is paid in it shall be included in an 
amount equal to its basis (unadjusted) for determining gain upon sale or 
exchange. If the unadjusted basis of the property is a substituted basis, such 
basis shall be adjusted, with respect to the period before the property was paid 
in, by an amount equal to the adjustments proper under section 118(b) (2). 

paragraph (4) proviiles that for the purposes of section 485 the daily capital 
reduction for any day of the taxable year shall be the sum of: (A) distributions 
to shareholders previously made during such taxable vear which are not out 
of the earnings and profits of such taxable year, and (B) the amount, if anv, 
liy which the amount of tlie equity capital (as defined in section 487(c) ) at the 
beginning of the taxpayer's first taxable year under subchapter D of chapter 1 
exceeds the amount of the equity capital at the beginning of the taxable year. 

The amount ascertained under paragraph (8) or (4) shall be reduced by the 
increase or decrease, as the case may be, in inadmissible assets (as defined in 
section 440) of the taxpayer from the beginning of its first taxable vear under 
subchapter D of chapter 1 to the beginning of such day. 

Section 487(g) provides special rules applicable to subsection (g) with re 
spect to distributions to shareholders. 
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ADDITIONS AND REDUCIIONS IN RORROiVED CAPITAL 

Subsection (h) (1) of section 485 describes the computation of the credit 
for additions to borrowed capital which, under section 485(a) (1) (D), is to 
be included in computing the excess profits credit based on income. This addi- 
tion is an amount equal to (1) oue-third of the excess of the average borroived 
capital for the taxable year (as determined under section 439 (c) ) over the daily 
borrowed capital for the first day of the taxpayer's first taxable rear under 
subchapter D, multiplied by (2) the average interest rate for the taxable year. 
This addition to the credit is limited, however, to an amount equal to 8 per- 
cent of such excess. 

I)ader section 485(a) (1) the amount of the excess profits credit based on 
income is to be reduced by the amount of the borrowed capital reduction for 
the taxable year. Subsection (h) (2) of section 485 describes the computa- 
tion of this reduction. The borrowed capital reduction is computed in a 
manner which is, in effect, the reverse of the computation of the borrowed 
capital addition. The reduction is subject to the same 8 percent limitation 
as in the case of the borrowed capital addition. 

Subsection (h) (8) of section 435 provides that the average interest rate for 
any taxable year shall be computed by dividing the total interest accrued for 
such year with respect to borrowed capital by the amount of the averag'e bor- 
rowed capital for such year. 

SECTION 436. EXCESS PROEITS CREDIT — BASED ON INVESTED CAPITAL 

This section provides that the excess profits credit for any taxable year coniputed 
under this section shall be the sum of the folloiving: 

(1) The basic equity capital credit computed under section 487. This credit 
is determined by applying the rate schedule in the table in section 437(a) to 
the adjusted equity capital for the year. 

(2) The new capital credit, if any, computed under section 488(a). This 
credit is an amount equal to 12 percent of the net new capital addition for 
the taxable year, and is allowed to those taxpavers which, under the rate 
schedule in section 487(a) with respect to their adjusted equity capital, would 
otherwise be given a credit with respect to such new capital of less than 12 
percent. 

(3) The borrowed capital credit, if any, computed under section 480. 
The credit so computed is reduced by the amount computed under section 

440, relating to inadmissible assets. 

SECTION 437. BASIC EQUITY CAPITAL CREDIT 

Subsection (a) of this section provides that the basic equity capital credit 
for any taxable year (the amount included in the excess profits credit under 
section 436) shall be determined by applying the rates specified in such sub- 
section to the adjusted equity capital for the year. Such rates are 12 per- 
cent of tlie adjusted equity capital which is not over $5 million, 10 percent of 
the adjusted equity capital over $5 million but not over $10 million, and 8 
percent of the excess of the adjusted equity capital over 810 million. 

Subsection (b) defines adjusted equity capital, which is the amount to 
which the rates specified in subsection (a) are applied. The adjusted equity 
capital is the sum of. the equity capital, as defined in subsection (c), the 
capital addition for the taxable year computed under subsection (d), an&1 the 
recent loss adjustment computed under subsection (f). Such sum is reduced 
by the capital reduction for the taxable year computed under subsection (e). 
If the adjusted equity capital so computed is over $5 million, such amount is 
further reduced by the net new capital addition computed under section 438. 
The amount of such net new capital addition is, therefore, not subject to 
the 10 percent or 8 percent rate under section 487(a), but is only subject to 
the 12 percent rate under section 487(a) (by remaining in the adjusted equity 
capital, if the amount thereof is less than $5 million) or the 12 percent rate 
imdcr section 488(a) (if subtracted from the adjusted equity capital subject 
to the rate schedule under section 487(a) ). Accordinglv, any corporation with 
adjusted equity capital of $5 million or less will not have to compute the net 
new capital addition under, section 488, since it mill receive the 12 percent rate 
under section 437(a). 
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Subsection (c) define equitv capital as of any time as the total of the tax- 
payer's assets held at such time reduced by the total of its liabilities at such 
time. For this purpose, the amount attributable to each asset is the adjusted 
basis of such asset for determining gain upon sale or exchan, e un&ler the Iaw 
applicable to the taxable year for which the excess profits credit is being 
determined, or in the case of monev, the amount thereof. The term "liabi» 
ties" means all liabilities of the corporation, absolute and not contingent, and 
includes liabilities assumed by the corporation, whether or not in connection 
with assets held by the taxpayer, and any liabilities to which property held 
by the taxpayer is subject, but does not include the obligation of the corpora 
tion on its capital stock. The term also includes such reserves as the reserve 
for bad debts referred to in section 28(k). The determination of the equity 
capital under this section shall be made in accordance with sound accountin 
principles, and shall be consistent with the proper method of accounting used 
in determining the taxpaver's net income. 

In the ease of au insurance company, its reserves shall be treated as liabilities 
and not as assets. 

Ordinarilv the equity capital as of the beginning of the taxable year may 
readily be determined from the balance sheet of the corporation as of the 
close of the preceding taxable vear. I'rovision is further made in determin- 
ing adjusted equity capital for capital additions and capital reductions during 
the taxable year. It may be noted that the earnings of the current taxable 
rear are not refiected in the capital addition for that year, but that such 
earnings, to the extent retained by the taxpayer, will be reflected in the 
assets held by the taxpayer at the beginnin of its next taxable year, and will 
therefore be included in determinin the equity capital under subsection (c) 
as of the beginnin of the next taxable year. However, in determining such 
equity capital as of the beginnin, of such next taxable vear, subsection (g) (2) 
requires that an adjustment be made to reduce the equity capital by certain 
distributions made in the first 60 davs of such year. 

I. n&ier subsection (d), the capital addition for the taxable year is the aggre- 
gate of the daily capital addition for each day of the taxable vear divided by the 
number of days in such vear. The dailv capital addition for each day of the 
taxable year is the aggregate of the money and property paid in after the 
be inning of such taxable year and prior to such day for stock, or as paid-in 
surplus. or as a contribution to capital. Such propertv is included in determining 
the daily capital addition in a manner consistent with its inclusion in determining 
equitv capital under subsection (c). After the close of the taxable year in 
which such addition is made, the equity capital (as of the beginning of the next 
taxable vear) used in determining the adjusted equity capital for the next 
taxable year will reflect any such addition remaining in the hands of the 
corporation. 

T. nder subsection (e), the capital reduction for the taxable year is the aggre- 
gate of the daily capital reduction for each day of the taxable year, divided bV 
the number of days in such year. The daily capital reduction for each day 
of the taxable year is the amount of the distributions previously made during 
the taxable vear which are not out of the earnin. s and profits of such taxable 
year. The determination of the amount of such distribution shall be consistent 
with the effect of such distribution on the amount of the equity capital deter- 
mined under subsection (c). After the close of the taxable year, the equity 
capital (as of the beginning of the next taxable year) used in determining the 
adjusted equity capital for the next taxable year will reflect the effect of such 
previous distributions. 

Subsection (f) provides for the determination of the recent loss adjustment, 
w»ich is a fixed amount included in determining adjusted equity capital. The 
recent loss adjustment is determined by reference to a "recent loss period" 
which consists of the base period or the period beginning January 1, 1940, and 
ending December 81, 1949, whichever period produces the higher recent loss 
adjustment. The recent loss adjustment is the excess of the net operating losses 
for the taxable years during the recent loss period over the net incomes for the 
taxable vears during such period. The net operating losses are those determined 
under section 122(a), under the law applicable to the year in which the loss 
was sustained, and the net income for each such year is the net income computed 
with the exceptions, additions, and limitations provided in section 122(d) (but 
without regard to paragraph (6) of section 122(d) ) under the law applicable to 
such taxable year. If only part of a taxable year is included in the recent loss 
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period, provision is made for the proration to the recent loss period, on the basis of the number of months in such taxable year falling within the recent loss period, of the net operating loss or net income for such taxable year. Further provision 
is made in the case of component corporations as defined in section 461(b). 
The recent loss adjustment for such corporations, determined without regard 
to any period after the date of the transaction in which such corporation became 
a component corporation of the taxpayer, is made available to the taxpayer, 
and the amount so made available to the taxpayer is not allowed to the component 
corporation, or to any other corporation with respect to the component corpo- 
ration, for any taxable year ending after the date such corporation became a 
component corporation of the taxpayer. The determination of the recent loss 
period for the taxpayer shall be made with respect to both the recent loss adjust- 
ment of the taxpayer itself and to the recent loss adjustment available to it with 
respect to its component corporation; the recent loss period used by the tax- 
payer must be the same for both the computations relating to its own recent 
losses and the computations relating to those of its component corporation. 

Subsection (g) provides rules for the application of this section, section 438 
(relating to capital changes), and section 435(g) (relating to capital changes 
in the case of the excess profits credit based on income). 

Paragraphs (1), (2), and (8) of this subsection, relating to distributions to 
shareholders, distributions in first 60 days of the taxable year, and the com- 
putation of earnings and profits of the taxable year (for the purpose of deter- 
mining the capital reduction for the tazable year), correspond to section 
718(c) (1), (2), and (3) of the former excess profits tax law. 

Paragraph (4), relating to exchanges, provides rules for the determination of 
the amount of property paid in for stock or as paid-in surplus or as a contribution 
to capital. The purpose of this paragraph is to make the determination of the 
capital addition resulting from such paid-in property consistent with the treat- 
ment such property will receive at the beginning of the next taxable year in the 
determination of equity capital under subsection (c). Subparagraph (A) thereof 
corresponds in principle to section 760 of the former law. An example of the 
application of this subparagraph is the case of property paid in for stock in a 
transaction to which section 112(b) (5) is applicable. Assuming that the prop- 
erty has a basis of $100, 000 in the hands of the transferor, is subject to a 
mortgage for $60, 000, and is received by the corporation subject to the mortgage, 
this subparagraph provides that the amount of property paid in for the stock shall 
be the $100, NN basis in the hands of the transferor, reduced by the $60, 000 
mortgage to which the property is subject, or a net amount of $40, 000 which will 
be treated as the property paid in for the stock. 

Subparagraph (B) provides a rule applicable in a case in which bonds of the 
taxpayer are paid in for stock. For example, assume that bonds of the tax- 
payer are paid in for stock in a transaction in which, if property other than bonds 
were paid in, such property would have the same basis in the hands of the 
taxpayer as in the hands of the transferor. The face amount of the bonds, 
rather than their basis in the hands of the bondholder, is treated as the amount 
paid in for such stock. 

Paragraph (5) provides a special rule in the case of a taxpayer electing under 
section 453 to use a method of accounting for excess profits taz purposes 
different from the method used for income tax purposes. In the case of such a 
taxpayer, invested capital is determined in a manner consistent with the method 
of accounting elected for excess profits tax purposes under section 453, except 
with respect to installment sales made prior to the first excess profits tax taxable 
year in the case of a taxpayer electing under section 453(a), and except as to 
contracts begun before the first excess profits tax tazable year in the case of a 
taxpayer electing under section 453(b). For ezample, if a tazpayer on the 
calendar year basis elects under section 453(a) to use the accrual method of 
accounting for excess profits tax purposes, its equity capital as of the beginning 
of its 1950 taxable year is computed by treating its accounts receivable with 
respect to installment sales as haring an adjusted basis deterniincd under section 
44(d), and its equity capital as of the beginning of its taxable year 1951 would 
be computed by determining the adjusted basis of its accounts receivable with 
i'espect to installment sales made before 1950 in the same manner as the com- 

putation for 1950, and by determining the adjusted basis of its accounts receivable 
with respect to installment sales made after 1949 (which are reported on the 
accrual basis for excess profits taz purposes) in the same manner as in the case 
of a taxpayer reporting on the accrual basis for all purposes. 
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SECTION 438. CAPITAL CHANGES 

NEW CAPITAL CREDIT 

Section 488(a) provides, in effect, that the credit for new equity investment 
and retained earnings during the excess profits tax taxable years shall be deter- 
mined at a 12 percent rate and not at any lesser rate provided in section 487(a), 
The new capital credit which is added to the basic equity capital credit in deter- 
mining the excess profits tax credit of a taxpayer which elects the invested cap- 
ital method is 12 percent of the "net new capital addition" which is defined in 
section 488(b) as the excess, divided by the number of days in the taxable year, 
of the aggregate of the daily new capital additions for each day of the taxable 
year over the aggregate of the daily capital reductions. The net new capital 
addition subject to such 12 percent rate is not also subject to the rate specified 
in section 487. Section 488 limits the availability of the new capital credit to 
those corporations with adjusted equity capital in excess of 85, 000, 000 for the 
taxable year, since corporations with adjusted equity capital of $5, 000, 000 or 
less are not subject to a rate of less than 12 percent. 

DAILY NEW CAPITAL ADDITION DEFINED 

The term "daily new capital addition" is defined in section 488 (c) to mean the 
aggregate of the amounts of mouey or property (other than excluded capital) 
paid in for stock, or as paid-in surplus, or as a contribution to capital after the 
beginning of the excess profits tax taxable year and prior to the day of computa- 
tion, plus the amount by which the equity invested capital (other than the ex- 
cluded capital), exceeds the equity capital at the beginning of the taxpayer's 
first excess profits tax taxable year. It is further provided that the property 
paid in shall be included for the purpose of determining the daily new capital 
addition in an amount equal to its unadjusted basis for determining gain upon 
sale or exchange, and that if such basis is a substituted basis it shall be adjusted 
with respect to the period before it was paid, by an amount equal to the adjust- 
ments proper under section 118 (b) (2). 

EXCLUDED CAPITAL 

As indicated, certain capital is excluded in determining the daily new capital 
addition, both from the amounts of money and property paid in after the be- 
ginning of the excess profits tax taxable year and from the amount of increase 
in tbe taxpayer's equity invested capital over that of its first excess profits tax 
taxable year. "Excluded capital" is defined by section 488(d). It constitutes 
capital which has been added as a result of various types of intercorporate trans- 
actions which result iu mere rearrangements of capital structure and do not 
actually increase the amount of capital employed in the production of income 
subject to excess profits tax. Included among these, for example, are. trans- 
actions whereby a corporation has acquired additional capital (money or prop. 
erty) from another corporation in a nontaxable exchange under section 112(b) 
(8), (4), (5), or (10), or section 871 of the Code, if both the taxpayer and the 
transferor corporation are members of the same controlled group. Another 
example is where the taxpayer has acquired additional capital (as money or 
property paid in) from another corporation, if both the other corporation and 
the taxpayer are members of the same "controlled group" of corporations. 

It is further provided that in determining the amount to be excluded on account 
of property paid in pursuant to intercorporate transactions of the kind mentioned, 
the basis of the property shall be its unadjusted basis for determining gain upon 
sale or exchange and if such unadjusted basis is a substituted basis it shall be 
adjusted with respect to the period before the property was paid in bv an amount 
equal to the adjustment proper under section 118 (b) (2). 

SECTION 439. BORROWED CAPITAL CREDIT 

GENERAL RULE 

Subsection (a) of section 489 provides the general rule for the allowance of 
the credit for borrosved capital (as defined in subsection (c) ). The credit is 
equal to one-third of the deduction allowable for the taxable year with respect 
to interest on the borrowed capital plus one-third of the interest element accrued 
or paid on couditional sales contracts, if not allowable as an interest deduction. 
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The credit, however, may not exceed an amount equal to 3 percent of the average 
borrowed capital for such year. The credit also may not be less than an amount 
equal to 1 percent of the average borrowed capital for such year as computed 
by taking into account only indebtedness evidenced by obligations the original 
maturity of which were for a term of o years or more. Thus, if the average 
borrowed capital for the year is $100, 000 and interest which is allowable as a 
deduction amounts to $6, 000, the amount of the credit is $2, 000. EIowever, such 
credit may not exceed $8, 000 (8 percent of $100, 000) regardless of the actual 
amount of the allowable interest deduction. 

INSURANCE COMPANIES 

Subsection (b) provides a special rule for computing the borrowed capital 
credit of. insurance companies. In the case of such companies, the credit is 
that allowed in subsection (a) for interest on borrowed capital plus an amount 
equal to 1 percent of the mean of the pro rata unearned premiums (&letermined 
at the beginning and end of the taxable Year) plus, in the case of life insurance 
companies, an amount equal to one-third of the product of the Incan of the 
amount of the adjusted life insurance reserves and the average rate of interest 
assumed in computing such reserves and one-third of the product of the mean 
of the amount of reserves on insurance and annuity contracts (or contracts 
arising out nf insurance and annuity contracts) which do not involve, at the 
time with reference to which the computation is made, life, health, or accident 
contingencies, and the average rate of interest assumed in computing such re- 
serves. The mean of the adjusted life insurance reserves an&1 the mean of the 
reserves on contracts wliich do not involve life, health, or accident contingencies 
shall be determined at the beginning an&1 end of the taxable year, an&1 the rate 
of interest assumed in computing such reserves shall be calculated as provi&le&1 
in section 201(c) (4). 

DEFINITION OF BORRO&VKD CAPITAL 

Subsection (c) defines "average borrowed capital" and "daily borroived &;ipita]. " 
Average borrowed capital is the aggregate of the daily borrowed capital for each 
day of the taxable year, divided by the number of days in such year. Daily bor- 
rowed capital for any &lay of the taxable year is the amount, as of the beginning 
of the day, of the outstanding indebtedness (not including interest) of tlie tax- 
payer evidenced by a bond, note, bill of exchange, debenture, certificate of in- 
debtedness, deed of trust, or conditional sale contract. Iyhere property of the 
taxpaver is subject to a mortgage or other lien, the in&lcl&tedness secured by the 
mortgage or lien is considered as the indebtedness of the taxpayer whether or not 
the taxpayer assumed the mortgage or agreed to pay the indebtedrcss. 

SECTION 440. ADMISSIBLE AND INADRIISSIDI, I. ASSETS 

Under sections 486 and 440 of the bill, the excess profits credit based on invested 
capital shall be reduce&1 by an mnount vvliich is the sainc percentage of invested 
capital as the inadmissible assets are of the total of adniissil&le and ina&lmissibl& 

assets. The terms "admissible" and "inadniissible assets" are dcfmed in section 
440 an&1 the computation to determine the percentage of reduction is niadc in 
accordance with the provisions of such section. 

Inadmissible assets are— 
(1) Stock in corporations, except stocl- in a foreign personal holding com- 

pany, an&1 except stock which is not a capital asset; and 
(2) Obligations described in section 22(b) (4) any part of the interest 

from ivhich is excludable from gross income or allowable as a credit against 
net income. 

Admissible assets are all assets other tlian inadmissible assets. 
For the purpose of determining the ratio of inadmissibles to the total of a&1- 

missibles an&1 inadmissibles, section 410(b) provides that the amount attributable 
to each asset shall be determined, under regnlations prescribed by the Secretary, 
by ascertaining the adjusted basis thereof for each day of the taxable year and 
adding such daily amounts. The adjusted basis shall be the adjusted basis for 
determining gain upon sale or exchange under tlie law applicable to the tax;ible 
year. 
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SECTION 441. FOREIGN CORPORATIONS — INVESTED CAPITAL 

Iu the case of a foreigu corporation or a corporation entitled to the benefits 
of section 201 which computes its excess profits credit by the iuvested capital 
method under section 4N, the invested capital is to be based only on the assets 
of the taxpayer held by it in the United States. This section provides that the 
excess profits credit shall be the basic equity capital credit computed under 
section 437, reduced by the amount computed under sectiou 440, relating to 
inadmissible assets. In computing the basic equity capital credit, the adjusted 
equity capital for anv taxable year is the aggregate of the equitv capital as of 
the beginning of each day of su&. h taxable yea~r divided by the number of days in 
such year. In arriviug at the excess profits credit of such corporations, the term 
"United States assets" means assets held by the taxpayer In the United States 
determined in accordance with rules and regulations prescribed by the Secretary, 
and "United States liabilities" are those directly related to such United States 
assets. 

If the Secretary determines that the United States assets nf the taxpayer can- 
not satisfactorily be segregated from its other assets, or that the United States 
liabilities of the taxpaver cannot satisfactorily be segregated from its other 
liabilities, then the adjusted equity capital of the taxpaye~r shall be an amount 
which is the same percentage of the equity capital of the taxpayer, deterInined 
under section 487(c) as of the last day of the taxable year, Ivhich the net inconIe 
for the taxable year from sources within the United States is of the total net 
income of the taxpayer for such rear. 

SECTION 442. AVERAGE BASE PERIOD NET INCOME — ABNORMALITIES DURING 
BASK PEIIIOD 

Corresponding in scope generally to section 722(b) (1) and (2) of the prior 
excess profits tax law, section 412 is a relief measure which provides a means for 
acljustin„certaiu abnormalities in the taxpayer's net income for a base period 
year or years. 

ELIOIBILITY 

The eligibility requirements are set forth in subsection (a) and provide first, 
that the taxpayer must have commenced business prior to January 1, 1946, thereby 
being ineligible for the nerv corporation formula provided by section 444; second, 
that the taxpayer establish either (1) that its normal base period production, 
output, or operation was interrupted or diminished because of events unusual and 
peculiar in its experience, or (2) that its base period business was depressed 
because of temporary economic circumstances unusual in its experience; and 
third, that an adjustment under this section will increase the net income for the 
year or years in question by at least 10 percent. The abnormalities involved 
are those generally associated with section 722(b) (1) of prior law, such as the 
fire, strike, or flood which interrupts or diminishes production or operation; and 
those under section 722(b) (2), such as a severe price war. In order for the 
section to be applicable, it is necessary that one year of the base period be con- 
sidered as unaffected by an abnormality. 

COTIPUTATION OI' AVERAGE BASE PERIOD NET INCOME 

In general, the computation of an average base period net income under this 
section is made as follows: 

(a) The taxpayer is placed on a calendar year basis for the years 1940 
through 1949; 

(b) There is eliminated that calendar year the elimination of which will 
result in the highest average excess profits net income (or the lowest 
avera e deficit) for the remaining three calendar years; 

(c) If any of the remaining three calendar years is affected by an ab- 
normality, an amount of substitute excess profits net income for such year 
or years (but not more than 2 vears) is determined by application of 
industry indices; 

(II) The result obtained by dividing the aggregate of the excess profits 
net income and the substituted excess profits net income for the three 
calemlar years by three is the average base period net iucome u~der this 
section. 
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If, after elimination of the poorest calendar year, one of the three remaining 
calendar years is affected by an abnormality, the substitute excess profits net 
income for such calendar year is determined by applying to the average excess 
profits net income of the two remaining calendar years the ratio of the industry 
index for such vear to the average of the industrv indices for the two remaining 
calendar years. 

Tlfis may be illustrated by assuming a case in which the years 1940 and 1947 
were affected by an abnormality and the excess profits net incorue for 1940 
ivas the lowest for the 4 vears. The year 1940 would be eliminated and a substi- 
tute excess profits net income would be determined for the year 1947. Assuming 
that the industry index for 1947 is 100 and that the average of the indices for 
1948 and 1949 is 125, the ratio of the index for 1947 to the average of the fndices 
for 1948 and 1949 is 100/125. The substitute excess profits net income for 
1947 would be an amount equal to 100/125ths of the average excess profits net 
income for 1948 and 1949. 

DETERMINATION OP APPLICABLE INDEX 

In the application of this section the taxpayer is to employ the index pro- 
claimed by the Secretary, in accordance with section 445, for that industry 
classification to which the largest portion of the taxpaver's gross receipts is 
attributable. Gross receipts are defined in subsection (e) in terms substantially 
similar to those used in section 435(e) (5), relating to the alternative average 
base period net income based on growth. 

Subsection (f) provides that the return shall be filed and the tax computed 
without regard to this section and that the taxpayer may withhold payment 
of the amount of indicated reduction in tax liability in accordance with the 
provisions of section 480(d). 

SECTION 443. CHANGE IN PRODUCT OR SERVICES 

Section 443 is comparable to parts of section 722(b) (4) of the prior excess 
Profits law and provides a means whereby the taxpayer which introduced a 
diferent Product or service during the last 8 years of the base period may 
compute an alternative average base period net income. 

ELIGIBILITY 

In subsection (a) a taxpayer is entitled to the benefits of this section if it 
commenced business on or before January 1, 1940, and if during the period 
beginning January 1, 1947, and ending Decembei 81, 1949, it made a sub- 
stantial change in the products or services furniihed. The taxpayer is re- 
quired by paragraph (2) to establish that during o»e Of the three consecutive 
taxable years immediately following the change, iis net income attributable 
to the new product or service exceeded one-third of its total net income for 
such year. Paragraph (8) imposes a requirement, to the effect that the tax- 
payer's net income, for any one of the taxable years in which it also meets 
the requirement of paragraph (a) (2), must be more than 125 percent of its 
Bet income for the taxable year preceding the year of change. 

AVERAGE BASE PERIOD NET INCOME 

Vnder the provisions of subsection (b), the taxpayer computes its average 
base period net income by multiplying the amount of its total assets, taken as 
of the last day of the taxable year in vvhich it first concurrently meets the 
tests provided in subsection (a) (2) and (3), by the average base period rate 
of return for its industry. In the event that it satisfies these requirements 
Prior to the beginning of 1950, the total of its assets as of December 81, 1949, 
is used rather than at any earlier date. Consistent with the other provisions 
of the law, subsection (c) provides that the taxpayer's assets shall be valued at 
their basis for determining gain upon sale or exchange and the taxpaver, as 
Provided in subsection (e) and (f), respectively will use rates of return based 
uPon statistics proclaimed by the Secretary and will determine its industry 
classiiication upon the basis of gross receipts in a manner similar to tliat used 
in other relief provisions and in section 435(e) (5) relating to the average base 
Period net income based upon growth. 

In order to prevent duplication of benefit, subsection (g) disallows anv capital 
additions or reductions, which ivere made prior to the date upon which the tax- 
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payer's total assets were determined for the purpose of computing its average 
base period net income under this sectio~. 

SECTION 444. AVERAGE BASE PERIOD NET INCO'MZ — 'NEW CORPORATION 

Under the provisions of this section, every corporation subject to the excess 
profits tax wliich commenced business during its base period, or during tile 
excess profits tax period, may compute an average base period net income based 
upon the average base period rate of returu for its industry. 

COMPUTATION OF AVKRAGF. BASK PERIOD NET INCOME 

The average base period net income for a new corporation is computed as 
follows: 

(a) For each of the first three taxable years following the commencement 
of business, if such vear is a year subject to tax under subchapter D. the 
amount determined by multiplyin the total assets at the end of such 
year by the base period rate of return for the taxpaver's industry 
classification for such year. 

(5) For succeeding taxable years, the amount determined by multiplying 
the total assets at the end of the taxpayer's third taxable year following the 
commencement of business as of December 31, 1049, whichever date is later, 
by the base period rate of return for the taxpayer's industry classification. 

Assets are included for purposes of this computation in an amount equal to the 
basis for gain upon sale or exchange. The rate of return to be used is that pro- 
claimed by the Secretary, in accordance with section 445, for tlie industry classi- 
fication to which is attributable the major portion of the taxpayer's gross receipts 
for the particular taxa. ble year in which falls the date as of which the total assets 
are determined. 

To prevent duplication of benefit, provision is made in subsection (f) for the 
elimination of any base period capital additions or reductions and capital changes 
made prior to the date upon which the taxpaver's total assets are taken into 
account. Capital additions and reductions, made after the date on which total 
assets are computed, are, however, available to the taxpaver as in any other case. 
ln common with sections 442 aud 448, gross receipts are defined in subsection (g) 
to conform with the concept set out in section 485(e), relating to the alternative 
average based upon growth, and the rules for the deferment of payment of tax 
are similar to those employed in section 442(f) and 448 (h). 

SECTION 445. INDUSTRY BASE PERIOD RATES OF RETURN 

This section provides for the determination of industry classifications and 
industry rates of return to be applied in determining an average base period 
net income in the case of taxpayers entitled to the benefits of section 442, relating 
to abnormalities during the base period, section 448, relating to change in I roduct 
or services, and section 444, relating to new corporations. 

INDUSTRY CLASSII'IC iTION 

Subsection (a) of section 445 provides that the Secretary, not later than 
3farch 1, 1951, shall determine and proclaim a classification of corporate tax- 
payers by industry, such classification to be generally in accord ivith the classi- 
lication regularly used by the Treasury Department in compiling published 
statistics from corporation income tax returns. 

INDUSTRY RATES OF RETURN 

Subsection (b) of section 445 provides that the Secretary shall determine and 
iroclaim for each industry classification the rate of return for each of the four 
calendar years 1946 through 1949 and indices based thereon. The rate of return 
for each industrv is obtained by dividing the sum of the aggregate net income 
and aggregate interest deductions shown on the returns of all corporations in the 
particular industry classification filing income tax returns for such a year by 
the average of the aggregate total assets of such corporations for such year. 

Subsection (c) of section 445 provides that the Secretary shall determine and 
Proclaim for each industry classification a rate of return for the 48-month Pei'iod 
ending December 31, 1949, obtained by dividing the sum of the aggregate net 
incon e for such period and the aggregate interest deductio~ for such period 
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shown on the returns of all corporations in the particular industry classification 
filing income tax returns for taxable years in such period by the average of the 
aggregate total assets of such corporations for such period. 

Prior to such time as the yearly rates of return and the base perioIl rate of 
return for each industry classification are determined and proclaimed, tentative 
rates of return for each industry classification proclaimed by the Secretary not 
later than March 1, 1961, shall be in effect for the purposes of deferment of tax 
under section 480 (d ). 

SECTION 446. REGULATED PUDT. IC UTILITIES 

Regulated public utilities are given an alternative ezcess profits credit for any 
taxable year under this section. This credit for any taxable year is an amount 
which is the sum of the normal and surtazes imposed for the taxable year on the 
regulated public utility, plus a specified rate of return on the sum of the adjusted 
equity capital and the average borrowed capital for such taxable year, less the 
deduction allowed for the year with respect to interest on indebtedness included 
in borrowed capital. The rate applied in determining the credit is 6 percent in 
the case of a corporation engaged in the furnishing or sale of telephone service, 
electric energy, gas, water, transportation on an intrastate, municipal, suburban, 
or interurban electric railroad or an intrastate, municipal, or suburban trackless 
trolley system or municipal or suburban bus system, but only if the rates of such 
furnishing or sale have been established or proved by State or political sub- 
division thereof or by an agency or instrumentality of the United States or by 
a public service or public utility commission, In the case of railroacls or air- 
lines, subject to the jurisdiction of the Interstate Commerce Commission or Civil 
Aeronautics Board, respectively, the rate shall be 5 percent. 

The excess profits credit so computed for any taxable year shall be reduced by 
the amount computed under section 440 relating to inadmissible assets. 

SECTION 447. PERSONAL-SERVICE CORPORATIONS 

Section 447 provides special treatment for personal-service corporations. 
Such corporations may elect not to be subject to the excess profits tax, and in such 
event the undistributed income of the corporation will be taxed to its shareholIlcrs. 
Section 447(a) defines a personal-serv'ce corporation as a corporation whose 
income is attributable primarily to the activities of shareholders who are re»- 
larly engaged in the active conduct of the affairs of the corporation and are the 
owners at all times during the taxable year of at least 70 percent in value of cai h 
class of the stock of the corporation, and in which capital (whether investe&1 or 
borrowed) is not a material income producing factor. I'or the purpose of the 
stock-ownership requirement an individual is considerecl as owning at any 
time, the stock owned at such time by his spouse or minor child. The term 
"personal-service corporation" does not include any foreign corporation, nor any 
corporation 60 percent or more of whose gross income consists of gains, profits, 
or income derived from tra&lin as a principal. 

Subsection (b) of section 447 provides that a personal-service corporation &nay 

elect in its income tax return under chapter 1 for any taxable year not to be 
subject to the excess profits tax and in such event it will be exempt from such 
tax for such taxable year. A new election must be made for each tazable vear 
and may be made only in its income tax return for such year. If the cor- 
poration so elects for any taxable year its undistributed net income is required 
to be included in the gross income of the persons who were shareholders of 
the corporation on the last day of the corporation's taxable year for which such 
election was made. If a corporation is a member of an afliliated group of 
corporations filing consolidated returns under section 141 of the Code, it shall 
not be ezempt under section 447 for such year. 

The treatment of the undistributecl income of the corporation for taz purposes 
both with respect to the corporation and its shareholders is prescribed in 
supplement S. 

SECTION 448. EXEMPTION FROII TAX FOR IIINING OF STRATEGIC ZIINERALS 

This section exempts from excess profits tax that portion of the adjusted 
excess profits net income which is attributable to the minin by a domestic 
corporation in the United States of antimony, chromite, manganese, nickel, 
platinum, quicksilver, sheet mica, tantalum, tin, tungsten, fiuorspar, fiake graph- 
ite, vermiculite, and vanadium. The taz on the rcmainin" portion of the acl- 
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justed excess profits net income is an amount which bears the same ratio to 
the tax computed without regard to this section as such reinaining portion bears 
to the entire adjusted excess profits net income. 

SECTION 449. CAPITALIZATION 'OF ADVERTISING, ETC. , EXPENDITURES 

Section 440 permits a taxpayer, under certain limitations, to capitalize 
expenditures for advertising and good-will promotion made in the base period 
which the taxpayer had previouslv deducted as an expense. Only expendi- 
tures which, under rules aml regulations prescribed by the Secretary, may be 
determined to be in the nature of a capital investment are allowed to be 
capitalized. 

If a taxpayer makes an election under this section, its normal-taz net income 
for each base-period taxable year in which advertising and good-will expendi- 
tures were deducted shall be recomputed as if that portion of such expenditures 
which is permitted to be capitalized had been capitalized in such taxable year. 
Hence, the net income for each such year will be increased by the amount of 
the deduction disallowed, and, in the case of a corporation electing the invested 
capital credit, the capitalized expenditures will be refiected in equity capital. 

Since the revenue laws applicable to each taxable year are retroactively 
smentled by this section in order to make the election here provided govern the 
deductibility of advertising and good-will expenditures in such prior taxable 
roars, the deductions taken are deemed to have been disallowed, and the tax- 
payer must pay the additional income tax which would have been due if the 
treatmeut in the prior income tax tazable year had been in accordance with the 
election provided for in this section, plus interest thereon. This prevents a 
taxpayer from obtaining the benefits of both a deduction and a capitalization 
with respect to the same item. 

If no provision or rule of law prevents correction of the effect of disallowing 
such deductions, any additional Income taz, which would have been due if 
such deductions had been capitalized, will be collected as a deficiency for the 
particular base-period taxable year. If, however, correction of the effect of 
such treatment is barred, correction will be made by means of the adjustment 
provided under section 450(b). 

A taxpayer electing under this section must capitalize all such expenditures 
deducted for base-period taxable years wliich may be regarded as a capital 
investment. It is further provided that amounts allowed as a deduction on 
account of such ezpeuditures in taxable years prior to the base period may not, 
antler any circumstances, be capitalized. 

In order to secure a treatment of expenditures for advertising and gootl-will 
promotion in taxable years subject to tax under subchapter D of chapter 1, 
uniform with the treatment accorded similar expenditures in base-period years, 
subsection (b) provides that a taxpaver which has elected to capitalize expendi- 
tures which it has shown to be properly considered capital investments, must 
capitalize for income and excess profits tax purposes any similar capital ex- 
1&enditures in subsequent taxable years. 

The election provided by section 449 is available with respect to expenditures 
to establish, maintain, or increase the circulation of a newspaper, magazine, 
or other periodical notwithstanding the provisions of section 204(b) (2) of 
the Revenue Act of 1950. 

SECTION 450. ADJUSTMENT IN CASE OF POSITION INCONSISTENT WITH PRIOR 
INCOME TAX LIABILITY 

This section authorizes the same adjustment to the excess profits tax imposed 
by the bill as section 784 of the Code (as amended bv section 2"7, R. A. 1942) 
authorized to the excess profits tax imposed by chapter 2 E of the Code. The 
adjustment is to be made in certain cases in which the treatment of an item 
or transaction for excess profits tax purposes is inconsistent with the prior 
erroneous treatment of such item or transaction for income tax purposes, and 
correction of the error is prevented by some provision or rule of law sucli as the 
statute of limitations, res adjudicata, etc. 
SECTION 451. NONTAXABLE INCOME FROM CERTAIN hIINING AND TIhIBER 

OPERATIONS AND FROM NATURAL-GAS PROPERTIES 
This section provides special treatment, like that contained in section F35 

of the World War'lI excess profits tax, for the increased production over normal 
output in the case of certain minerals, timber, and natural gas. In general, 
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ZxAMPLE 

Company X 
Unit output: 

Normal unit output 
Taxable year uilit output 

200, 000 
500, 000 

Excess over normal do 800, 000 
Normal unit profit, per ton $1 
Profit on excess unit output $800, 000 

Recoverable units: Estimated recoverable units, as defined in the 
bill tons, 300, 000 i- 

Exempt excess output: Percent excess unit output of estiniatecl recov- 
erable units, as defined in the bill percent 18. 04 

Since the ezcess unit output (800, 000 tons) exceeds 12i/s percent but not 14-', I 
percent of estimated recoverable units (2, 800, 000), 40 percent of such ezcess 
units output measured in terms of. normal unit of profit ($300, 000), or $120, 000, 
will be allowed as a deduction in computing excess profits net income. 

The section also prescribes additional special rules for computin" the de- 
duction in the case of coal and iron mines, timber properties, and natural gas 
properties. Finally, the section provides special treatment for the amount of 
income derived from bonus payments made by any agency of the United 
States Government on account of production of minerals or timber in excess 
of a specified quota. In any case in which income attributable to excess output 
includes such bonus payments, the taxpayer may elect either to receive the 
benefits provided with respect to exempt ezcess output or to treat such bonus 
income as nontaxable. 

SECTION 452. EXEixIPT CORPORATIOiVS 

Section 452 exempts from the tax imposed by subchapter D of chapter 1: (a) 
corporations exempt from income tax under section 101 (whether or not sub- 
ject to tax under Supp. U); (b) foreign personal holding corupanies as defined 

the section provides a special deduction in computing the ezcess profits net 
income where the production in excess of normal exceeds 5 percent of the esti- 
mateil reserves. In ascertaining the amount of the special deduction the tax- 
payer (1) determines the units of excess output, which is defined as the excess 
of production for the taxable year over the normal output; (2) ascertains the 
iiercentage ratio of the excess output to recoverable reserves; (8) ascertains 
the units of exempt excess output which is a prescribed percentage (ranging 
from 20 to 100 percent) of the excess output, increasin; as the ratio of excess 
output to recoverable reserves increases; and (4) multiplies the units of exempt 
excess output by the normal unit profit ivhich is defined as the average profit 
for the base period per unit of output. The anlount so ascertained is deductible 
in computing the excess profits net income. 

The percentages of the excess production multiplied by the normal unit of 
profit to be allowecl are as follows: 

100 percent of the ezcess output exceeds 50 percent of the estiniated re- 
coverable units. 

95 percent if such excess output exceeds 38i/s but not 50 percent of such 
estimated recoverable units. 

90 percent if such excess output exceeds 25 but not 88i/a percent of such 
estimated recoverable units. 

85 percent if such excess output exceeds 20 but not 25 percent of such 
estimated recoverable units. 

80 percent if such excess output exceeds 162/a but not 20 percent of such 
estimated recoverable units. 

60 percent if such excess output exceeds 14'/I but not 16-/s percent of such 
estimated recoverable units. 

40 percent if such excess output exceeds 12i/2 but not 14'; percent of such 
estimatetl recoverable units. 

30 percent if such excess output exceecls 10 but not 12i/~ percent of such 
estimated recoverable units. 

20 percent if such excess output exceeds 5 but not 10 percent of such esti- 
mated recoverable units. 

The following example will illustrate the method of computation as applietl to 
a particular case: 
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in section 881; (c) regulated investment companies, as defined in section 361 
without the application of section 861(b) (4); (d) personal holding companies, 
as defined in section 501; (e) foreign corporations not engaged in trade or 
business within the United States; (f) domestic corporations satisfying the 
following conditions: (1) 95 percent or more of the gross income of such domestic 
corporation for the 3-year period immediatelv preceding the close of the taxable 
vear (or for such part of such period during which the corporation was in 
existence) was derived from sources other than sources within the United 
States; and (2) 50 percent or more of its gross income for such period or such 
part thereof was derived from the active conduct of a trade or business; 
and (g) any corporation subject to the provisions of title IV of the Civil Aero- 
nautics Act of 1938, in the gross income of which for any taxable year ending 
after June 80, 1950, there is includible compensation received from the United 
States for the transportation of mail by aircraft if, after excluding from its 
gross income such compensation, its adjusted excess profits net income for 
such vear is zero or less. Such exclusion from gross income for such year shall 
also be made in computing the unused excess profits credit adjustment for 
any other taxable year, but only for the purpose of determining whether the 
corporation is exempted by section 452(g) from the tax imposed by subchapter 
D for such other taxable year. 

SECTION 453. INSTALLMENT BASIS TAXPAYERS AND TAXPAYERS WITII INCOME 
PROII LONG-TERM CONTRACTS 

Subsection (a) of this section provides that in the case of a taxpayer which 
reports income on the installment basis, such taxpaver may elect, in its return for 
the taxable vear for the purposes of subchapter D of chapter 1, to compute its 
income from installment sales on the basis of the taxable period for which such 
income is accrued. The election is irrevocable when once made and applies to 
all subsequent taxable years to which this subchapter is applicable. If the 
taxpayer elects to come within this provision the income from installment sales 
for each taxable year under this subchapter shall, for the purpose of computing 
the tax under this subchapter for all taxable years (including prior taxable 
vears), be adjusted to conform to such election. However, no amount shall be 
included in computing excess profits net income for any excess profits taxable 
year on account of installment sales made in taxable years ending before July 
1, 1950. 

Subsection (b) of section 458 provides that any taxpayer computing income 
from contracts the performance of which requires more than 12 months may 
elect, in its return for the taxable year, for the purposes of the tax imposed by 
subchapter D of chapter 1, to compute, in accordance wi'th regulations pre- 
scribed by the Secretary, such income upon the percentage of completion 
tuethod of accounting. Such election is to be made in accordance with such 
regulations and shall be irrevocable when once made, and shall also apply to all 
subsequent taxable years to which such subchapter is applicable. The net in- 
come of the taxpayer for each year to which such. subchapter is applicable prior 
to the Vear with respect to which the election is made shall be adjusted for the 
purpose of computing the tax under such subchapter for all taxable years (in- 
cluding prior taxable years). Income described in section 453(b) shall not be 
considered abnormal income under section 454. 

Subsection (c) of section 458 provides that if an adjustment specified in sub- 
section (a) or subsection (b) of section 458 is„with respect to any taxable year, 
prevented, on the date of the election by the taxpayer under subsection (a) or 
subsection (b), as the case mav be, or within 2 years from such date, by any 
provision or rule of law (other than subsection (c) and other than section 8761, 
relating to compromises), such adjustment shall nevertheless be made if in 
respect of the taxable year for which adjustment is sought a notice of deficiencv 
is mailed or a claim for refund is filed, as the ease may be, within 2 years after 
the date such election is made. If at the time of the mailing of such notice of 
deficiency or the filin of such claim for refund, the adjustment is so prevented, 
then the amount of the adjustment authorized by subsection (c) shall be limited 
to the increase or decrease in any tax imposed by chapter 1 previously determined 
for such taxable. vear which results solely from the effect of subsection (a) or 
subsection (b), as the case may be, and such amount shall be assessed and col- 
lected, or credited or refunded, in the same manner as if it were a deficiency or 
an overpayment, as the case mav be, for such taxable year and as if on the date 
of such election, 2 years remain before the expiration of the period of limitation) 
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upon the assessment or the filing of claim for refund for the taxable year. The 
tax previously determined shall be ascertained in accordance with section 450(d). 
The amount to be assessed and collected under this section in the same manner 
as if it were a deficiency or to be refunded or credited in the same manner as 
if it were an overpayment, shall not be diminished by any credit, exemption, gain 
or loss, other than one resulting from the effect of subsection (a) or subsection 
(b), as the ease may be. Such amount, if paid, shall not be recovered by a claim 
or suit for refund, or suit for erroneous refund based upon any item, inclusion, 
deduction, credit, exemption, gain or loss, other than one resulting from the effect 
of subsection (a) or subsection (b), as the case may be. 

SECTION 454. ABNORMALITIES IN INCOME IN TAXABLE PERIOD 

Section 454 makes adjustments with respect to certain abnormalities in income 
in the taxable period. In general, the provision corresponds to section 721, as 
amended, in the World War II excess profits tax law. The principal changes 
include redefinition of the classes of income described in subsection (a) (2), 
the reduction of the percentage of gross income referred to in subsection (a) (1) 
and (3) to 115 percent, clarification of the technical provisions of subsection 
(a) (3), and the elimination of subsection (f) of the prior law which is obsolete 
in view of other provisions of this bill. 

The separate classes of income defined in subsection (a) (2) have been reduced 
to four classes, as follows: (A) income arising out of a claim, award, judgment, 
or decree, or interest on any of the foregoing; (B) income resulting from ex- 
ploration, discovery, or prospecting, or any combination thereof, extending over 
a period of more than 12 months; income from the sale of patents, formulas, or 
processes, or any combination thereof, developed over a period of more than 12 
months; and (C) income includible in gross income for the taxable year rather 
than for a different taxable year by reason of a change in the taxpayer's method 
of accounting. Subparagraph (C) of subsection (a) (2) of the prior law has 
been redefined and restricted as appears in subparagraphs (B) and (C) of sub- 
section (a) (2) of this section. The classifications under the prior law with 
respect to income from long-term contracts, income to a lessor upon termination 
of a lease, and income consisting of dividends on stock of foreign corporations 
were eliminated as obsolete. 

SECTION 455. CORPORATIONS COMPI ETING CONTRACTS VNDER MERCHANT 
MARINE ACT, 1956 

Under section 505 of the Merchant Marine Act, 1930, as amended, if any con- 
tracting partv within an income tax taxable year completes one or more con- 
tracts or subcontracts for the construction of a vessel under such Act, such party 
is required to pay to the Federal Maritime Board profit in excess of 10 percent of 
the total contract prices of such contracts and subcontracts. 

Section 455 provides, in eases where excess amounts are required to be repaid 
to the Federal Maritime Board under the above Merchant Marine Act, an alter- 
native tax which is to be paid if it is less than the tax computed under section 430. 

As a general rule the amounts received by the contracting party and recaptured 
by the Federal Maritime Board would be excluded from nct income in computing 
the excess profits tax under section 430. In computing the alternative tax pro- 
vided for by section 455 the taxpayer will be required to increase its normal tax 
net income by the amount of the payments to the Federal hIaritime Board. The 
tax computed upon his basis is then reduced by the amount of the payments to 
the Federal Maritime Board, and the remainder constitutes the tax which is 
to be paid if it is less than the ts. x computed under section 435. 

P IRT II. EXCESS PROFITS CREDIT BASED ON INCOME IN CONNECTION WITH 
CERTAIN EXCHANGES 

This part, which is comparable to the supplement A of the World War II 
law, is directed essentially at the problem of providing for a proper determina- 
tion of the average base period net income of a taxpayer which is a continu- 
ing corporation in a reorganization involving the transfer to it of properties 
from other corporations in whose hands the properties had a base period 
experience. Essentially part II provides that, in the type of transactions 
specified in the part, the income experience of the properties in the base period 
in the hands of the transferor corporations shall be considered as the income 
experience of the transferee for those years. Iu view of the adoption under 
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section 485 (which section determines the amount of the excess profits credit 
based on income and the manner in which the average base period net income 
is computed) of several methods of determining a taxpayer's average base 
period net income which are alternative to the determination of average base 
period net income based solely upon excess profits net income (whether the 
excess profits net income was earned during the base period, or is attributed 
to an acquiring corporation under this part), special rules are provided in 
order that an acquiring corporation under this part may determine its eligibility 
for such alternative methods after the reorganization and, in such a case, 
the manner in which those methods are then to be made available to it. Rules 
having a similar purpose were incorporated in Supplement A of the World War 
II law but they have had to be superseded by the above referred to special rules 
in view of the changes which have been made in the nature of the alternative 
methods themselves. In other respects this part differs from Suyylement A 
of the World War II law only in that one additional type of transaction has 
been added to the list of transactions set forth as giving use to an application 
of the part and in that a number of the sections of the supplement have had 
to be revised in order to ronform them to some of the detailed changes which 
have been made by this subchapter in the World War II law. 

SECTION 461. DEFINITIONS 

Section 461(a) defines the term "acquiring corporation" for purposes of 
part II. An acquiring corporation is defined as a corporation which has 
acquired property from one or more other corporations in a statutory merger 
or consolidation, in a tax-free liquidation, or in any one of six listed types of 
transactions which, generally, have the same practical effect as a statutory 
merger or consolidation, These transactions are referred to in this report, 
unless otherwise noted, as part II transactions. Except for one addition, part II transactions are the same as and are defined in the same terms as the trans- 
actions specified in supplement A of the World War II law. The one addition 
made by your committees is the inclusion in the six listed transactions of a 
transaction in whirh a corporation acquires part, as distinguished from sub- 
stantiallv all, of the properties of one or more corporations or partnerships 
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. Since all part II transactions 
involve a sufficient continuity of interest to justify treating the acquiring 
corporation as standing in the place of its predecessors, such transactions must 
satisfy the requirements of section 112 Ivith respect to such transactions in order 
that the transferee corporation may be treated as an acquiring corporation. 

With respect to the six listed types of transactions, it is to be noted that 
in two of them, including the ease where substantially all of the properties of a coryoration are transferred soleiv in exchange for votin, stock of the 
transferee, the transferor corporation must be completely liquidated in pursu- 
ance of the plan under which the transfer is made and the transfer must have 
the eftect of a statutory merger or consolidation. Similarly, it is provided 
in the rase just described, that the voting stock requirement can be met even 
though liabilities are assumed by the acquiring corporation or property is taken 
subject to a liability in connection with the transaction, 

In the case of two of the six listed types of transactions, the transfer may 
be made by a partnership, the transfer in one case being of substantially all 
of the partnership's assets, the transfer in the other ease being of a part of 
the yartnership assets. Subsection (f) of section 461 provides, iu connection 
with the former type of transfer, that a business owned by a sole proprietorship 
shall be considered a yartnershig. Section 462(g) provides, with respect to 
both tyges of transfers, that computations with respect to a partnership are to 
be made as if the partnership had been a corporation. 

For puryoses of part II anrl, therefore, for purposes of the definition of 
"acquiring corporation, " section 465 defines the term "corporation" as not in- 
cluding a foreign corporation. 

Section 461(b) defines the term "component corporation" to mean the cor- 
poration or partnership which is absorbed or the yroperties of which are 
transferred in a transaction described in connection with the definition of an 
"acquiring corporation" in section 461(a). 

Section 461(d) specifically provides, for purposes of the excess profits credit 
anIl for purposes of the section prescribing an alternative average base yeriod 
net income in the ease of new corporations, that an acquiring corporation shall 



be considered to have been in existence for any period during which it or any 
of its component corporations was in existence. A sentence has been added 
to this section providing, for purposes of the alternative average base period 
net income in the case of new corporations, that in any part II transaction, 
other than the transfer by a corporation of part of its properties, the com- 
ponent corporation shall be deemeil not to have been in existence prior to the 
day after the transaction. It is the purpose of this sentence to entitle the 
transferring corporation, in the event that it again commences business, to 
new corporation treatment in the computation of its average base period net 
income. 

The provision of the old law with respect to "component corporations of 
component corporations" has also been retained. This provision (section 401(e) ) 
provides that the term component corporation, with respect to a given trans- 
action, includes a corporation which, in an earlier transaction, was a component 
corporation of the corporation which, in the transaction in question, becomes a 
component corporation. 

Section 401(c) incorporates the substance of section 740(c) of supplement 
A of the World War II law, with certain additions made necessary by the inclu- 
sion in the list of permitted transactions of the transaction in which a corpora- 
tion acquires a part oi' the property of another corporation. In general, it is 
the purpose of the section to provide that a corporation which transfers sub- 
siautially all its properties in a part II transaction shall take no account of 
its excess profits net income for anv part of its base period prior to the day of 
the transaction, or its capital additions or capital reductions of the tax period 
prior to the day of the transaction, in computing its excess profits credit for 
any year after the year of the transaction. An arlclition has been made to the 
section to provide for a similar loss by the component corporation of its alterna- 
tive average base period net income computed as a new corporation. In the case 
of a transaction involving a transfer by a corporation of part of its properties, 
the rule has been modified to provide that the transferring corporation loses only 
that portion of its excess profits net income for the base period or of its alterna- 
tive average base period net income computed as a new corporation which is 
allocable to tlie particular properties transferred. A similar provision relates 
to the capital addition or capital reduction of the tax period of the transferring 
corporation. Section 40i2(e) provides the rule of allocation applicable to these 
provisions. 

Subsection (c), as umler the World War II law, also provicles the rule for 
the determination of the excess profits credit of the component corporation for 
the year of the part II transaction, where that pear is a year subject to the 
excess profits tax. A. similar rule is provided in the case of a transfer by a 
corporation of only part of its properties. Under this rule so much of tlie 
component corporation's average base period net income as was available to it 
prior to the day after the transaction can be used by it as the nuniber of days 
in the taxable year prior to the da'y after the transaction bears to the total 
number of days in the year. In the case of a transfer by a corporation of only 
part of its properties, it is provided, in effect, that the amount of the average 
base period net income made available for purposes of this coiuputa. tiou shall be 
such part of the corporation's total average base period net income as is allocable 
to the properties transferred. The determination of the effect of a part II trans- 
action on the excess profits credit of an acquiring corporation for the year in 
which the transaction occurred is provided for in section 402(f) (2). 

Section 461(c) provides, finally, that the excess profits net income of the 
component corporation for any part of the base period after the day of the 
transaction, where such transaction occurred during the liase period, shall not 
be available for use in a. ny inanuer by the acquiring corporation. 

SECTION 4G2. RECOTGPUTATION Ol EXCESS PROFITS NET INCOIIE 

Section 402 provides ti". e rules applicable to an acquiring corporation in a 
part II transaction in the determiuation of its average base period net income 
for purposes of computing its excess profits credit based on income. Section 
402(a) provides that the average base period net income of an acquiring cor- 
poration shall be its average base period net income computed under section 
436 without reference to the recoiuputation of its excess profits net income pro- 
vided for by section 402, or its average base period net income computed under 
section 4:Ifi after such recoinputatiou, whichever is the greater. Scctiou 40" (b) 
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provides for the recomputation of the excess profits net income of the acquiring 
corporation for any month of its base period prior to the transaction for purposes 
of the general average provided for -by section 485(d). Section 402 (c) and 
(d) provides special rules applicable to the determination of the acquiring cor- 
poration's alternative average base period net income based, respectively, on 
growth, under section 485(e), or as a new corporation under section 444. 

Section 462(a) provides, in general, that the excess profits net income of an 
acquiring corporation recomputed under the section is the excess profits net 
income for each month of the acquiring corporation's base period increased 
or decreased, as the case may be, by the addition or reduction resulting from 
including the excess profits net income for that month of all component 
corporations. 

Section 462(b) provides the method in which this recomputation is to be 
effected. The recomputed excess profits net income of the acquiring corporation 
for each month in its base period shall be its excess profits net income for that 
month computed under section 485(d) (1) (without regard to that part of that 
section which provides that the excess profits net income for any month shall 
not bc less than zero) plus the excess profits net income of the component cor- 
poration for such month of the acquiring corporation's hase period, likewise 
computed under section 485(d) (1). The excess profits net income of the ac- 
quiring corporation for any month as thus recomputed in no event shall be less 
than zero. In making this determination, if, for any full month of the acquiring 
corporation's base period during which such corporation was in existence, 
either actually or, under section 401(d) by reason of a component corporation's 
existence, either the acquiring corporation or any component was not actually 
in existence, the excess profits net income of that corporation for such month 
shall be 1 percent of its equity capital at the close of the day before the transac- 
tion or at the close of the base period, whichever is earlier, reduced by the ratio 
of its inadmissible assets. 

Under the method of recomputation provided above a number of difficult prob- 
lems presented by the World War II law will necessarily be removed. The 
method is dependent in the first instance on the definition of base period con- 
tained in section 485(b). The manner in which the excess profits net income 
for any month is determined is prescribed by section 485(d) (1) by reference 
to the excess profits net income for the taxable year in which such month 
falls. 

There is incorporated in the above method of recomputation a provision, 
applicable to the section contained in the World War II law which provided 
for a similar construction of income in certain cases, designed to provide for 
an adjustment where, by reason of the acquisition by one corporation of stock 
in another, the equity capital of the corporation whose stock is acquired is 
increased without a corresponding decrease in the equity capital of the owning 
corporation. In such cases the Secretary is given authority to prescribe regu- 
lations adjusting the excess profits net incomes of such corporations. 

USE Bx AoqUIRING CORPORATION OF ALTERNATIVE AVERAGE BASK PERIOD ZiIET INCOME 
BASED ON GROWTH PROVIDED FOR IN SECTION 433 (E) 

Section 462(c) deals with the effect of a part II transaction upon the right of 
either an acquiring corporation or, in the case of a transfer by a component 
corporation of a part of its properties, of its right to the use of the growth 
alternative provided in section 485(e). 

(1) In the case of a part II transaction (other than one in which a component 
corporation transfers only a part of its assets), if the acquiring corporation 
and all of the component corporations were in actual existence and had com- 
menced business more than 48 months before the close of the acquiring cor- 
poration's base period, the acquiring corporation ma. y be entitled to the use 
of the growth alternative. For purposes of determining its qualification to use 
the groIvth alternative, the acquiring corporation shall combine with its total 
payroll and gross receipts for any portion of its base period preceding such trans- 
action the total payroll and gross receipts of the component corporations for 
such period, and it shall also combine its total assets at the beginning, of the base 
period with those of the component corporations. The acquiring corporation 
shall not, in the event the transaction occurred during its base period, be entitled 
to the use of the growth alternative in its computation of average base period 
net income unless it recomputes its excess profits net income in the manner 
provided for by section 462(b). 
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(2) In the case of a part II transaction (other than one in which a com- 
ponent corporation transfers only a part of its assets), if some but not all of 
the corporations which were parties to the transaction were in actual existence 
and had commenced business more than 48 months before tbe close of the ac- 
quiring corporation's base period and were entitled to the growth alternative 
prior to the transaction, the acquiring corporation shall not be entitled to the 
use of the growth formula, whether or not it recomputes its excess profits net 
income under section 462(b), where the transaction occurs during its base 
period. IIowever, if the transaction occurs after the close of the acquiring cor- 
poration's base period, the acquiring corporation shal be entitled to retain the 
growth alternative with respect to the excess profits net income of anv corpora- 
tion entitled to it for purposes of the recomputation of its excess profits net income 
provided for by section 402(b). 

(8) In the case of a part II transaction in which the component corporation 
transfers only a part of its assets, where the component corporation was in 
existence and had commenced business more than 48 months before the close 
of the acquiring corporation's base period and was entitled to the use of the 
growth alternative prior to such transaction (if such transaction occurred after 
the close of the base period ef the component corporation), both the component 
corporation nnd the acquiring corporation shall be entitled to the use of the 
growth formula without reference to the tests with respect to qualifying there- 
under. If such a transaction occurred during the base period of the acquiring 
corporation, the component's payroll and gross receipts for the period prior 
to the transaction are to be allocated between the parties in the same ratio as 
that provided in section 402(e) for the allocation of excess profits net income 
and average base period net income computed under section 444 (the new cor- 
pnration provision). The acquiring corporation is to be considered as hnving 
commenced business at the time the component corporation commenced busi- 
ness for purposes of qualifying for the growth alternative, and for the purposes 
of the total assets limitation on use of the growth alternative. Both the compo- 
nent n. nd the acquiring corporation are to be considered as having the total 
assets of the component coIIIoration as of the date applicable for purposes of the 
growth formula. 

(4) The Secretnry is nuthorized to prescribe by regulations such rules as may 
be necessary to insure that gross receipts, for purposes of the tests prescribed 
by section 485(e), are not distorted by reason of transactions between companies 
in cases described in paragraphs (1) and (2) above. 

USE BY AcqUIRING CORPORATION OF AI TERNATIVE AVERAGE BASE PERIOD NET IiVCO&IE 
PRovIDED I'OP, NEW CORPORATIONS IN sEC'I'IoiV 444 

Section 402(d) provides that an ncquiring corporation in n pnrt II trnnsnction 
(other than a transaction described iu section 4G1 (a) (1) (E) ) shall be entitled 
to determine its average base period net income as provided iu section 444 (re- 
lating to new corporntions) if it wns nnt in existence (either nctunlly or con- 
structively) prior to Snnunry 1, 1046. However, the rules provided in section 
444 are modified Ivith respect to such acquiring corporations to the fofiowin 
extent: 

(1) Where nil the corporntinns which nrc parties to the transaction have 
completed at lenst three taxable venrs prior to the transaction, the average 
base period net income of the ncquiring corporation is determined, for 
purposes of sectiou 444, by adding together the average bnse period nct 
incomes previously determined for the corporations un&ler section 444. 

(2) Where one or more but not all of the corporations which are parties 
to the part II trnnsnctinn have completed three tnxnble venrs before the 
transaction, the average base period net income of the acquiring corporation 
is d& termined, for purposes of section 411, by totaling the average base period 
net incomes (previously determined under section 444) of the corporations 
which have completed three taxable years, and a&Ming to this total nn average 
base period net income nmount for ench corporntion which hnd not completed 
three taxable years. The avernge base period net income amount for these 
latter corporntions is computed by applying the industry rate of return to 
the total nssets of each immediately prior to the part II transaction, usin 
the method specified in section 444. 

Section 402(d) also provides that an ncquiring corporation in a transaction 
described in section 4G1(a) (1) (E) may compute its average base period net 
income by reference to scctinn 444 only to the extent prnvided in section 402(e) 
(relating to thc allocation rule for such acquiring corpnr&IIinn). 
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aLLOCATION RULE 

Section 462(e) provides a rule, applicable to those part II transactions in which 
a corporation transfers only a part of its properties, under which that portfon 
of the compouent corporation's total excess profits net income for any month 
of the base period which is allocable to the properties transferred and which 
is to be used by the acquiring corporation in the recomputation of its excess 
profits net income can be deternfined. This rule is to the effect that that portion 
of the component corporation's total excess profits net income for any month 
shall be used which the fair market value of the assets transferred bears to the 
fair market value of the total assets of the component corporation as they 
existed at the close of the day before the transaction. In lieu of this rule, 
tbe subsection specifically provides that an amount agreed upon by the ac- 
quiring corporation, by the component corporation and by any other corporation 
a party to the transaction shall be used, provided the Secretary consents thereto. 
In cases where such agreement is not obtained, it is provided that a final 
determination of the fair market values upon which the allocation rests shall 
be binding upon all parties claiming a right to the credit of the component 
corporation. 

Rules similar to the above are set forth applicable to the allocation, in the case 
of such a transaction, of the alternative average base period net income com- 
puted for the component corporation as a new corporation and available to it as 
of the close of the day before the transaction. 

In the event that the parties and the Secretary agree to an allocated amount 
of either the component corporation's excess profits net income or of its alter- 
uative average base period net income as a new corporation, the section provides 
that the total of such allocated items applicable to all of the parties to the trans- 
action shall not be in excess of 100 percent. 

PROVISION AGAINST DUPLICATION OP BASE PERIOD EARNINGS AND CAPITAL ADDITIONS 
AND REDUCTIONS 

Section 462(f) (1) is designed to prevent improper duplications of base period 
income and capital additions and reductions in cases in which, prior to the trans- 
action which constitutes a corporation an acquiring corporation for purposes of 
part II and subsequent to December 81, 1945 (whether or not during its base 
period), such corporation uses its assets to acquire some or all of the stock of the 
corporation which becomes the component corporation of such acquiring corpora- 
tion. The section contemplates, for example, that, after the absorption of the 
corporation whose stock was so acquired, the ps. rt of its base period income for the 
base period years before the acquisition of its stock which is attributable to such 
stock shall be excluded by the taxpayer in the recomputation by it of its excess 
profits net income as provided in section 462(b), and that, in determining the 
amount of the daily capital addition and reduction of the corporation whose stock 
was acquired which is to be transferred to the acquiring corporation, such daily 
capital addition and reduction shall be adjusted by the portion thereof attributable 
to the previously acquired stock. The specific situations presented are complex. 
Both the manner in which the excess profits net income of the acquiring corpora- 
tion is to be reduced and the transferred capital addition and reduction adjusted, 
and the amounts of such reduction and adjustment, are, therefore, to be deter- 
mined in accordance with regulations prescribed by the Secretary. The Secretary 
is authorized to prescribe in such regulations the specific situations in which 
specified adjustments under this section are to be made. If the acquisition of 
such stock by the corporation is in exchange solely for its own stock, no elimina- 
tions or adjustments are necessary, and accordingly section 462(f) (1) is made 
inapplicable. In ease the acquisition is in exchange partly for its own stock and 
partly for other propertv, section 462(f) (1) is applicable only to the part of the 
acquisition attributable to such other property. There are not included in the 
operation of this provision cases in which the taxpayer acquires stock which has 
in the hands of the taxpayer a basis determined by reference to the basis of stock 
previously acquired by the issuance of the taxpayer's own stock. 

MINIMUM LIMITATIONS ON AVERAGE BASE PERIOD NET INCOME OP ACqUIRING 
CORPORATION UNDER PART II 

Section 462 (h) provides, as did a similar provision of the World War II law, 
that, in certain limited cases, the average base period net income of the acquiring 
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corporation shall not be less than that of its qualified comlioncnt haring the 
greatest average base period net income, or than that of its own, computed 
without regard to the recomputation of its excess profits net income in the manner 
provided in section 462(b). This provision is limited to part II transactions 
occurring in taxable years ending after June 30, 1950, and requires that at the 
beginning of the first taxable vear of the taxpayer ending after June 30, 1950, 
and at all times thereafter until such transaction, either the taxpayer or one of 
the qualified component corporations in the transaction must have owned at least 
75 percent of each class of stock of e:ich of the other corporations involved. The 
term "qualified component corporation" is defined as a component corporation in 
existence at the beginning of taxpayer's base period. 

SECTION 463. COIIPUTATION OF DAILY CAPITAL ADDITIONS AND REDUCTIONS 
AI'TER TIIE TRANSACTION 

In the case of an acquiring corporation whose average base period net income 
is computed under section 43;b based upon the redetermination of the excess profits 
net income of the acquiring corporation in the manner provided in section 462(b), 
section 463(a) provides that its claily capital additions and daily capital reduc- 
tions for each day after the part II transaction are coniputecl by taking into ac- 
count the transferred capital additions or reductions of the component corporation 
as if they were capital additions or reductions of the acquiring corporation. The 
section is essentially similar to tlie one contained in the World IYar II law. 

The transferred capita. l addition of the componeiit corporatiou is its daily 
capital addition before reduction on account of inadmissible assets, but computed 
by disregarding money or property paid into the component by tlie acquiring 
corporation or any other component corporation and disregarding stock in the 
acquiring corporation or any other component corporation paid in by shareholders 
of the acquiring corporation or other component corporation. The. transferrecl 
capital reduction of the component corporation is its daily capital reduction before 
reduction on account of inadmissible assets, but computed by disregarding dis- 
tributions to the acquiring corporation or any other component cerpo~ration. 

In addition to providing for the carry-over to the acquiring corporation of the 
daily capital additions and reductions of the component corporation, adjusted 
as described above, section 463(a) also provides that, in computing the daily capi- 
tal addition of the acquiring corporation, money or propertv paid in by any of its 
component corporations and stock in any of its component corporations paid in by 
their shareholders shall be disregarded. Also, in computing the daily capital 
reduction of the acquiring corporation, distributions by it to any of its com- 
ponent corporations which are not out of earnings and profits are clisregarded. 

The adjustments provided in this section are to be made to the daily capital 
additions and daily capital reductions of the acquiring corporation as computed 
before reduction on account of inadmissible assets. 

Section 463(b) provides that the rules outlined above shall also apply in 
computing the daily capital additions or recluctions of a component corporation 
which was, itself, an acquiring corporation in an earlier transaction which 
occurred in a taxable year of sucli coniponent corporation en&ling after June 
30 1950 

SECTION 4G4. ADJUSThIENT OF BASE PERIOD CAPITAL ADDITIONS 

Section 464 provides that where one or more of the corporatious whicli were 
parties to a part II transaction had previously had base period capital additions 
(as defined in section 435(f) ), for purposes of the recomputation provided in sec- 
tion 462, the Secretary shall prescribe regulations for the treatment of these 
capital additions in a manner consistent with section 435(f). 

PART III 
SECTION 470. ADJUSTL'D BASIS OF ASSETS RECEIVED IN CERTAIN 

INTERCORPORATE LIQUIDATIONS 

Section 470 provides rules applicable to the determination of equity capital 
in the case of a corporation whose assets and liabilities have been affected by 
certain intercorporate liquidations. The rules here developed are substantially 
the same as those appearing in section 761 of the Internal Revenue Code for use 
in computing invested capital under World War II excess profits tax provisions. 
They have been adapted, however, to the "net asset" concept of equity capital 
presented by the bIH. 
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If one corporation purchases for cash all or a part of the capital stock of 
another corporation, or otherwise acquires such stock at a gain or loss basis de 
termined to be a "cost" basis, and thereafter liquidates in a tax-free transaction 
the corporation whose stock was so acquired, the distributee in the liquidation 
will be considered as having acquired for equity capital purposes the assets of 
the liquidated corporation as a basis for determining gain equal to the cost to the 
distributee of the stock involved in the liquidation. 

Under subsection (a) (1), the bases of the several corporate assets aifectizg 
the liquidation are to be rewritten, for equity capital purposes only, to conform 
to the cost basis of the stock to which they lend value. This rewriting of basis 
is to be effected with respect to the cost of all shares acquired as of the date on 
which the acquiring corporation procures control of the other corporation. Sub- 
section (e) defines control to be based upon 80 percent ownership. If addi- 
tional shares are acquired subsequent to the date of acquisition of control, the 
bases of corporate assets are to be rewritten further with respect to the cost of 
such subsequent acquisitions. If the acquiring corporation never attains con- 
trol as defined in the section, the rewriting of basis with respect to the cost of 
such shares as were acquired shall be effected as of the moment immediately prior 
to the'liquidation. 

Under subsection (a) (2), the rewritten basis shall, for equity capital purposes, 
become the equity capital basis of any property acquired in a tax-free exchange 
for the property on which the basis was rewritten. 

Under subsection (a) (8), any adjustment of basis in the hands of the liqui- 
dated corporation subsequent to the acquisition of control of its stock and 
prior to its liquidation shall, for equity capital purposes, be made with respect 
to the rewritten basis. 

Under subsection (a) (4), the rewritten basis in the hands of the liquidated 
corporation will become the equity capital basis in the hands of the distributee 
in liquidation. 

Subsection (c) is devoted to the purpose of rendering statutory mergers and 
consolidations subject to the rules spelled out in the section with respect to 
liquidations. 

It is intended to vest in the Secretary broad regulatory powers under which 
detailed rules and regulations may be developed such as would adequately im- 
plement the provisions of the section and render them effective within the pur- 
pose to which they are devoted regardless of the variations or complexities 
presented by particular cases. 

TITLE II. — MISCELLANEOUS AMENDMENTS AND PROVISIONS 

Title II of the bill, consisting of sections 201, 202, 208, 204, and 205, amends ex- 
isting provisions of the Internal Revenue Code in respect of consolidated returns, 
foreign tax credit, and expenditures for advertising and good will, and makes 
certain technical amendments to such Code. 

SECTION 201. CONSOLIDATED RETURNS 

Section 201 of the bill amends section 141 of the Internal Revenue Code, relat- 
ing to consolidated returns, effective with respect to taxable years ending after 
June 80, 1050. Section 141 as so amended would provide an affiliated group of 
corporations the privilege of filing a consolidated return for each taxable year 
in lieu of separate returns by each corporation. This differs from existing law 
only in that such groups will no longer be required to file a consolidated income 
tax return separately from a consolidated excess profits tax return. The cor- 
porate income taxes currently imposed by chapter 1 of the Code and the excess 
profits tax imposed by new section 480 (added to the Code by section 101 of 
the bill) will be reported on a single return. 

Under new section 481 (added to the Code by section 101 of the bill), the tax- 
payer is afforded a credit to be applied against its excess profits net income 
in arriving at its adjusted excess profits net income. If such credit, con- 
sisting of the sum of the excess profits credit allowable and unused excess profits 
credit adjustment allowable, is less than $25, 000, section 481 provides that it 
shall be increased to $25, 000. Section 141(c) as amended provides that, in the 
ease of an afliliated group of corporations filing a consolidated return, such sum, 
if it is less ths. n $25, 000 for the entire group, shall not be increased under section 
481 to an amount in excess of $25, 000 for such entire group. This corresponds 
to the rule under the World War II law allowing an afiiliated group of corpora- 
tions filing consolidated returns only one specific exemption. 
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Aside from these substantive changes in section 141 for taxable years ending 
after June 30, 1950, an(1 several clerical amendments to the section, the other 
general rules and provisions of the section are continued unchanged. 

SECTION 202. FOREIGV TAX CREDIT 

This section amends section 131 of the Code so that where a credit for the tax 
paid to a foreign country or possession of the United States is allowed against 
the corporate normal and surtazes, the portion, if any, of such foreign taz not 
used as a credit against the corporate normal aud surtaxes by reason of the 
limitations of section 181(b), will be available as a credit against the excess 
profits tax subject to substantially the same principles of liiuitation as are 
applicable for normal and surtax purposes. 

SECTIOV 203. EXPENDITURES FOR ADVERTISING AND GOOD WILL 

Section 203 of the bill makes appropriate amendments to section 28(a) (1) (C) 
of the Code to conform it with the addi(. inn of section 449 to tlie Internal Revenue 
Code. 

SECTIOV 204. TECHNICAL A:&IEND1IENTS 

This section of the bill amends section 8779 of the Internal Revenue Code 
(relating to extention of time for payment of taxes by corporations expecting 
carry-backs) and section 3780(a) (relating to tentative carrv-back provisions) 
in order to mal e those sections applicable io the excess prnfits tax imposed under 
this bill in the saine manner as those sections were applicable to the excess 
profits tax during world %Var II. A similar amendment is made to section 
114(b) (4) (B) (relating to definition of gross income from property with respect 
to percentage &lepletion in certain cases). This section of the bill also repeals 
section 8307 of the Co&le, relating to period of limitations in case of related taxes 
under chapter 1 and chapter 2 of the Code, and section 122(d) (G), relating to 
an exception in the computation of the net operating loss dediiction. The 
amendments made by this section are applicable with respect to taxable years 
ending after June 30, 1950, that is, taxable years subject to the excess profits tax. 

SECTION 205. I'ILING OF RETURNS FOR TAZAiiI. L YEARS ENDING AFTER JUNE 
90, 1950, AND BEFORE DECEI&IBEIC 91, 1950 

This section of the bill provides that, in the case of a corporation subject to 
the excess profits tax for a taxable vear ending after June 30, 1950, but prior to 
December 31, 1950, the date for filing th& retuin and paving the tax imposed by 
chapter 1 for such taxable year shall be March 1, &, 1951. 

Under these provisions every such corporation subject to the taxes imposed 
by chapter 1 of the Code is required to file a rehirn for its taxable year ending 
after June 30, 1950, but before December 31, 1050, even though un&lcr existing 
law it may have filed a return for such year. The return required by this section 
of tlie bill shall constitute thc return for the taxable year for all purposes of the 
Code, must incet the requirements of section 52(a), and sliall be filed as required 
by section 53(b) (2) and other relevant provisions of the Code. Thus, such a 
return shall constitute the return for the purposes of suppl& ment L, relating 
to the assessment aud collection of deficiencies; suppleinent AI, relatin to in- 
terest and additions to the taz; and supplement 0, relating to overpai. ments. 
No retui'n ivith respect to the taxes imposed by chapter 1 for such taxable vear 
which is filed on or before the &late of tlie enactment of this Act shall be con- 
sidered for any of such purposes, or for any other purpose, of the Code as the 
return for such year. 

The provisions of section 50(a) of the Code (relating to the time of payment) 
will not be applicable to the payiucnt of taxes for sue)i taxable year. Instead, 
such taxes shall be due and payable on March 15, 1951. Tlie provisions of section 
50(b) of the Co&le (relating to installment payments) are, h&&wevcr, not affected 
aud the taxes for tbe taxable vear required by this section of the bill to be paid 
on March 15, 1051, can, at the election of the taxpayer, be pai&l in four equal 
installments. The amendment macle to section 50(b) of the Code by section 
205(a) of the Revenue A. ct of 1950, effective with respect to taxable vcars ending 
on or after December 31, 1950, will not apply in coniputin the amount of the 
installment paym&nts, since this section of the bill deals only with taxable years 
ending prior to December 31, 1950. 

Section 200 fui (her provides that all paymenis, if anr, nmde prior to the enact- 
meiit of ibis Act ivith respect to the taxes fur such a tazable year iniposed by 
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chapter 1 of the CorIe, to the extent that they have not been credited or refunded, 
shall be deemed to be payments made at the time of the filing of the return 
required by this Act on account of the taxes for such year determined with the 
amendments made by this Act. The amount which will be so credited will 

include, in addition to the tax itself, any amounts paid as interest, penalties, or 
additions to the tax. 

In treating such taxes as paid at the time of the filing of the return required 

by this section, such payment (in the event the return is filed before the due 

date prescribed by this section) will be subject to the provisions of section 

322(b) (4) of the Code, which section provides special rules applicable for certain 

purposes where a tax payment is made at thc time of filing a return which is 
filed before its due date. 

1051-8-18586 
EXCESS PROI'ITS TAX ACT OF 1950 

[Senate Report No. 2679, Eighty-first Congress, Second Session. Calendar iVo. 2676] 

(December 18, 1950) 

Mr. George, from the Committee on Finance, submitted the following report 

[to accompany H. R. 9827]: 
The Committee on Finance, to which was referred the bill (H. R. 9827) to 

provide revenue by imposing a corporate excess profits tax and for other pur- 

poses, having considered the same, reports favorably thereon with amendments 

and recommends that the bill, as amended, do pass. 

I. GENERAL STATEMENT 

Your committee's bill provides for the raising of revenue by the levying, 
collection, and payment of a corporate excess profits tax effective as of July 1, 
1950, and for a 2 percentage point increase in the corporate income tax rate 
with respect to ta~able years beginning on and after July 1, 1950. This bill is 
the second step in the financing of the vastly expanded military program re- 
sulting from hostilities in Korea and the critical international situation, and 
carries out the mandate imposed on the Committee on lcinance by section 701 (a) 
of the Revenue Act of 1950, which provided as follows: 

"The House Committee on Ways and Means and the Senate Committee on 

Finance are hereby directed to report to the respective Houses of Congress a 
bill for raising revenue by the levying, collection, and payment of corporate 
excess profits taxes with retroactive effect to October 1, or July 1, 1950, said 
bill to originate as required by article I, section 7, of the Constitution. Said 
bill shall be reported as early as practicable during the Eighty-first Congress 
after November 15, 1950, if the Congress is in session in 1950 after such date; 
and if the Congress is not in session in 1950 after November 15, 1950, said bill 
shall be reported during the first session of the Eighty-second Congress, and as 
early as practicable during said session. " 

It is estimated that vour committee's hill will produce about $3, 200, 000, 000 
under the levels of corporate profits existing in the calendar year 1950 and 
between $4, 000, 000, 000 and $5, 000, 000, 000 under the levels of corporate profits 
which may reasonably be expected in the calendar year 1951. The comparable 
estimate for the House bill is about $3, 000, 000, 000 under the levels of corporate 
profits existing in the calendar year 1950. 

The substantial increases made since July in the military and related programs 
indicate that budgetary expenditures in the fiscal year 1952 will be very sub- 
stantially above the current level of receipts. The lag in expenditures behind 
appropriations may well keep expenditures in the fiscal year 1951 close to the 
level of receipts which will be available after the passage of your committee's 
bill. However, further substantial increases in ta~es must be made next year 
if receipts are even to approach the anticipated levels of expenditures. 

The first step in increasing receipts to meet the expansion in expenditures was 
taken in the Revenue Act of 1950 when corporation and individual income taxes 
were increased to provide an estimated $4, 500, 000, 000 of additional annual 
revenue. Your committee's bill represents the second step. Additional revenues 
will, no doubt, be required next year. 
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One of the main advantages of an excess profits taz in periods of large mili- 
tary expansion is that it selects for additional tax those corporations ~hose 
profits are higher than they probably would have 1&een in the absence of hostili- 
ties and a large military budget. Ily limiting the average earnings credit to 
85 percent of the base period earnings, your committee's bill will also reach 
some profits which have been sustained at the relatively high levels of the base 
period by the increased tempo of the defense economy. The 2 percentage point 
increase in the corporation income tax rate, however, will also give assurance 
that all corporations ivith incomes of $2 &, 000 and ever will share, at least to 
some extent, in the additional tax burden resulting from the present emergencies. 

Your committee believes that an excess profits taz enacted at this time 
should be so framed as not to interfere unduly with the noriual expansion of 
the industrial capacity of the &ation. Your committee's bill has attempted to 
alleviate most of the hardship cases under the excess profits tax by providing 
auto&untie relief provisions. Iu addition your committee's bill provides an 
over-all limitation so tliat the income tax and excess profits tax togeth&"r will 
not take more than GO percent of any taxpayer's income. This provision will 
aid substantially those taxpavers with inadequate credits where tlie autonmtic 
relief provisions are not available or are inadequate. 

II. REVENUE I' STI&&IATES 

It is estimated that your committee's bill will yield $8, 200, 000, 000 in a full 
year of operations with corporate profits at the level existing in the calen&l;&r 
year 195&0. Tbe IIouse bill under similar assumptions as to corporate profits 
would have yielded about $8, 000, 000, 000. It is believed that with such a level 
of corporate profits an excess profits tax would be imposed on about 70, 000 
corporations. 

With the level nf corporate profits whicli may reasonably be expected in the 
calendar vear 1051, it is estimated that your committee's bill will yield betv& een 
$4, 000, 000, 000 and $5, 000, 000, 000 in a full year of operation. On this basis about 
80, 000 corporations will be subject to excess profits taz. 

III. NAJCR PRovIsIoNs 01' GENERAL APPLIcATION 

1. The rate, the base, and tl&e pears of application. 
Your committee's bill increases the surtax rate under the regular corporate 

income tax by 2 percentage points. Tlnis the total corporate income taz rate 
on income in ezcess of $25&, 000 is to be 47 percent for y&ars be "inning on and 
after July 1, 1950. Since no increase is made in the corporate normal taz rate, 
the total tax rate on income of $25, 000 and less remains at 25 percent, the rate 
provided by present law for 1051 an&1 subsequent years. 

The House bill provided for no increase in the corporate surtax rate. Tliu-, 
the total corporate rate would have remained at 45 percent for 1051 and sub- 
seque»t years. Your committee deemed it desirable to increase tlie incoine taz 
rate from 45 percent to 47 percent in order to provide more revenue and to give 
assurance tliat all corporations with incomes in ezcess of $25, 000 ivill share in 
the a&lditional tax burdens it is necessary to impose on corporations at tliis tiine. 

Your committee's bill also imposes an additioual excess profits tax rate of 80 
percent which together with the regular corporate normal tax an(1 surtaz rep- 
resents a, total rate of 77 percent when fully effective. This 80 percent additional 
taz on excess profits represents no clmnge from the House bill. The combined 
rate of 77 percent on adjusted excess profits net inconie is comparable to the ez- 
cess profits tax rate of 85&/a percent at the end of World W&ir II after allo~ance is 
made for the 10 percent postwar refund provided by that tax. However, the 
combined rate of the corporate income tax and the excess profits tax, under 
vour committee's bill, cannot ezceed f&0 percent of the corporation's inconie. 
This GO percent rate can be compared to the 07 percent ceiling on corporation 
surtax net income provided by the House bill. Your committee's bill provides 
a lower ceiling rate than the House bill because vour committee realized that, 
despite its care in providing for relief in hardsliip cases, some corporations will 
have inadequate ezcess profits credits. Under the world 1Var II tax a similar 
ceiling limited the combined rate of the corporate income tax and excess profits 
tax to slightly more than 72 percent after allowance for the postwar credit. 

As in the case of the world IVar II tax, the taxpayer is given the choice under 
your committee's bill of the higher of two alternative bases in determining what 
proportion, if any, of its income is to be subjected to excess pr»fits iaz. The pri- 
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mary credit, that is, the credit lilrely to be generally used, is an average earnin s 
credit, based on average income in the 4 years 1940 to 1949. The alternative is 
a credit based on a rate of return on "invested capital. " A similar choice is 
presented in the House bill anil was provided in the World War II tax. 

Your committee conceives of this tax as primarily a tax on increaserl profits 
duc to the outbreak of hostilities and to large military expenditures. This 
accounts for the primary emphasis upon the average earuings base. However. 
it is believed that a minimiun rate of return, free of excess profits tax, should 
be allo~ed taxpayers who happened to have poor earning experience in the 
base period. Therefore, taxpayers are offered an invested capital credit as an 
alternative which places a floor on the rate of return assured before the impo- 
sition of excess profits taxes. 

In section 701 of the Revenue Act of 1950 the Senate required this committee 
to report out an excess profits tax effective as of July 1, 1950, or Octob. r 1, 1950. 
After consideration of these alternative effective dates, your committee has con- 
cluded that an excess profits tax should be effective as of July 1, 1950. This 
date is the same effective date as provided by the House bill. This is approxi- 
ruately the date of the outbreak of hostilities in Korea and antedates the sub- 
stantial increase in corporate profits during the third and fourth quarters of 
1050 wliich resulted from the wave of buying following the start of hostilities. 

The excess profits tax is made effective in 1950 for calendar-year corporations 
by imposin for that year one-half the additional taxes which will be imposed 
for subsequent years. Thus, the excess profits tax rate applicable to these 
calendar-year corporations in 1050 is 15 percent which, when combined with 
the corporate normal tax and surtax, will represent a total rate of 57 percent 
on those calendar-year corporations in 1950. 

Thc excess profits tax does not apply to fiscal-year corporations with respect 
to years ending prior to July 1, 1050. In the case of a fiscal-year corporation 
with a rear beginning prior to and ending after July 1, 1950, the excess profits 
tax imposerl will be a percentage of the 80 percent excess profits tax rate com- 
puted on the basis of the full rear's income. The percentage is to be determined 
on a pro rata basis by dividing the number of days in the fiscal vear which are 
after June 80, 1950, by the total number of days iu the fiscal year. These rules 
are siniil rr to those applied for 1950 in making the changes in the corporate 
normal tax and surtax rates in the Revenue Act of 19oO. 

The " percentage point increase in the regular corporate surta~ rate is made 
effective under your committee's bill with respect to taxable years beginning 
on and after July 1, 1950. Thus the total normal tax and surtax rate for the 
calendar year 1950 remains at 42 percent. However, the total normal tax and 
surtax rate of 45 percent provided by the Revenue Act of 1950 is raised to 47 
percent for taxable years beginning on or after July 1, 1950. 

Your committee's bill provides that the excess profits tax shall terminate as 
of December 81, 1052. The House bill provided no termination date. Your 
corumittee believes that a termination date of this type is desirable in order to 
assure the revieiv of the excess profits tax in the near future. For fiscal-year 
corporations with years beginning before January 1, 1958, and ending after 
December 81, 1952, the same procedures will be used with respect to the termina- 
tion of the tax as have prcviouslv been described in the case of the initial im- 
position of the excess profits tax. for these corporations. 
2, Relationship of tire ea:cess profits tax to the income tax. 

The excess profits tax provided by vour committee's bill is computed as an 
additional tax over and above the other corporate income taxes. The consoli- 
dated return privilege is made available as in the World War II statute. Ia 
general the computation of the excess profits tax is as follows: 

(a) First, the income tax is imposed on the entire amount of taxable net 
income. 

(h) Second, the normal tax net income, after certain adjustments, is 
reduced by the excess profits credit (that is, the portion of the corporation's 
income which for the purposes of this tax is considered normal) and any 
unused excess profits credit carried forward or back to the taxable year. 
The result is caffed the adjusted excess profits net income. 

(c) Third, an additional tax at the rate of 30 percent is imposed on this 
adjusted excess profits net income. This, when arlded to the corporate in- 
come tax of 47 percent represents a 77 percent rate on adjusted excess profits 
net incorue. 



This is the same approach as was used under the House bill. Under the World 
War II excess profits tax the so-called "two-basket" approach was followed. 
The corporate income tax was imposed only on income which not subject to the 
excess profits tax, and the excess profits tax (comparable to the 77 percent taz 
referred to above) was imposed on income ir excess of the excess profits credit. 

Substantially the same tax burdens are achieved under either type of computa- 
tion, but the type used in your committee's bill and in the House bill is believed 
to be the simpler. Under this approach the other income taxes can be computed 
without regard to the excess profits tax, and subsequent adjustments in the ex- 
cess profits credit will not require a recompute. tion of the other income taxes. 
Also this method permits the complete unification of procedures for assessing 
and collecting the other income taxes and the excess profits tax, which should 
reduce substantially the burden of administration and taxpayer compliance. 
Under the provisions of your committee's bill and the House bill the income tax 
and the excess profits tax will be treated as one tax for the purpose of the &om- 
putation of interest on refunds or deficiencies, thc statute of limitations, credit 
and refund, the sending of 90-day letters, etc. 
8. The minimum credit under the excess profits tax'. 

Your committee's bill and the House bill provide for a minimum credit of 
$25, 000. Any taxpaver which upon computing its ezcess profits tax credit under 
either the average earnings or invested capital method finds that its credit is 
less than $25, 000 may raise its credit to this amount. As distinguished from this 
procedure the World War II law provided all taxpayers with a specific exemption 
of $10, 000. 

The minimum credit has a number of advantages over the specific ezemption, 
although the primary purpose of both is the same; namely, to relieve small cor- 
porations from excess profits tax and to encourage their growth, to prevent small 
corporations from being discriminated against as compared to their unincor- 
porated competitors, and to mal-e it unnecessary for them to compute an excess 
profits tax. A minimum credit and specific exemption of the same size are equally 
effective in removing these small businesses from the application of an excess 
profits taz. However, because the benefits arising from a minimum credit are 
available only to small corporations, it is possible to provide a much larger mini- 
mum credit than specific exemption with no additional drain on revenues. A 
$25, 000 minimum credit, for example, is less expeusive in terms of revenue than 
a $10, 000 specific exemption. 

fy. Average earnings credit under the excess profits tax&, 

For taxpayers on a calendar-year basis the base period under your committee's 
bill is the 4-year interval 1946 to 1949. Taxpayers are permitted to eliminate 
the poorest of the base-period vears. The normal tax net income of the remain- 
ing years is then adjusted in a manner described subsequently and averaged. 
The resulting average base period net income is then reduced by 15 percent for 
the purposes of the credit. These provisions are the same as in the House bill. 

(a) Selection of the base period and pcrccnt of earnings taken into account. — 
Under the World War II law the base period was 1966 to 1969, and the credit 
was 95 percent of the average earnings in this period. It was necessary to sub- 
stitute the period 1946 to 1949 for the 1966 to 1989 base in your committee's bill 
both because of the large number of businesses which have been started recently 
aud because of the substantial chases which have occurred in the businesses 
currently in operation which were in existence in the period 1930 to 1969. Tbe 
period 1946 to 19-i9 is the only recent 4-year nonwar period available, However, 
it is a period of unusual business prosperity which to a substantial degree was 
built on the deferred demands, the accumulated savings of World %Var II, and 
large postwar defense expen&litures. Since this unprecedented level of busin& ss 
activity could hardly have been expected to continue permanently, the use of the 
income of the years 1940 through 1949, without adjustment, would produce a gen- 
eral overstatement of the tazpayers' earning capacity in the absence of hostili- 
ties in Iiorea or a large progra&n of nrilitarv expenditures, For this reason &your 

commitiee believes that a 15 percent cut-back in average base period income is a 
moderate ad justment. 

(b) Counting deficit years as zero years. — In a&Mition to eliminating the poorest 
vear in its base period, the taxpayer is permitted to count the earnings of any 
remaining deficit vcar as zero under both your committee's bill and the House 
bill. The comparable World War II a&ljustmcnts were considerably less liberal. 



Under that 1am the earnings of the poorest year could be raised to 75 percent of 
th average of the other 8 years. This is only three-fourths of the upward e r . Moreover revision which occurs in the selection of the best 8 out of 4 years. oreover, 
there was no provision in the World War II 1am allowing additional deficit years 
to be counted as zero. 

(c) Capital additions daring the latter base period years. — Under your com- 

mittee's bill and the IIouse bill the average earnings credit may be increased for 
investments made late in the base period. Although no similar provision was 
contained in the World War II 1am, an adjustment of this character is needed to 
place corporations mhere investments were made late in the base period on a 
comparable basis with corporations where investments mere made prior to, or in 
the early part of, the base period. Investments early in the base period are 
fullr, or largely, reflected in the base period earnings', but investments made in 
the latter half of the base period mould at best be only partiallv reflected in the 
base period earnings and may not affect those earnings at all. 

For this reason the average earnings credit is increased to reflect one-half of 
the net additions to capital in 1948 and all of the net additions to capital in 1949. 
Ender your committee's bill the average earnings credit is increased by 12 per- 
cent of such investments, irrespective of whether they take the form of equity 
capital, retained earnings, or borrowed capital. This is the same rate of return 
allowed for net additions to capital in the years in which the excess profits tax is 
applicable anti is the maximutn rate of return allowed those using the invested 
capital base. This provision of your committee's bill differs from the comparable 
provision in the House bill only in the rate of return accorded borrowed capital. 
Under your committee's bill a 12 percent rate of return is provided for such 
capital. Under the House bill the credit mas increased by 188 percent of the 
interest payable on the new funds. This change is in conformance with the 
change made by your committee in the rate of return on borrowed capital included 
in an invested capital credit. The reasons for this change are discussed below. 

(d) Fiscal-year corporations. — Taxpayers using fiscal years ending after De- 
cember 81 but before April 1 will use the last four taxable years ending prior to 
April 1, 1950, as their base period. The use of the corporation's actual taxable 
years is desirable in itself, and the inclusion of the first quarter of 1950 in the 
base period does not appear to be objectionable because profits in that quarter 
mere not materially out of line. However, taxpayers whose fiscal years end after 
March 81 and before December 81 are required to use as their base period the 48 
months beginning on January 1, 1946, and ending December 81, 1949. In these 
cases the use of the corporation's actual taxable years mould involve either the 
exclusion of a portion of the calendar year 1949 and the inclusion of a corre- 
sponding part of 1945, or the inclusion of a portion of the calendar year 1950 
which includes or borders upon the months affected by the hostilities in Korea. 
Therefore, such corporations are required to construct by proration four calendar 
years in order to compute their base period credit. For instance, for base period 
purposes, the 1046 income of a corporation with a taxable year ending November 
80 will consist of eleven-twelfths of the income of the corporation's 1946 fiscal 
year and one-twelfth of its 1947 fiscal year. The income of the other base period 
years will have a similar composition. The 1949 income for base period purposes 
will consist of eleven-tmelfths of the corporation's income in the 1949 fiscal year 
and one-twelfth of the income of its 1950 fiscal year. This will reduce to a 
minimum the eRect of the Korean hostilities upon base period income. Similarly, 
a corporation having a fiscal year ending on Mav 31, will have a 1949 income 
consisting of flve-twclfths of its 1949 fiscal year and seven-tmelfths of its 1950 
fiscal year. The provision of your committee's bill dealing with the base period of fiscal-year taxpayers is the same as under the House bill. 
$. Invested capital credit. 

Under your committee's bill the excess profits credit of a corporation computing its credit by reference to invested capital is the sum of the invested capital credit 
reduced by inadmissible assets plus the new capital credit. The invested capital of a corporation includes equity capital, retained earnings, and borrowed capital. (a) Rates of return on invested capital. — The rates of return under your com- mittee's bill for equity capital, retained earnings, and borrowed capital are shown in table 1. 
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gABLE 1. — Rates of return aVot&'ed on equitff capitnl. retained earnings, and bor- 
rowed capital under pour comlnittec's bill and tile Wo&'ld ll'ar II statute 

Equity capital, retained earninss, and 
borrowed capital ~ rate bracl'ets 

&In rau&acne) 
Under $$ 
t5 to $10 
Over $10 

Rates under Finance Committee bill 

! 
12 percent 
10 percent 
a percent 

Rates under World 
War II law 

8 percent, 
6 percent. 
5 percent. 

' Under the World kyar II statute the capita& in each bracl'et )ncludcd only oue-half of the borrowed 
capital. 

As in the House bill, it is believed necessary to provide for more liberal rates 
of return than under the )Vurld M ar II law to allow for the general increase in 
rates of return on invested capital which has occurred since the pre-world 7 ar 
II period. 

The rates of return allowed on equity capital and retained earnings are the 
same as those allowed under the House bill. The rates of return allowed on 
borrowed capital, however, differ from those provided in the House bill. Your 
committee's bill treats borrowed capital in the sarue manner as other furlns of 
invested capital; that is, 100 percent of such capital is included along )) 1th the 
other forms of invested capital in computing the 12 percent, 10 perceut, or 8 per- 
cent rate applicable. However, the interest payment on such borrowed capital 
is not allowed as a deduction in computing excess profits tax net income. This 
differs from the procedure followed under the world %Var II statnte only 
in two respects. Under the world War II statute fi0 percent, instead of 100 
percent, was include&1 tvith the other forms of invested capital, an&1 one-half 
of the interest payruents, instead of no interest payments, was allowed as a de- 
duction in computing excess profits tax net income. 

Under the House bill the rate of return on borrowed capital would have been 
computed entirely separately from other forms of invested capital. The rate 
of return would have been 188 percent of the interest rate payable on 100 percent 
of these borrowed funds. This would have been accomplished by alloaving the 
full deduction of interest pavments and by also inm&nsin the invested capital 
credit by one-third of the interest payments. Under the House bill the minimum 
amount by which the credit would have been increased wns 1 percent of the bor- 
rowed capital (limited to obligations with a term of fi years or more), and the 
maximum by which it would have been increased was 3 percent of the total bor- 
rowed capital, without limitations on the interest deduction. 

Your committee hns shifted the method of computing the rate of return to be 
allowed on borrowed capital from that of the House bill bees. use it was believed 
that, after corporate normal taxes and surtnxes are taken into consideration, the 
rate of retnrn allowed under the House bill for borrowed capital will provide little 
incentive for a corporation to expand during the excess profits tax period bv the 
use of borrowed capital. 

(b) Definition of equity capital and retained earnings. — Under your com- 
mittee's bill the invested capital of a corporation is generally determined by 
deducting from its total assets on its books at the end of the base period the 
total of its liabilities on its books at the same time, plus any "recent loss" adjust- 
ment. The deterlnination of the date npon which a liability is incurred is to 
follow sound accounting principles and rules similar to those applicable in the 
con)putation of the taxpayer's earnings or profits. Except for cash, the tern) 
"assets" applies only to property having a basis for gain or loss upon sale or 
exchange. The value of the assets is determined in the case of all assets other 
than intangible assets by taking their "adjusted basis for gain. " 

The value of intan ible assets under your committee's bill is determined with- 
ont regard to the value of the property as of March 1, 1918. This represents a 
change from the House bill. Un&ler the House bill the valne of these assets was 
determined by taking their "adjusted basis for gain" which would have been 
the $Inrch 1, 1918, value where this was higher than cost. Your committee 
changed this because most of these assets, not being subject to depreciation, 
have not been valued as of 3Iarch 1, 1913, and to do so would be quite ditficult. 
Intan ible nssets are defined as "secret processes and formulae, good will, i. rade- 
marks, trade brands, franchises, and other lil&e property. " 
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Your committee has also added a provision which excludes from invested cap- 

ital the assets which are not held in good faith for the purposes of the business. 

The urp se of this limitation is to disallow in computing investe capital 

those assets which are not required in the business and which have the p incip 1 p 0 

effect of reducing excess profits tax. 
The recent loss adjustment referred to above, which is added to the net assets, 

is any net deficit in the period 1946 to 1949, or 1940 to 1949. The net deficit is 

the excess, if any, of operating losses over net income in the period, This pro- 

vision is the same as in the House bill. 
In addition to continuing the House provision relating to the computation of 

equity capital and retained earnings by deducting liabilities from assets, and 

adding the "recent loss adjustment, " your committee's bill provides the taxpaver 

with the alternative of computing its invested capital under the so-called his- 

torical capital approach provided in the World War II statute. This alterna- 

tive was not provided under the House bill. Under this historical capital 

approach, the equity capital and retained earnings represent the money and 

property previously paid in for stock or paid in for surplus plus the accumulated 

earnings and profits of the corporation as of the beginning of its taxable year. 

The major difference between this approach and that of the asset approach is 

the treatment of deficits. Under the historical capital approach a net deficit— 

that is, any deficit remaining after offsetting deficits of loss years against earn- 

ings of profitable years — does not decrease paid-in capital or paid-in su~lus. 
Under the asset approach, also in this bill, a net deficit incurred prior to 1946 

or 1940 (depending on which is more advantageous to the taxpayer) has the effect 

of reducing capital or surplus paid in prior to that date. However, a net deficit 

under the asset approach for the period since 1940 or 1946 reduces neither cap- 

ital nor surplus paid in at any time, nor earnings and profits realized prior to 
1940 or 1946. Thus, under the asset approach, corporations with recent losses 

are treated more favorably than under the historical capital approach, while 

taxpayers with net deficits over the whole span of their existence are treated 
more favorably under the historical capital approach. Your committee recog- 

nized that it was tlesirable to provide favorable treatment for corporations with 
net deficits since 1940 or 1946 even though they had earnings prior to that time 
which would offset these deficits, since such corporations are likely to have a 
verv unfavorable average earnings base and also are likely to find their invested 
capital base depleted as a result of these losses. For these reasons the pro- 
visions of the House bill permitting corporations to use the asset approach was 
continued. However, it mas also recognized that there mere certain classes of 
corporations having losses over the entire span of their existence which would 
lose the advantage of adding back their net deficit merely because most of the 
losses were incurred prior to 1940. Furthermore, the asset approach is less 
favorable to corporations adopting percentage depletion. For this reason your 
committee also gives corporations the alternative of computing their capital 
under the historical capital approach. 

In the case of insurance companies other than life, your committee amended 
the bill to provide that 50 percent of their reserves should be treatetl as borrowed 
capital in computing the invested capital base. Your committee also added a 
specific provision which provides for the inclusion of organization expenses in 
the case of these insurance companies in the computation of equity capital for 
purposes of computing their invested capital credit. A provision has also been 
added which permits face-amount certificate companies to include 50 percent 
of the mean of the amount of their reserves on their outstanding investment 
certificates. 

(c) De/nit(on of bon owed capital. — Borrowed capital, under your committee's 
'bill, is indebtedness (but not including interest) which is evidenced by a bond, 
note, bill of exchange, clebenture, certificate of indebtedness, mortgage, deed of 
trust, bauk loan agreement, or conditional sales contract. This is substantially 
the same definition as appears in the House bill. IIowever, your committee's 
bill limits the amount to be considered as borrowed capital to outstanding in- 
debtedness "incurred in good faith for the purposes of the business. " No such 
limitation was contained in the House bill although the report of the House 
committee indicated that it was intended to limit indebtedness treated as bor- 
rowed capital to indebtetlness "employed in the trade or business. " The defini- 
tion of borrov ed capital in both the House bill and your committee's bill is 
substantiallv the same as the definition appearing in the World War II statute 
except for the addition of conditional sales contracts and bank loan agreements. 
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C»&»ttonal sales contracts are a form of borrowing which has been use&1 ex- 
tensively, and your committee believes that their omission froin the definition 
of borrowed capital would work a hardship on taxpayers borrowing substantial 
amounts in this manner. The category of indebtedness evidenced by a bank loan 
agreement, added by your committee's bill, includes such indebtedness owin to 
a bank, and does not include the indebtedness of a bank to its depositors. 

(d) Admissible and inadmissible assets. — Under the world %Var II statute the 
capital to which the various rates of return were applied to determine the in- 
vested capital credit was reduced for certain so-called inadmissible assets. 
These assets were excluded because the income realized from them was not sub- 
„'ect to excess profits tax. Stock in a corporation was an inadmissible asset 
because dividends received on such stock were not includible in excess proilts 
tax net income. State and local government obligations and partially tax-exempt 
Federal obligations were also treated as inadmissibles because interest received 
on them was not includible in excess profits tax net income. However, in the 
ease of these obli &atinns the taxpayer had the option to treat them as admissible 
assets if it included in its excess profits tax net income the iuterest received on 
these obligations. 

The IIouse bill makes no major change in admissible und inadmissil&le assets 
except to deny the option to treat State and local government obligations and 
partially tax-exempt Federal obligations as a&lmissible assets. The granting 
of this option gives an undue advantage to holders of these obligations. The 
interest rate payable on such obligations is quite generally around 2 percent to 
3 percent. To allow rates of return of 8 percent to 12 percent, the rates provided for invested capital, gives the holders of these obligations an opportunitv to 
apply the excess of the rate of return allowed over the rate of return received on 
these obligations to income on other assets. Your committee's bill makes no 
significant change in this provision of the House bill. 
8. Wet capital changes in the tax pears. 

Under your committee's hill, both the taxpayer using the average earnings 
credit and the taxpayer using the invested capital credit, if the latter is com- 
puted under the asset approach, are allowed to increase their credit for net 
additions to investments since 1949. Additions to invested capital in the case 
of the average earnings taxpaver and in the case of the invested capital taxp:iver 
computing its equity capital and retained earnings under the asset approach 
are allowed a flat rate of return of 12 percent. The taxpayer computing its 
invested capital base under the historical capital approach adds any net capital 
additions in the tax period to the invested capital which it had at the end of' 
1949 and receives a rate of return on these net capital additions of 12 percent, 
10 percent, or 8 percent, depending upon its rute bracket. 

Reductions in invested capital in the tax period, umler your committee's bill, 
are perinitted to decrease prior additions in ihe tax period at the same rate at 
which these increases werc previously made. Thus, in the case of the average 
earnings taxpaver and the invested capital taxpayer using the asset approach 
the excess profits credit is reduced by 12 percent of any reductions whicli offset 
additions previously made in the tax period. In the case of the invested capital 
taxpayer using the historical capital approach, tlie rate of return by whi&'h the 
excess profits tax is reduced depends upon its top invested capital rate bracl&et 
which may be 12 percent, 10 percent, or 8 percent. Any reductions in excess 
of the additions in the tax vears decrease the credit of both types of invested 
capital taxpayers and also average earnings taxpayers. I& or all invested capital 
taxpayers the rates of return used in connection with any such reductions are 
the rates used in building up their invested capital credit initially. For the 
average earnings taxpayer, the rate of return used is 12 percent in the case of 
these a&1&litional reductions. 

The provisions of your committee's bill, described above, differ from those of 
the House hill in two important respects. I&'irst, under your committee's bill 
borrowed capital receives the same rate of return as other forms of invested 
capital while under the House bill its rate of return depends on tlie interest 
rate at which it was borrowed. Second, the invested capital taxpayer using the 
historical asset approach is not given the flat 12 percent rate of return with 
respect to additions made during the tax years but rather is required to use the 
rate of return it last used in computing its invested capital credit. Both of 
these changes in your committee's bill arise from changes niade in the method of 
computing the invested capital credit and have been previously discussed. 



The World War II statute mas much less generous than either your commit 
te 's bill or tbe House bill, anti also mas inconsistent in the allomance for addi 
tions to capital in ezcess profits tax years. In the case of the arerage earnin s 
tazparer no allowance mas made for investments in the tax years if they took 
the form of borromed capital or accumulations of retained earnings. An in 
crease in its credit mas allomed at an 8 percent rate of return if the additions 
took the form of paid-in capital or paid-in surplus and a 6 percent rate of return 
was used for reductions of these types. 

In the ease of the invested capital taxpayer the World War II statute pro- 
rided that retained earnings and borrowed capital be included in the ordinary 
coinputation of invested capital at the regular rates for such capital. Additions 
to paid-in capital or paid-in surplus mere also included in the credit at the ordi- 
nary rates but as a special incentive they mere included at 125 percent of their 
value. This had the same effect as providing for them a 10 percent, 7r/ percent, 
or 6'/~ percent rate of return, depending on the invested capital bracket of the 
corporation. 

Your committee believes that the more generous provisions provided in this 
bill are necessary since the emergency may be of long duration requiring sub- 
stantial increases in productive facilities. 
7. iVet income in, the tazaDle year. 

(a) General. — The net income used in the excess profits tax is an adjusted 
version of the net income to mhich the 25 percent corporate normal tax is ap- 
plied. Chief among the adjustments is an exclusion of capital gains and losses, 
both long- and short-term. This exclusion is based upon the sporadic character 
of the receipts. The World %Var II lam excluded only long-term gains and 
losses. Logic requires tlie exclusion of short-term gains and losses as well. 

Although casualty losses are also sporaclic they are not excluded because they 
are likely to have a serious effect upon the corporation's taxpaying capacity in 
the year of the loss. For similar reasons net losses on the sale or exchange of 
assets used in a trade or business falling within the scope of section 117(j) 
of the Code are not excluded from the excess profits tax net income under the 
committee's bill although they were excluded under the House bill. 

Like the World War II law, the committee's bill excludes certain other types 
of sporadic income, such as— 

1. Income arising out of the retirement or repurchase at less than the 
issue price of bonds, and other evidences of indebtedness, outstanding for 
raore than 6 months; 

2. Income arising from the recorerv of bad debts in eases where no 
deduction has been claimed in a year tor which an excess profits tax was 
imposeil under the World War II law or would be imposed under this bill; 
ali(1 

8. refunds of taxes paid under the Agricultural Adjustment Act of 1988. The committee's bill excludes so much of the taxpayer's interest deduction as represents interest on the indebtedness included in the taypayer's borrowed capital if it uses the inrested capital basis. Interest reductions were allowed in full in the House bill. The difference refiects the change in the treatment of borroire&1 capital under the invested capital credit. The disallomance of the interest deduction in the Finance Committee bill is consistent with the inclusion of 100 percent of borrowed capital in the taxpayer's invested capital base. The net income of the excess profits tax year is also corrected by the elimi- nation of deductions arising out of the retirement at a premium of bonds and other evidences of indebtedness outstanding for more than 6 months. Such an adjustment mas allomed under the World War II law, but only in the correction of the base period net income. Under the bill the adjustment is also made in the income of the taz period. 
As in the World %Var II law, tlie net income of life insurance companies is adjusted for contributions to policyholders' reserves so as to conform income for excess profits tax purpose- with income used for the corporate normal and surtazes. If tlie coinpany computes its excess profits credit on the invested capital basis, the adjustment for contributions to policyholders' reserves is re- duced by 50 percent liecause lialf such reserves are included in borrowed capital used in calculating the inrested capital credit. 
Taxpayers in certain extractive industries are permitted to exclude a portion of their income from "excess output, " as under, the World War II legislationi 



as we!1 as amounts received as incentive payments to encourage exploration, 
development, and mining for defense purposes. 

The bill follows the precedent of the 1Vnrlcl '6 ar II Ia&v in al!owiug a fn!l 
100 percent cree!it for clividends receive&1 from &lorn«. tic c&irporatinns. &&Vhile 

tl&e IVnrlcl V, 'ar II law also allow«el a f. ull &refit for divi&lends in i&iud, the !&ill 
restricts tl&e credit for such diviclewls to the adjusted 1 asis of t!&e distri!wite&1 
prnpertv in the I ands cf. the distributin corporation. This conforms the treat- 
ment of dividends in kin&1 under the ex&ess profits tax ivith that un&lee 
«nrpor;ite no&qual ai&d surtaxes as revised by se. ticn 12' of the I:;". cnue Act 
of 1 il10. 

The bi!1 cout&iins a provision alloiving the cnrrectinn of tlie net income nf tl&e 
excess profits tnx vears for oiher abnnrnialities. T»is provision is sii&ii!ar io 
sectio;& I"1 of tlie 1Vorl&1 'Var II Ia&v. General!v, incnn&e appearing in particu!ar 
«xccss pi'ofits tax vca! s is rea!!ocatc cl uncler this provision if it is attributable to 
ev&'nts tlmt nccurre&1 rr &veri- that &vas &lone in other vears. Such an acljustm& !it. 
is made culy if the income of !lie class deemed to be abnorr»al r& ceived in ili. 
taxable rear is more tlian 11» percent of the avera&. "e amount of tl&e inconie of 
the s" me c'. ass receivecl during the four previous taxable vears. I. 

& appropriai. e 
cases such an ex& «ss &vill be attri!&ate&1 to other years under regulat!ons to be 
prescribed bv the Seer tarv of the Treasury. 

Adjustments of' this tvpc are 'iimite&l to income arising out of— 
1. A claiu&, a&var&1, „'u&1gn&ent, or decree; 

. Isxploratinn, cli. covery, or prospectin wvhich extent!ecl over a period 
of morc than 1" u&onths; 

th The sa!e of patents, formulas, or proc sses developed over a period 
of more than '32 months; or 

4. Incon&e ivhi&h is incluclible in tlie taxab!e year rather than another 
vear by reason of 0, change in the taxf aver's metlio:1 of accounting. 

The cquivnlent provision in tlic V; nr', &1 kyar II la&v !section I'1) a! so permittccl 
ndjustmcuts &vith rcf: rcn«c tn «& i!:iin other types of income, particularly that 
resulting fron& the sale of tan. ililc. prnp rty ai'is. 'n" out of research an&1 devc!op- 
m«!!t which extended nv&r a 0&rior of more tlmn 12 mnnths. This provision 
in tlie old law &vas a poiential loophole of major &lin&casions. Be«ause t!i! re ap- 
peared to be no means of is sp'& !in, . ". eu=h an adj!!stmcnt to truly mcritorinus 
«as& s other than liy tlie intro&la& tion of n. Iar„e decree of administrative dis- 
«retinn of t!i« tvpe require&1 by t!i& general relief c!ause of the &Vnrl&l IVhr II 
Ia&v (section I 2), and because ol the need fnr a reallocation of such income 
seen&cd to be !»»teria!!y le, s than for the other c!;isa. s nf neon&e &lnr&ribed 
a!&eve, t!ie bill muits tI&is itcui from the list of abnormal types of income for 
ivhich a real!ocation can be niade. 

The bill also contains a nmnbcr of other provisions designed to adjust tlie 
cx«ss profits tax uet income of specifi&c c'lasses of iaxpay. rs. 

(1&) 1&i +all&neat I&«six trr. ri!«pc! s. — T!ic bill pcrnsits taxpayers us&ng the in- 
sta!lment basis methocl of »ccounting for income tax pnrposcs tn elect to 
report their inco»!e nu an accrual kiasis for t!ie excess prnfits tax. Uncler the 
I!nuse bill this cIcctinn is n!&en only to t!xpayers receiving income froni in- 
stal!ment sa1es. Tl&e k'inau«e Cnmiuittee bill also permits su&!h an e!ection in 
ihc ense of taxpayers ivhose principal business consists of the purchasing of 
install n&ent sales oblige tinns. 

I:n&1«r !lie*. inst»!!n&ent basis metliod of accounting, incnmc arises &rhea the 
payments made under the contracts are received. In the absence nr thc election 
provide&1 in this bill, many taxpavers i&sin this methncl would prohab!y be re- 
quir«1 to p:iy unusuallv lar & tnx&s clrrin, the first years of the excess profits 
tax period hect&use the re«& ipt of pavments arising out of sales in ear!ier years 
will exceed substantiallv the volume of new busiu&as. This is expected to 
oc& nr because tl&e volume of iusia1hnent pnrc!mses v as very heavy in 101S, 10!9, 
ancl 10, !0, and is cx»ecto&1 tn diminish sharp!y in 10, !1 an(1 subsequent Ic:irs as 
i! result of tl&e application of con!rois tn in. tal!ment pure!&uses an&1 the develop- 
ment of scarciti&s among th& conm&odities onlinarily sold by the insta'Ilment 
metl&ocl. A similar r«suit &vnu!d nb;ain in thn cas& nf taxp&&yers ivhose principal 
basin&'ss consists of purclias!ng installment sales ob! igations. 

The &lection provided nn&ler the bill permits such taxpavcrs to exclwle from 
the c 2& «ss profits net incon&e of tlie taxab!e years payments arising out of sales 
ma&le &luring the vears in ivhich the tax did nnt applv. Hach an election when 
made is irrevncalile and applies to all subsequ nt tnxab!e years to which tl&e 
excess profits tax is applicab!e. 

902200'--Dl — ii 
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(e) Long-term contracts. — A sin&l)ar election is provided for taxpavel' whp 

receive payments under long-term contracts and who, under tlie completed con- 

tract method, account for such receipts as income for the year in which the 
contract is completed. The bill permits such taxpayers to elect to report their 
income from long-term contracts under tlie percentage of completion methpd 

of accounting for the purpose of the excess profits tax'. This election when 
made is also irrevocable and applies to snbsequent taxable years. 

(d) Long-term leases. — A. special adjustnicnt is provided in the ease of lou~ 
teian leases which require the lessee to pay a stated rental to the lessor free pf 
tax. Such leases are found in the railro;i&1 industry and were usually entered 
into many years ago when taxes vere not as important an item as now. Under 
such lea~es an iucrease in taxes antomatically raises the incou&e before taxes 
received by the lessor corporation and mav serve:is the basis for the imposition 
of an excess profits tax, ivhich the lessee will be nbligated tn assnme. To elimi- 
nate the resulting hardship tlie bill provides that the aniount of tax paid by the 
lessee be excluded from the income of tbe lessor corporation, and that uo deduc- 
tion be allowed to the lessee. 

As nnder the House bill, this adjustment is available only in the case of a 
lease for a term of &nore than 20 years. The committee's hill also provides that 
an agreement for the lease of railroad properties shall be considered to be a 
lease for such term as the total nn&uber of vear. during which tlie lease may be 
re»ewe&1 a»d continued automatically. 

'1'o qualify for this adjustment it is necessary tlmt tlie lease be entered into 
prior to December 1, 10n0. 

(e) Bad debt reecreea of banlts. — Pauks which have elected to use tlie reserve 
nicthod of accounting for bad debts for income tax purposes substitute for excess 
prrfits tax pnrposes a deduction for debts which became worthless in whnle or 
in part within the taxable year. This is desirable because the banlrs which 
elected to use the reserve method for income tax purposes beginning in 1047 
have for the most part accumulated reserves that equal or approa&h the maximum 
allo&vable under the existing rulings. In view of this situation and because of 
the probability that losses from bad debts will be comparatively low during the 
ex& ess profits tax years it is likely that the deductions und& i the reserve method 
&vill be abnormally low during the excess profits tax period. Tbe deduction of 
such losses as they occur will provide a more equitable result. 

(f) Block« 1 income. — Special rules are provided und&r the bill for the treat- 
n&ent of "blocked incnme" arising prior to 1001. These rules are discussed below. 

8. rVrt income in the base period. 
Thc calculation of excess profits by a comparison between base period income 

and the income of the taxable year requires tl&e reruoval of abnormali'ies not 
only from the income of the taxable year but I'rom tlie income of the base perind 
years as well. Alany of tbe provisions in the bill for adjusting the inco&ue of 
base period years are similar to those used in the taxable years. Among these 
are thc exclusion of gains and losses from the sale or exchange of boih long- 
an&1 short-term capital assets, and in& ome arising from the retirement or repur- 
cliase at less than the issue price of bonds and other evidences of indebteduess 
o»tstanding for more than 6 months. 

However, gains and losses from the sale or exchange of assets used in the 
trade or business (section 117(j) assets) are exclnded froui the taxparer's 
base period net income, as under the Hnuse bill, even though they are not ex- 
clu&led in the determination of income in the excess profits tax years. Tbe ex- 
clusion of such gains and losses in the base period ye;irs is justifi"d because it 
is desired tn obtain a "nornial" earnings experience for the t'i. . paver. Since 
such ains and losses are apt to be sporadic a»&1 frequently are sizab)P, (i&el&' 
inclnsinn»ould distort the taxpayer's base period net inco&ue. On tbe other 
hand tlie exclusion of such iteins from the income of the excess profits tax years 
would lead tn the disallowance of substantial losses which, because of the high rate imposed, might prove to be a serious enibarrassment to a haxel-pressed 
taxpayer. 

D. &1»ctinns for pre&»imns paid and expenses involved in the retirement of 
ban&is and other evidences of iildebtedness outstanding for mnre than 6 months are climi»ated from the income of the 1&ase period years as from the income of the tax»ble vear. provision is made for the elimination of the dednction based on the repaynient of processi» taxes to vendees, which parallels the ad- 
j»s&i»&nt fnr proces in t:ix r'tunis in &i&&. iiico»&e of the excess profits tax year. 



A 100 percent credit for dividends received is allowed in coinputing the net 
income of the base-period year anil the rule applied to d;vide»ds iu 1&in&. 

' is the 
same as that now used under the corpornt= nor»ial:ind snrtazes. 

In addition the bill contains a gencrnl provision npplving to claims, a&vards, 
nnd . judgments against the tazparer, intnngible drilling and development costs 
of oil or gas rvells, develop»&ent costs in the case of mines, casualtr losses, and 
&le&&uctions of other classes subject to regulations prescribed by tli" Secretary. 
I or any clnss of such b»ormal deductions. the amount in ezcess of 110 percent 
iif the nvernge amount of deductions of such class for the four previous taxable 
years is to be eliiuinated un&ler regulations prescribed by the S cretary, provid d 
that in the base-period yc, . r the deductions of the class disalio&re&1 ezcee&1 . & per- 
cent of the nverage excess profits net income for all the tnzpnyer's bnse-period 
years con&puted vvithout the disallor ance of any clnss of &le&', uction uuder this 
provision. For the i&urposes of the latter liniitation, a deficit in anr of these 
years is counted as zero. 

This provision is similar to the corresponding portion oi the V& orld %Var II 
lnw ezc&&pt tliat the latter eliminnted onl' the excess orer loo perce»t of the av- 
erage of tl&e deductions 1' or the four previous tazable years, aud did not include 
ihe 6 percent limitntion described above. 

The bill, lil&e the world IVar II law, does not permit the disallownnce of such 
abnormnl deductions unless tlie tnzpaver estnblishes that the increase in tlie 
deduction is not (&&) n cause or a conse&, uence of either (1) an increase in the 
tazpayer's gross income in its base period or ( ') a &lccrease in the amount of 
some other dednction in its base period, which increase or decrease is substnntial 
in relation to the amount ol the increase in tlie deductions of. such class, or (1&) 
a consequence of a change at any time in the type, manner of operation, size, 
or condition of tlie business en nged in by the tnzpaver. 

The bill also folio&vs tlie precedent of the 1Vor)d 6 ar II )a&r in limitin the 
amount of the deductions disallowed to the excess over the deductions of the 
saire clnss in tlie tazpaver's excess profits taz venr. 

Tlie income ol the base-period years is adjustcil to conform to that of the tnz- 
rible vcars in the ense of. taxpayers who elect to change from the installment basis 
to the accrunl method of accounting, or to substitute the percent ige of con&pie- 
tion method for tlie completed contrn&t metlioil of accou»iing for pnyments under. 
long-term contrncts. The base-pcriod income of lessees which are obli ated to pny 
tl&e taz due on the pnvment to a lessor impaler a long-term contract is ndjnsted in 
the bnse period to conform with the taz period. Dnnl&s using the reserve nietho&l 
of nccounting for bad debts during the bnsc period substitute de&lnctions for debts 
which becanie worthless in whole or in part within those years for the larger 
deductions mnde to estnblisli such reserves. 

I. ife insurnnce coinpnnies de&lnct their contributions to poli&yholder's reserves 
in co&npnting their base period net income as in computi»g the income ot their 
&zi ess profits tnz venrs. 

In addition to tlie for"-going pi'ovisions wliich follow, in ge»ernl ontline tl&e 
corresponding prorisions of the IIo»se bill, tli& Ii'inance Committee bill permits 
iin n&ljustment of the ass&;sinents pnid liy banks &1nring tbe b»se period to the 
I cdcrnl Depo=it Insurance Corporation. I'ublic Ln&v 707 of tiie I:i„lity-first 
& o»g&css, second session, rec gnizi'&I that 'tlie nsscssn&ents pnid in prior ycnrs 
1&ad resulted in tire ace»i»nlntion of a snffcient re. erre an&1 i&, nde provision for 
&& credit ivliicl& would be counted ngninst the gross»ss. ssnients d»e in h&tei yc;irs. 
This credit is co&»pntcd l&y refere»ce to the op& rnting czpcrim&&e of the FI)IC in 
the proc& iling year. A~ n resnlt of its use, the FDIC n, sessments nctuallr pnvalilc 
in the excess pri fits tax ve;&rs probably will be n&uch 1& as tin»i 1!&one pni&1 in the 
bnse period ycnrs. I'nder the comn&i&tee's bill thc deduction for FDIC ass&'ss- 
ruents in the taxpayer's. base period vearS ivi)1 be rednced pri&p irtionally ivith the 
credit allowed against tlie Ii DIC assessment in tlie ezcess profits taz vear; 

9. Ci&»c& nl »& lief. 
(n) Pron(sin»s of lpo&)&7 11 n&'ll' ln&e. — Section 7o", tlie general relief provision 

of the )Vorl&1 V:&r Il laiv, wns designed to aid hardship cases by providing such 
corporntions &vith n snbstitute, or constructive nvcrn c, bnse period net income. 
Sc&tion 7&" dealt ivith th&cc principnl cinsscs of cnses — (1) corpor;itions which 
1&n&1 s»&'&'& red so&ne ndversity during their base period, (") corporntions which had 
mad& changes during ihe bnse period resnltin in nn incrcn. e in tlieir profit poten- 
tinls, nnd (3) corposrntions which were not in &'zistcncc during tlie base period 
an(1, tl&ei'cfore, ha&1 no bnse p& i iod nct i»coine at nil. 

In ench instance the section provided thnt n Iirpotheticnl bnse period enrnings 
credit be "tailor made". for tlie pnrticnlar tazp;iver &pi&1 tlint ccrtnin assumptions 



be made in connection wi ith the case. Each case was a problem in research, and 

the legal or t:iz resu t genera y . ' t t; It -nerilly was intertivined with complicated accounting and 

economic problems. nios ev - bl . A]ni t everv factor which had any influence on the partic- 
I 

ular business v;as per inen ' b . t'nent to the case and the time and ezpense invo ved in 

reconstructing the average base period earnings credit were tremendous. 

These comlilez relief provisions of the world %Var II law have resu ed 

extended delay in the settlement of relief claims which discriminated against 

tazpavers w o a nei ier -h h d either the time nor the financial resources necessary for the 

establishment of their cases. Moreover, the deterniiiiation of ivhat the tazpayer's 

b d e would have beeu in tlie absence of the claimed abnormality 

was largely a matter of subjective judgiuent, and a great deal of comp aint has 
th' account. Hence this bill reduces to a minimum the' amount of 

hi administrative discretion involved in the ad, justment of the hardsliip cases w ich 

ay be ezpecte&l to arise under an ezcess profits taz. 
(b) Rer2«ction ia h&irdshiy cases «ild&i. the bilk — Since corporations in general 

Iiad a high level of profits during the past 4 vears, and since the bill is more 

liberal in a number of major respects than the world %Var II Iaiv, the number of 

hardship cases which will arise should be substantially less than if the old law 

weie reenacted under current conditions. 
Provisions of the bill which may be expected to reduce the need for relief are 

(I) the substitution of a $25, 000 minimuin credit for the $10, 000 syecific exemp- 

tion of the prior law; (2) the option granted the taxpayer to eliminate the worst 

vear in its base period for the pvrpose of computing its average base period net 

inconie; (8) the treatment of a deficit in any remaining base period vear as zero 

for the pnrpose of computing the average base period net income; (4) the substi- 

tution of a 5-vear carry-forivard and a I-year carry-baclr of the unused excess 
pr&, fits credit an&1 net operating losses for the 2-year. carrv-forward and the 2-year 
carry-back used under the world IVar II law; (5) the privilege of carrving over 

to 1050 and 1051 operating losses incurred during the base lieriod which have not 

been utilized to offset the income of other years; &6) the increase of the average 
base period net income for capital additions during the latter part of the base 
period; (7) the adjustment of the average base period net income for cayital 
additions after the base period with a broader application and higher rates than 
the equivalent provision of the world War II law; and (8) the provision that 
the combine«rate of the corporate income taz and the excess profits taz camiot 
ezceed 60 percent of the corporation's income. 

(c) Gener«l relief yrouisiona in the bill. — The hill provides automatic formulas 
for each of the niost important tvpes of cases which arose under section 722 of 
the world V& ar II law. These formulas permit an objective computation of the 
amount of relief granted in each case, thus avoiding the practice of mal-ing the 
extent of the relief dependent upon an attempted analvsis of all the varving 
factors in the individual ease ivith the resulting uncertainty, delays, and disparity 
of treatment ainong tazyavers which characterized the application of the general 
relief provisions of the World War II law. 

(I) Abnorm«I(t(ea d&&r(n&i the brae yeiiod, . 
Section 722(b) (I) and (2) of tlie yrior law provided relief when the income 

of the taxpayer's base period years ivas suhstantia11y abnormal because of a 
phvsical interruption to production, such as a fire, strike, or fioo&1, or because of a 
depression in the business of the tazpay&r resulting froin temporary economic 
circutnstances unusual in the case of the tazpaver, such as a severe price ivar. 
Your committee's bill provides relief in these same areas. However, the bill does 
not retain that part of section 722(b) (2) which provided relief in cases where 
the business of the tazpaver ivas depressed because the industry of which the 
tazpaver i& as a member vvas depressed clue to temporarv economic events unusual 
to such industrv, Provision is inade in another portion of the Iiill for the relief 
of tazpavers wliose in&lustrv was depressed dm in the base period. 

If an abnormality existed in the tazpaver's loivest year of earnings during 
the base period, this year will be eliminated automatically from the average 
b«se period net income computation. However, if an almormality occurs in 
one of the remaiuing periods of 12 months or less in the base period, the taz- 
p. ver mav, if it was in bu ines. - at the beginning of its base period, substitute 
for its actual ezcess profits net inccme for the period of the abnormality an 
aiuount deter&oined bv inultiplyin its tot&1 assets for the last clay of the period 
nf the abnormalitv 1&v the rate of return for its industry for that period. T»s 
fo niula provides relief v. i&bout introducing the diilicult task of proving wl»t 



the taxpayer's earnings would have been in the abnormal period had the 
abnormality not existed. 

If an abnormality is present in more than one of the three best years in the 
taxpayer's base period, a different formula is used. In such cases, a substitute 
average base period net income is computed by niultiplring the average of the 
amounts of the taxpayer's total assets on the last day of each of its base 
period vears preceding its first excess profits tax taxable rear by the base 
perind rate of return for the taxpayer's industry. 

The substitute average base period net income described above would be 
available only if the taxpayer's average base period net incoiue in the even( of 
the substitution exceeded 110 percent of the taxparer's average base period net 
income computed withnut adjustment for the abnormalitv. Sin)i)a) lr, a sub- 
stitute excess profits net income may be used for a single abnormal rear nulr if 
it exceeds 110 percent of the taxpayer's excess profits net income for that year 
computed without such substitution. Such a limitatinn is &lesiriible iu order tn 
avoid burdening the a&1ministration of the tax with trivial clain)s. 

Taxpayers having abnormalities in more than one of their best 3 vears may 
not adjust their substitute average base period net income for changes in capital 
during the last 2 vears of the base period, since their substitute income is nnt 
&lepenclent primarily upon their own earnings record. Eiowever, the taxpaver. 
which h:is only one abnormal vear remaining after the elimination of its wni st 
year, aml, therefore, vvhich uses an average base period uet income comp»teel 
largely from its o)vn earnings recor&E, may claim tbe a&1)ustment fnr capital 
add)tinns, provicled the year of the ab»ormality is 1940 or 1047, ancl )»ar cliiirn 
an adjustruent for capital adclitions in 1949 where the year of the al&norn)»lily is 
194S. 

The House bill used a somewhat different fnrmula )vhich allnwed the taxpal or 
to substitute for the actual income of the year or ye:irs of the abnormality an 
amount vrhich bore the same relation to the taxpaver's earuin s in its "normal' 
years cluring the base periocl as an ea) nings index for the taxpaye) 's in lu-tiy 
in that vear bore to the a, "regate of the industry indexes in the taxp;iyer's 
normal years. The House formula could»ot be applied unless one of the tax- 
payer's base periocl years was free of abnormalitv. E)lnreorcr, the culi:tituic&1 
amounts might be inappropriate il the year to year changes in the taxpaye)«s 
earnings &1«iing the base period were»ot similar to the changes in the index of 
the taxpayer's industry. Ieinally, tlie systeiu of indexes use&1 under Lhe Ilo«se 
bill was some)vhat complex. 

The formulas cont;iine&1 in the Finance Commi)i«'s bill are simpler since 
they merely apply an inclustry aver;)ge rate of return to the taxi)ayer's tnial 
assets. Tbe possibility of erratic results orisin out of the clifference hetueen 
tbe year to year changes in the taxpayer's prniits and those of his indust) y is 
eliminated, ancl relief is available even in the case where each of tbc t ixpaver's 
base perineal years contains an abnorn)ality. 

Tl)e industry rates of return used under this an&1 otl)cr provisio»s of the bill 
will be deterruined aml proclaimed by Llic Secretary nf tbe Trea, «iy. Yor 
this purpose the Nation's industry will be groupccl into Lhe 04 cbisses shn)vii in 
appendix A. This is a slightly mo(lified v& r. inn of a classihc(itin» &lcvelnp: &1 

by the Bureau of the Budget for general i)sc in the Irc&leral Govern»)ent, n»&1 

the description of the classes appears in Lhc Standard In&1». &i ial Classification 
2Ianual prepared by the Bureau's Division of St»tistical Sin»0;ir&ls. 

The computation will be based on &inta regularly co»)piled i'rnm income tax 
retuixis by the Treasury Department in prep;iri» the Stati. ties of Inc«i»c. 

The industry rate of return for an in&liviclual yc;ir )vill be cnn)pated by dividing 
the sum of the aggreg&)te net incnmc and the:)e"r&', ';iie interest &1& iluctiou eiinivn 
on the income tax ) eturns filed by the corporations in the in(lusirv by thc a. :"rc- 
gate totiil assets of such corporations as of tlie clo;e of the t;ix;ible rear fnr 
which tbe reL»ins )vere filed. Since interest is eel&lcd to n&t i»conic in the &"al- 

culation of tl)e rate of r&tuin )vhich the taxi)»ver;ipplies to his a. sci. -. tlie 
amount of interest ac. ru«1 bv the taxpayer &Euri»g;) si»!'lc year of ab»nrmaliiy 
is subtracted in &1&teri»ining bls substituted income nf that year. Si~uilo)h), 
ivhen the t:)xl) )yer uses a substit«ted aver»g& hase period nct ii)come it r»«lies 
an appropriate adjusimcnt io elii)iiuate 1 yea)'s inierest. 

Thc indusiry base pm in&1 ri)i&, of r& (urn will he (n)111)«ted by aggi'egati»g the 
net income aud the i»i& in;t &i«1»etio))s repnric&l hy tlie coi'poi;)ti&i»s in tlie 
in&histry during ilie 4-v& ar perio&1 1940 ihrougli 1919 i)nil &lividing hy tl)e;)ggr&- 
"iite of the su)u of Llie toL;il assets of these coipor«iio»s fur Lhe 4 ye;irs in 
&lucsLiun. 



Since it will not be possible to assemble immediately the data necessary for 
computiu" the final rates of return ior the last year or years in the base period, 
or for the entire bas period, provisiou is made in the bill for tbe calculation of 
. tentative rates of return. 'I'liese are to be proclainied prior to )larch 1, 1901, 
and will be used until the final rates hare been proclaimed. Tlie final rates will, 
of course, supersede the tentative rates and applications for adjustmeuts based 
on the latter will be redetermined miien the final r&ites are avnilable. 

The taxpaver adjusting onlv oue of his tliree best years wiil use the rate of 
return for the industrv to which is attribntable the largest amomit of its gioss 
receipts in that year. The taxpayer usiug the indnstrv rate of rei. urn for the 
eutire base period mill use the 1';lie fol. ' the industry accou»ting for the largest 
auiount of tlie taxpayer's gross receipts in tbe appropriate period. 

Fiscal rear taxpnvers adjusting a taxable vear begiuning in 1040& and cadi» 
in 1046 &vill use tbe rate of return ior tlie taxpayer's industry classification for 
the calendar year 10-10. Tiinse adjusting n taxable rear be 'innin" in 1940 aud 
ending in 1900 mill nse the rate of return for tlie calendar year 19$9. Iu other 
cases fiscal year taxpavers will us t!ie imlex for tbe caleudar year in which 
falls the greater number of days in such tax»Me year. 

Since the rates of r turn are couipute&l on tbe biisis of "total assets, " the tax- 
payer usin such rates will apply then& to its "total assets. " The latter means 
the suin of the c&ish and property other than casli nr iuadmissible assets used br 
the taxpaver for a bona fille business p»rpose. Sucli propertv is to be valued at 
its adjusted basis for determining gain on sale or exchange except that in 
the case of certain intan"ible 1&rop&:ty tlie basis shall be determined without 
reference to the value on &larch 1, 1010. 

The taxpayer desiring to adjust iis base period net incorue under these pro- 
visious &vill u&ale an application with its return, or file a claiiu for refund within 
the period of liniitatious applicaMe to clainis for refund. or file an application to 
offset a deficiency proposed against it. If a tax»aver files a petition witii the 
Tax Court for redetermination of a deficiencr, such application must be filed 
not later than the date of the filing of the original petition. The l&urpose of 
requiring tbe tax»oyer to file an application or mal&e a claim is to l. rov, 'de the 
Treasury Department &v:tb full and timely 1&noivledge of tlie taxpayer's groun&is 
for relief. This replaces a pi»vision co:itaii:c&l in the llouse bill which wo»l. l 
have deferred a percentage of the a&jjuspuent iu the tax claimed bv the taxpayer 
on the basis of the ahnormaliiy. 

The deiinitions of total assets. gross receipts, industry classification, and 
base period rate of return described above are gen rally siuiilar under the 
formulas developed for other hardship cases. The taxpavcr's clai»i for adjust- 
ment under those provisions will be raade in the same manner aud will be 
subject to the same spe ial rule concerning the statute of limitations which 
applies when au adjustuieut is made for abnormal years. 
(ti) Xe&o t» od«cts or sereices tnt&'odaced in the base t&e&tod. 

Corporations which commence(1 business before the base period and made sub- 
stantial chan es in tlicir products or services during tlie last '0 montlis of the 
bas period may elect a substitute base period net income. This provision is 
intent)ed to replace tlie "neiv produc&s" adjiistlueut authori. e&1 under section 
&'"'Ib) (-1) of the IVorld AV»r II law. Corporations which comm nce&1 business 
after the beginuing of the base period are not eligible under this provision, but 
iuav qualify for a substitute net income under the "ue&v corporation" rules de- 
scribed below. 

The concept of a change in product or service ivas developed under the 'Vorld 
%Var II lam and it is believed that the experience thereuiuler was generally 
satisfactory. 

To qualifv for relief under the "nem producU' provision the change in prod- 
ucts or services must hare been "substa»tial" in the sense that by the end of the 
third vear (or earlier) follomi»g the year in mhich the products or services mere 
introduced, the „"ross income fr&rm such products must, ", gregate to more than 40 
percent of the taxparer's gross income in that year. The IIouse bill used a te. t 
of 08 percent of tlie taxpayer's net income. AVitnesses appearing at your com- 
mittee's hearings poiuted out th difficulties involved in tlie allocation of net 
income to particular products nnd services. EIcnce a test using gross rather 
than net income bas been substituted. 

To qualify for relief under this provision the taxpaver must nlso demonstrate 
that its net income iu any one oi the taxable vears in which it has met the per- 
centage of gross income tes&. w&is iu excess of 120 perceut of the average excess 
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profits net income during the base period year nr vears preceding the first change 
in product or service used in qualifying u»der the "gross income" test. 

The taxpayer who qualifies under the afore-lnentioned test prior to Za»nary 1, 
1900, may use a substitute average base period net income con&pated by multi- 
piying its total assets for the last day of its last pre-excess prnfits tax vcar or 
of the earliest year in which the taxpayer qualifies for relief, v;hichever day is 
later by the base periorl rate of return in its i»dnstry anil adjustin fnr 1 vear's 
interest. If the I ear in which the taxpaler first meets these tests ends 'aft& r 
the base period, the substitute average base period net income is con&pu&& rl by 
multiplying the total assets for the last day of such taxable year by the base 
period rate of return for the taxpayer's industry classification. 

A taxpayer who obtained relief under the nem product provision may obtain an 
adjustment for new capital additions in tl&e tax period onlv in those years &vhlch 
fol'. ow the year in which the taxpayer qualifies for relief under th" new prod- 
uct provision but is given no adjustment for capital a&l&litinns in the base perin&1. 

It is inte»&led that, where a taxpayer establishes that it has lan&le several sub- 
stantial changes in prodncts or services dnring the last M months of it base 
period, the aggregate cff&'ct of such changes may be consirlered in det. rmining 
whether the eligibility requirements of the section are met. 'I'he gross income 
and net income tests can be met in a parti&»liar vear bv considering all such pub- 
stantial cha»gcs mhich vvcrc lnade during tbe three preceding l ears. 
(iii) Increrrse in crrpneitp di&ri»n the bnse period. 

A corporation which comme»er al business before its base period and made sub- 
stantial changes in its capacity rluring the last 80 months of the base period may 
also elect a substitnte avera e base period net i»rome. This prnvision is int&»&le&1 
to replace the equivalent portion of section 722(b) (4) of the 1Vorl&1 IV&» TI laiv. 

To qualify for relief thc taxpayer must have added to its facilities in a nia»- 
ner which- 

&n) resulterl in an increase of 100 percent or nlore in its pro&luctive 
capacltv, or 

(b) resuite&1 in an Increase of, )0 percent or more in its prodnctive ca- 
pacity n&&&1 the adjusted basis of the taxpayer's total facilities after t&&p 

addition or replacci»ent ezceerls by 00 percent nr more the adjusterl 1&asi. - of 
the taxpayer's tctal t'acilitir-s prior tn such addition or repine&'me»t, o& 

(c) ihe unarljustc&1 basis of the taxpayer's total facilities after such a&1&li- 

tion or replacement ez&ee&1n&l by 100 percent or more the unarljnst&d basjs 
of the taxpayer's total facilities prior to such a&ldition or replaccinent. 

These tests n&ust be complic&1 &vith prior to the en&1 of the taxpayer's base period. 
I nr the purpose of these tests the term "f:icilities" means real property;in&I 

tangible depreciable properiy held by ihe taxpayer for a bona fide 1»'innss 
purpose. 

These tests will cnnfine relief to taxpayers &vhose capacity has u»&lorgnon a 
chango which is sutli& I&'iitly g&cat to maire its base period earnings & zi. ; i ic»&c 
a poor basis for evaluating its earnings during the ex& css profits taz p: ri«&1. 

Taxpayers who qualify and&'r one of the afore-mention:d tests mnv clr. « tn 
usc a» average base period nct i»cnme calculate&1 bv multiplying the base p'rind 
rate of return for the tazpnyer's industry classification by the t;&zpaycr's tnt il 
assets for the 1»st &lny in its last p&'e-excess prntits tnz ye:ir. Since the alt&. r»a- 
tive. net income is computed nn the l&osis of the asseis &is of th: close of the I:i'& 
periorl, no ad, just»&ent need be macle fnr capital additions dnrinu the base psrin&1. 
Si»ce the rate of return of the tazpayer's in&lnstry classifir ation is calculi&tv&I 
by adding the suni of tlie i&et profits an&1 tlie interest paid &luring the base peri»&i 
vc&rs and &livi&ling by the total assets of the indu;try in those ye»is, the alt& r 
native aver»a'e base period nct incor&le is r&d&&curl by an »inn&&nt equal tn tl&e toi:&I 
int&rest pairl or accru«1 bv the tazpaver in the final year of its base peri«l. 

There lvas no equivalent I&rnvisinn in the IIc«ise bill, but »»merous lvitness&s 
lvho;ippea&s &I before tile cominittee pointed nui. thr»eed for an ailj»stm& nt 1&as«i 
on subsianti;&I chan. . . es in c:ipacity a»&1 stressed the discrimination vvbich iv&&»I&i 

result if an alternative basis were provirlerl in the nnu product cns; s while nn 
adjnstiiieiit vvas macle for substantial changes in capacity. 
(ir. ) Deprrssrrl i&«lust& ies. 

'flic 1&ill provides a snbstit»tc average base period nct i»cnme in cases ivlicre 
the I:iz&i'&yci's I»&l»st&'y i&as &lepresse&l dnrin tl&c base perio&1. 'I'1&e IVt&rl&l )Vir 
II Iaw cn»tnincil section 7"'(b) (8) (A) ivliich permitted the reconstruc&inn nf a 
h)puih&tical b(is& period i»c&, »&e lvlicii tlic taxpayer coul(1 sl&uu ilmt ibc iiidusiry 
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of which it was a part vvas d. pressed durin the base period. Relief was avail- 
able only mlien the depression was characteristic of the entire industry to which 
the taxpa!er belonged. and this is also true of the provision contained in this bill. 

The Ilouse bill made no spe&'ial provision for relief for depressed industries, 
and it ivas brought to the attentiou of. tlie committee that because of. this omis- 

, sion soine vital in&lusiries vvoulC. have a very poor base period earnin"s record. 
bfnreover, in many eases the individual firius in these indnstries ivould have an 
inadeqnate invested capital credit. lienee it appeared desirable to mal-e special 
prnvision for the depressed indnstry cases. 

Tbe existence of a depressiou in the taxpayer's indnstry durin" tlie base period 
is to be deterniined by compar'n" th imlustry s average rate of return duri:i 
the vears 1040 throu"'h 1940 with its average rate of returu &lurin the period 
1090 through 1940. 

I. nder tlie bill a depressed indnstry is one in ivhieh the average rate of return 
on total assets dui'ing the years 1040 througli 1040 is less than &10 percent of the 
average rate of return for the . 'ndustrv over the period 108fii through 1040. It is 
lielieved that this entrarce test will confine the application ef tlie provision to 
i:ixpayers in industries ivhose base period earnings mere substaniially below 
i& 0 I' I li, '1 I . 

Taxpayers in such indnstries are perinitted to use a substitute average base 
i. eri'od net income computed by iuultiplying their average total assets during the 
1;is period by SO percent of the depressed industry's average rate of return 
diuring the period 1000 throu, h 1040. 

'I'he special alternative average base period net iucome for taxpa)ers in de- 
!i:essed industries is, of course, available on au elective basis. 

her purposes of the depressed imlustry test, taxpayers mill be classified in 
general cnnforniity to the three-digit classification of industries used by the 
Treasury Department in compiling its Statistics of Ineoine data for the years 
1000 through 1047, usia such conibinations of subgroups as the Secretary de- 
termines are necessary to provide reasonably coiuparable data over the period 
I", :!&i throngh 10!!h The taxpaver's indnstry classification will be the one from 
ivliich it &lerives the majority of its gross receipts. 

Since ihe rate of return of the tai paver's industry classification is calcnlated 
1:y ad&ling the sum of the net profits and the interest paid durin„ tlie base period 
. ' & ars and dividing by the total asset" of the industry in those years, the alterna- 
&ive averag base period uet income is reduced for the average yearly interest 
!in(&i or accrued by the taxpaver. 

'I'lie &lepressed industry formula also provides relief for the type of case 
en& ered under 722(b) (0) (IS) of the Ayorld '&Var II law. These are cases in 
&vh:cb the indnstry is characterized by sporadic and intermittent periods of high 
pro. ";ts and such profits fail to appear in the base period. Hence the industry rate 
&if return in the base period years may be expected to fall vie!i be!oiv its long- 
teriu average. The House bill did uot provide relief in cases of this type. 
(i ) Ott&er types of abnormalities tn tie base period. 

'ection 722 of the Yi'orld %Var II law also permitted the reeonstru tion of the 
iax! aver's base period experience on the basis of (a) chan. es in nmnagement 
or in. thods of operation (722(b) (4) ), (b) chan es in the ratio of debt capital 
to nt:ier capital (722(b) (4) ) and (e) cases mhere a taxpayer acquired, prior 
«& ti'ie end of the base period, all or part of the assets of a, conipetitc vith a. 
, , salting elimination or diminishment of the competition of the competitor 
(&22(b) (4)). Ko specific formulas are provided for such cases under the com- 
i. , i&tee's bill or under tlie IIouse bill. 

The construction of a relief foriuula, for cases involving n&ing s in manage- 
&. i&nit or methods of operation involves extreme technical difficulties, since tlie 
e:;i"&ence of changes of this type does not, itself prove that the character or eai'n- 
ii'ig capacity o1 the business has been altered materially. The deteruiinatiou of 
tl. e c«ect of such changes proved extremely difiicult llllder the AVorld Kyar II jaw 
an&1 involved the very tvpe o! subjective jildgnlcllts wlii&'li are bciug avoided in 
this bill. 1Vhen clmnges of this type actnally do result in substantially increased 
carnin s, the e&fects usually appear couiparatively quickly and as a result will 
be reileeted in the average base period income of the taxpayer without special 
adjustment. Moreover, if snch clmnges are aceonipanied by tlie introduction of 
new products or a change in plaut capacity, relief is available under speeifie 
forinulas contained in the bill. 

Your eonimittee has not included in this bi11 n relief formula based on the 
chan es duriii the ba e period iu (&lie iatio of. debt capital to oth r capital. At 
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the time such relief was enacted as a part of the ol&1 section 122(b) (4), it was 
thought that there would be a substantial number of such cases because the base 
period, 1936 — 39, was characterized in part by recovery from a severe economic 
depression. This situation was not a characteristic of the base period, 1940 — 49, 
used in this bill. Moreover, vour committee has been informed that a con&para- 
tively insignif&cant number of cases arose under the prior provision. 

A reduction in debt in relation to other capital is accompanied either by a net 
increase in capital or a net decrease in capital with a resultant contraction in 
operations. In the former ease, that of an addition to capital, another portion of 
the bill provides for an adjustment to base-period earnings to the extent that 
such additions were made in the latter part of the base period. With respect to 
the latter case, an actual contraction in operations, your committee is unable 
to discover any adequate reason for granting relief. 

Your committee has not provided a special relief adjustment in the ease of an 
acquisition by the tazpaver before the end of the base period of all or part of 
the assets of a competitor which resulted in the elimination or diminishment of 
the competii. ion of the competitor. It is believed that an accurate evaluation, 
based on fact rather than opinion, of the extent to which earnings are affected 
by such a change in the competitive relations of any particular industry is 
virtually impossible. Moreover, if an acquisition of this type does in fact result 
in increased earnings to the taxpayer in'the base period such earnings will be 
reflected in its average base period net income. If the acquisition is accompanied 
by an addition to capital during the latter part of the base period or a change in 
product or capacity, the bill provides specific relief formulas. To the extent the 
acquisition is not accompanied by an addition to capital but is merely the result 
oi a shift in assets no valid claim for relief exists. 
10. Alternative basis for ne&o corporations. 

Unlike the World War II law, the present bill combines the relief treatment 
for new corporations which commenced business during the base period with 
those vvhich commenced business subsequent to the base period. In both eases 
an alternative average base period net income is provided which will make it 
unnecessary for the taxpayer to recoustruct a hypothetical base period ezperience 
as he &lid under section 722 of the World War II law. 

Except in the case of an acquiring corporation, which is dealt with in pdrt II 
of the bill, and certain ineligible corporations, an alternative average base period 
net income is provided for a corporation which commenced business at any time 
after the beginning of its base period. The alternative is computed by applying 
the average base period rate of return for the taxpayer's industry classificatiou 
to the amount of the taxpayer's total assets. If ihe taxpayer's first three taxable 
vears ended in the base period, tbe industry rate of return is applied to the tax- 
payer's total assets on the last day of the base period. This alternative net in- 
come may then be adjusted for retained earnings or net capital additions or 
reductions subsequent to tl&e close of the base period. When the taxpayer's first, 
second, or third taxable year ends after the base period, the credit is determined 
for each of these years by applying the industry average base period rate of return 
to the taxpayer's total assets for each of such vears. The credit for subsequent 
years is dctcrmined in a simlar manner on the basis of total assets at the close 
of the taxpayer's third year or its last pre-excess profits taz veer, whichever is 
later, A new corporation also receives an adjustn&ent for subsequent capital 
additions in the tax period. 

8ince the rate of return of the taxpayer's industry classification is calculated 
by adding tbe sum of the net profits and the interest paid during the base period 
years and divi&. I the total assets of the industrr in those years, the alterna- 
tive avera e base period nct income is reduced for 1 year's interest paid or ac- 
crued by the taxpayer. 

This adjustment is, of course, available to the tazpaver at his election and 
provides a "floor" based on the avera e earnings exp&riencc of the taxpayer's 
industry during the base period. 

The provision contained in the Finance Committee bill differs from that found 
in the House bill primarily because of the denial of the new corporation adjust- 
ment in certain cases where taxpavers &night transfer assets bet&veen corporations 
in order to obtain tl&e beneiit of the industry average rate of return available to 
new corporo. tions. 
11. Alternatiee basis for pro&sing corporations. 

Recognizing that the excess profits credit based eitl&er on the average income 
of the best 3 years in the base period or on invested capital may not be satisfac- 
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torv for corporations ezperiencing an unusually rapid growth during the base 
period, the Finance Committee hill, like the House bill, provides an alternative 
average base period net income for such taxpayers. This alternative is avail 
able only to a corporation which commenced business before the beginning of 
its base period. Corporations commencing business at a later date are provided 
for under the 'new corporations" alternative described above. 

The House bill provided that growing corporations might compute their 
average base period net income from the income of the last 24 or tlie last 12 
months in tbe base period, wh chever is higher. The Finance Committee bill 
contains a third alternative consisting of an amount deternrined on the basis 
of 40 percent of the taxpayer's earnings in 1950 and 50 percent of the taxpayer's 
earnings in 1949. 

The theory upon which the alternative credit for growing business is based 
is that bv the end of the base period taxpayers who have been in business since 
1945 vvill hare reached or be approaching. maturity. This logic clearly justifies 
the development of an alternative avera e base period net income from the 
experience of the final year in the base period, 1949. The House report indicates 
that the option to use instead an average based on 1948 and 1949 resulted from 
recognition of the fact tha. t in many industries the 1949 earnings were sub- 
stantially lower than those for 1948. Testimony at the hearings of this com- 
mittee brought out the fact that in some cases corporations which were obviously 
experiencing substantial growth during the hase period did uot reach a profitable 
status until 1950 and, therefore, could not obtain a real benefit under the House 
provision. Hence, the option permitting the taxpayer to develop an average base 
period net income from his experience in the years 1049 and 1950 was added, 
but since the committee recognized that the 1950 earnings might be infiated by 
the business boom which occurred during 1950 the taxpayer is required to dis- 
count its 19o0 earnings experience bv 20 percent. 

Under the Finance Committee bill, as under the House bill, the alternative 
based on growth is available only if the taxpayer had total assets of not more 
than $20, 000, 000 at the beginning of its base period. This restriction is designed 
to exclude from the benefits of the growth provision large corporations whose 
earnings experience does not justify additional relief on account of growth. 

A fioor amendment will be offered to provide further liberalization as to the 
qualification for determining growth under this provision. 

The committee bill has added to the limitation based on size the proviso that, 
~ hen the taxpayer is one of a group of corporations meeting the test of affiliation 
provided in section 141 of the Internal Revenue Code, the assets of the taxpayer 
shall be added to those of the other "afliliated" corporations for the purpose of 
the limitation in question. Corporations which are "affiliated" in this manner 
are eligible to file consolidated returns, and the aggregation of their assets for 
the purpose of this test is necessary in order to prevent discrimins. tion against 
affiliated corporations which elect to file consolida. ted returns. 

In addition to meeting the assets test described above, a corporation desiring 
to use the alternative based on growth must qualify under a test designed to 
limit the benefits of the provision to corporations experiencing a degree of growth 
during the base per1od substantially in excess of the growth of industry in 
general. For this purpose two indices are used: Payrolls and gross receipts. If the taxpayer's total payroll for tbe last half of the base period is 180 percent 
or more of its total pavroll during the first half of the base period, it can qualify 
as a growing corporation. However, a taxpayer who fails to meet the payroll 
test mav qualify if its gross receipts for the last half of its base period are 150 
percent or more of its gross receipts for the first half of its base period. The 
use of the alternative gross receipts. test is justified by the fact that a corpora- 
tion may increase its physical volume of production materially by introducing 
additional equipment and new operatin procedures which do not involve a 
corresponding increase in its labor force. The percentages used in the payroll 
and gross receipts tests are sufficiently large so that only those taxpavers will 
be able to qualify whose business has grown substantially more rapidly than 
the average during the base period years. 

The lVorld lVar II law contained a much more general adjustment for growth 
in the base period. The so-called growth formula. used under that law per- 
mitted the taxpayer to use as an alternative credit computed by adding to the 
average income of the last half of the base period 50 percent of the difference' 
between the average income for the first and second halves of the base period, subject to the limitation that the alternative credit could not exceed the net 
income of the highest taxable year ~ the base period. XVhile this formula maV 
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have been useful as a device for providing relief for corporations experiencing 
unusually rapid growth under the conditions which existed from 1986 through 
1989, the application of the formula in the years 1946 through 1949 would benefit 
many taxpayers whose growth was no more than average and would result 
in the widespread use of the year 1948 as the sole basis for the calculation of 
the base-period income credit. The alternative bases provided in this bill will 
bring relief only to corporations which can qualify under tests which indicate 
clearly that the corporation was growing substantially more rapidly than 
business in general. 

18. Parry-ouers of net operating losses and unused eacess profits credits. 
The bill permits the use of the net operating loss carry-back and carry-forward 

in calculating the net income of an excess profits tax year. With the exceptions 
discussed below the same rule is used as under the corporate normal tax and 
surtax, that is, the carry-back is limited to 1 year and amounts not so absorbed 
are carried forward until exhausted over a period of not more than 5 years. 
This compares with a carry-back of 2 years and a carry-forward of 2 years used 
under the World War II law after 1942. Thus the averaging period under the 
bill will be 7 years as compared with 5 years under the previous law. The 
change will reduce materially the discrimination that might arise against 
corporations experiencing unusual fluctuations in income during the excess 
profits tax period and cuts down the need for the reallocation of income between 
individual excess profits tax years. 

Generally, a net operating loss in the base period can be carried forward to 
the excess profits tax period under the formula described above. This follows 
the provision in the House bill. However, it was pointed out at your com- 
mittee's hearings that in some cases taxpayers incurring substantial operating 
losses in the early years of the base period have not been able to oiiset such losses 
against the earnings of prior years, They would thus be unable to carry them 
forward into the excess profits tax period because the change from a 2-year 
carry-forward to a 5-year carry-forward was not made until 1950. Therefore, 
the committee's bill provides, at the election of any taxpayer using the base 
period credit, for the carry-forward to the years 19OO and 1951 of losses during 
the base period which have not otherwise been otfset against the income of 
later years. 

' 

The net operating loss carry-over or carry-l&ack is not used for computing the 
excess profits tax net income of the taxpayer in its base period years. Since all 
taxpayers are permitted to select the best 8 out of a possible 4 years in their base 
period, and since a number of taxpayers are permitted to base their credit on the 
experience of one or two of their base period years, the application of the loss 
carry-over would be undesirable because it v ould reduce the income of the 
years which have been selected as nn appropriate test of the taxpayer's normal 
earning power by adjustment for losses in the other years, including years out- 
side the base period itself. 

Like the World War II law this bill provides for a carry-back anil carry- 
forward of an unused excess profits credit. The carrv-back is for 1 year and 
the carry-forward for 5, thus producing the same 7-year averaging period used 
under the net operating loss carry-over for both income and ezcess profits tax 
purposes. The un&ised excess profits tax credit adjustment 'under the World 
War II law was limited to a carry-back of 2 years and a carry-forward of 2 
Years, thus producing an averaging period of 5 years which conformed to the net 
operating loss carry-over provisions of that law, 

For a taxable year beginnin before July 1, 1950, and ending after June 80, 
1950, the unused excess profits credit is the same percentage of such credit, com- 
puted as if all of such year were subject to the excess profits tax, which the 
number of days in the taxable year:ifter June 80, 1950, bears to the total number 
of days in the year. 

The bill provides that any unused portion of the $25, 000 minimum credit shall 
not be counted for purposes of the unused excess-profits carry-over. 

An unused excess-profits credit cannot be carried back from a period after a 
corporation has distributed substantially all of its assets. 

IV. OTIIER IMPoRTANT PRovIsIQNs 

1. 3finimum credit for certain regulated industries. 
Your committee's bill provides a minimum excess profits tax credit which is 

available for tazpayers in certain specified types of regulated industries. This 
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creclit is an alternative to the average earnings credit and the invested capital 
credit for such taxpayers. 

In general, this minimum credit consists of 6 percent or 7 percent of the sum of 
the equity capital, retained earnings, borrowed capital, the corporate normal 
tax and surtax payable by tbe corporation for the taxable vcar in question, less 
interest payable on the borrowed capital. L&'quity capital and retained earnings 
of the regulated industries availing themselves of this alternative credit are 
reduced by the so-called inadmissible assets (discussed elsewhere in this report). 
However, the normal tax and surtax uudcr your committee's bill are not reduced 
by inadmissible assets. 

The 6 percent rate of return is available to regulated industries supplying the 
following types of services or products: 

(a) electric energy, 
(b) gas, 
(c) water, 
(d) transportation on an intrastate, suburban, municipal, or interurban 

electric railroad, trolley system, or bus system, or 
(e) transportation bv trucks or busses, 

where the rates charged by such corporations are subject to regulation by a 
governmental body. 

The 6 percent rate of return is also available to a regulated industry supplving 
the following types of services or products: 

(a) transportation of oil or other petroleum products or gas by pipeline 
if the corporation is subject to the jurisdiction of the Iuterstate Commerce 
Corumission or the Federal Power Commission, and 

(b) railroads regulated by the Interstate Commerce Commission. 
(c) transportation by water subject to the jurisdiction of the Interstate 

Commerce Commission or the Federal Maritime Board under the Intercoastal 
Shipping Act of 1MB. 

The I percent rate of return is available to regulated industries supplying the 
following types of services or products: 

(a) telephone and telegraph services where the rates charged are subject 
to regulation by a governmental body, or 

& b) ai'r transportation subject to the jurisdiction of the Civil Aeronautics 
Board. 

In the case of interstate trucking, busses and railroads, and in the case of 
air transportation the equity capital and retained earnings on which the rate 
of return is computed umler this alternative credit is the same as that of an 
ordinary corporation determining the value of its assets under the "asset 
approach. " In the case of all other regulated industries receiving the beuefits 
of this provision vvhere the corporate books of account are maintained in a. ccord- 
ance with svstems prescribed by a regulatory body or maintained in accordance 
with the uniform systems prescribed by the Federal Power Commission or the 
National Association of Railway and Utilities Commissioners, the equity capital 
and retained earnings are the sum of the average outstanding common-and pre- 
ferred capital stock accounts and the capital surplus aud earned surplus accounts 
as shown on the corporation's books. 

The use ot this alternative credit, in addition to being limited to corporations 
supplying the types of services or products described above, is limited to corpora- 
tions deriving 80 percent or ruore of their gross income from regulatecl sources. 
I%here a public utilitv supplies services or products in one or more "intercon- 
nected and coordinated" systems and where the regulation to which the corpora- 
tion is subject in part of its operating territory in effect controls rates in the 
unregulated territory, and these rates are as favorable to the users in the unregu- 
lated territories as the rates in the regulated territory, the whole "interconnected 
and coordinated" system or svstems are considered to be regulated. 

Since only some of the members of an affiliated group eligible to file a con- 
solidated return may be regulated industries to which the special alternative 
credit is available, your committee found it necessary to specify in the hill how 
consolidated returns should be handled in such cases. In the ease described 
above the regulated industries which are eligible for the minimum credit may 
be split-oiT and one consolidated return may be filed for one of the groups. If, 
however, all the members of the afhliated group in such a case file a single 
consolidated return, none of the regulated industries involved may claim the 
special minimum credit. 

Although maintaining the basic structure of the alternative credit provided 
in the House bill for regulated industries, your committee has revised the House 
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provision considerably as the result of testimony on this provision of witnesses 
appearing in the committee hearings. Probably the most important change 
is that raising the rate of return allowed airlines from 5 percent to 7 percent, 
that allowed telephone and telegraph services from 6 percent to 7 percent, and 
that allowed railroads from 5 percent to 6 percent. Your committee believes 
that this revision of rates is more nearly in line with the rates provided by the 
respective regulatin agencies than the rates provided by the House bill. An- 
other major change from the House bill is that providing that most of the 
utilities may compute their equity capital anil retained earnings in the manner 
provided by their regulating bodies rather than by the means provided for ordi- 
narv corporations using the invested capital base. Your committee believes that 
it is desirable to allow corporations to compute their rate of return in this manner 
since this is a basis on which their rate of return is computed for regulatory 
purposes by other governmental bodies and also because these corporations are 
more familiar with this type of computation. 

Your committee also found that in some States regulation of utilities is dele- 
gated to local authorities with the result that some utilities are re ulated in 
urban but not rural areas. Nevertheless, in these cases the rates charged in the 
regulated areas generally determine the rates in the unregulated areas. This 
accounts for the fact that vour committee has chauged the House bill to provide 
that utilities of this type are to be considered regulated utilities for the pur- 
poses of this alternative credit. In other cases utilities carry on one or more 
of the regulated services described previously but also carry on some subsidiary 
activitv which is not subject to regulation. For example, an electric utility 
may well carry on a small coal-niining operation along with the supplying of 
electrical energy. It was to provide for such cases that your committee changed 
the House bill to grant the minimum credit to industries where the regulated 
services represent 80 percent or more of the total gross receipts of such a 
company. 

The effect of this minimum credit is to give assurance that an excess profits 
tax will not be imposed on the specified regulated industries until after they earn 
a rate of return of 6 percent or 7 percent after paying corporate normal taxes 
and surtaxes (includin" the 2 percent additional tax for consolidated returns). 
Your committee believes that this is appropriate in view of the fgct that the 
profits of these industries in the base period years were held down well below 
the profits earned by unregulated industries. Moreover, there is considerable 
evidence that rate adjustments for these industries lagged considerably behind 
increases in their costs of doing business. Your committee also believes that 
where industries are regulated by governmental bodies providing only a fair 
rate of return it is undesirable to consider profits allowed by such regulatory 
bodies as excessive for purposes of an excess profits tax, especially where the 
corporations are held to a relatively low rate of rcturu. However, it should be 
clear that in establishing the rates of return provided by this minimum credit 
your committee is not in any way attcnipting to set a rate of return ivhich would 
be proper for regulative purposes but only is concerned with the problem of 
establishing uniformity for purposes of determining income which should be 
subjected to excess profits tax. 
f, Egen&ption of strategic minerals from the cgcess profits taa. 

An exemption is provided under your committee's bill for domestic corpora- 
tions minin, "strategic" minerals with respect to the incoxue attributable to 
such mining in the . United States. 

"Strategic" minerals as used in this provision include antimony, chromite, 
manganese, nickel, platinum (including the platinum group metals), quick- 
silver, sheet mica, tantalum, tin, tungsten, vanadium, fluorspar, flake gi'aphite, 
vermiculite, long-fiber asbestos in the form of amosite, chrysolite or crocidolite, 
beryl, cobalt, columbite, corundum, diamonds, kyanite (if equivalent in gra&le 
to Indian kyanite), molybdenum, monazite, quartz crystals, and uranium. In 
addition "strategic" minerals include any other minerals which the agency 
created to carry out the duties under section 606(a) of the Defense I'roduction 
Act of 1050 certifies as being essential to the defense effort of the United States 
and as not being normally produced in appreciable quantities in the United 
States. 

This provision is tbe same as that in the House bill except that molybdenum 
lies been added to the list of exempt niinerals by your committee because of iis 
stratc-ic importance to defense production. 
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Th world War II statute provided for the exeraption of antimony, chromite, 
manganese, nickel, platinum, quicksilver, sheet ruica, tantalum, tin, tuugsteu, 
fluorspar, tiake graphite, vermiculite, and vanadium. The additional minerals 
exempted by the House bill were included after consultation with the Rational 
Security Resources Board. 

The House bill also provided for the exemption of certain "critical" zninerals. 
"Critical" minerals under the House bill were described as minerals which the 
agency administering the Defense Production Act of 1950 certifies as esseutiai 
to the defense effort and which are zuined from— 

(1) Mineral properties developed and brought into production afi. er June 
25, 1950, or 

(2) Mineral properties not in production on June 25 but in production 
prior to that date, or 

(8) Mineral properties from which during tlze period 1940 to 1949 the 
income was less than the deductions. 

Your committee's bill includes no provision for the exemption of any critical 
minerals, because it is believed that marginal producers of critical minerals, 
with which the House bill was primarily concerned, can better be provided an 
incentive to produce by provision for subsidies or bonus pavments. Moreover, 
the provision described below dealing with the exemption of a portion of the 
income from the so-called excess output of mining properties will provide 
substantial relief for these critical minerals. 

8. Exempt income from certain mining and timber operations and fronz natnrai 
gas properties. 

Your committee's bill, like the House bill, continues the relief which was 
providecl bv section &85 of the world War II statute with respect to certain 
ruining, tin:ber, aud natural gas properties. The relief under this provision 
is provided bv exempting from ezcess profits tax a certain portion of the cur- 
rent incozue from these properties. Generally this portion is determined by 
multiplving the normal unit profit during the normal period 1940 to June 80, 
1950 (1980 to 1989 in the case of the IVorld War II statute) by a specified 
proportion of curreut production in excess of normal output during the base 
period. In the case of coal and iron mines, timber properties, and natural gas 
properties, the exempt portion is determined by multiplying current ezcess 
production by one-half of the current net income per unit. 

The World War II statute also contained a provision providing partial ez- 
emption for coal and iron mines and tiruber uroperties not in operation during 
the base period. One-sixth of the net income in the current taxable vear of 
these properties was exempt from excess profits tax. The House bill continued 
this provision without change. Your committee's bill makes several changes 
in this provisiou. The exemption from excess profits tax for properties coming 
under the provision is increased from one-sizth to one-third of the net income 
from such property in order to provide a greater incentive for the opening up 
of new properties. IVatural gas and metal mining properties not in operation 
during the normal period (the taxable years included in the period January 1, 
1940, to June 80, 1950) also are given the benefits of this provision in order to 
place them in a similar tax position with competitive properties in operation 
during the base period. Metal ruining properties in operation in the normal 
period bnt having an aggregate loss for this period are also given the relief 
provided by this provision. 

The House bill contained a provision which duplicated section 785(c) of the 
World War II law. The effect zvas to exempt from the excess profits taz certain 
bonus payruents made by agencies of the United States Government for the pro- 
duction of minerals aud timber in excess of a specified quota or for the recovery 
of mineral products from mine tailings in certain specified cases. The language 
used in the House bill obviously refiects the system ef incentive pavments used 
during world %Var II. Since the methods of stimulating the extractive indus- 
tries during the current emergency have not yet been spelled out, the committee's 
bill substitutes a provision which is couched in much more general language. 
The provision referred to is section 488(a) (1) (P), which exempts amounts paid 
to the taxpayer by the United States or any of its agencies for the encouragement 
of exploration, development, or the mining of critical and strategical minerals 
or metals. This exemption is applicable whether. the payment is made by 
graut or loan and whether or, not it is repayable. 
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/q. Foreign corporations and income from abroad. 
(a) Resident and nonresident foreign corporations. — For income tax purposes 

foreign corporations are divided into two groups: Resident and nonresident 
foreign corporations. Nonresident foreign corporations are subject to income 
tax only on certain income derived from sources within the Unitecl States. This 
income is taxed at. a uniform rate of 80 percent without deductions. Resident 
foreign corporations are subject to income ta~es upon all income derived from 
sources within the United States at the rates applicable to domestic corporations. 

The 30 percent gross income tax on nonresident foreign corporations is imposecl 
rather than the ordinary corporate income tax since the jurisdiction of the 
United States over such corporations is limited to the sources of their income 
which are within the United States. The lack of jurisdiction over the corpora. - 
tion itself not only precludes the imposition of a tax upon the net income of non- 
resident foreign corporations but also the imposition of an excess profits tax, 
Therefore, your committee's bill, like the House bill, follows the precedent of the 
World War II statute and specifically exempts such corporations. 

Resident foreign corporations are subject to the excess profits tax under yonr 
committee's bill and the House bill as under the World War II statute. If 
such corporations were nonresident foreign corporations during any of the base 
period years, only the invested capital credit is available to them. This 
was also the case under the World War II statute. 

(b) Corporations derir&ing most of their income from United States posses- 
sions. — Although section 251 corporations — that is, corporations deriving a large 
portion of their income from sources within the possessions of the United 
States — are domestic corporations, they, like resident foreign corporations, are 
subject to Federal taxation only upon income derived from sources within the 
United States. Therefore, your committee's bill like the House bill follows the 
prececlent of the World War II statute an&1 gives these corporations the same 
excess profits tax treatment as resident foreign corporations. 

(c) Western IIemisphere trade and st&nitar corporations. — The World War II 
statute provided an exemption for a domestic corporation where 95 percent or 
more of its income over the last 8 years was derivecl from sources outside the 
United States, and where 50 percent or more of its gross income was derived 
from the active conduct of a trade or business. Although not limited to Western 
Hemisphere trade corporations, any such corporation, not filing a consolidated 
return with another domestic corporation, was effectively exempted from excess 
profits tax under this provision. Your committee's bill lilce the House bill con- 
tinues this exemption. This is consistent with the preferential treatraent con- 
ferred on Western Hemisphere trade corporations under income tax law. 

Your committee's bill has also amended the provision relating to the filing 
of consolidated returns to provide groups of aifiliated corporations with the 
opportunity to make a new decision as to whether or not they desire to file a 
consolidated return with respect to taxable years ending after June 80, 1950. 
While this provisiou is not limited to afiiliated groups including a Western 
Hemisphere trade corporation, its primary effect will be to give such groups an 
opportunity to file a separate return for their Western Hemisphere tracle cor- 
poration, and thus receive an exemption from the excess profits tax with respect 
to the income of such a corporation. 

(d) Dietdends receieed from foreign corporations. — Under. World War II law, 
dividends received from foreign corporations by domestic corporations were in- 
clucled in the excess profits tax net income of average-earnings taxpayers both 
for the base and tax period. On the other Irand, they were not inclncled in the 
excess profits net income of invested capital taxpayers in the tax period but the 
stock in the foreign corporation was excluded from investecl capital. The 
inclusion of divicle&&ds from foreign corporations in the excess profits tax net 
income of the average earnings taxpayer tends to discourage the return of this 
income to the United States, even though business purposes might dictate such 
a transfer. Your comnfittee believes that both the average earnings credit tax- 
payer an&i the invested capital taxpayer should be treated the same. Accord- 
ingly i'oreign dividends are ex&luded from excess profits net income in the tax 
period in both cases. In addition, such dividends are excluded from the base 
period income of the average earnings taxpayer, and the foreign stock is 
excluded from invested capital in the case of the taxpayer computing his tax 
in this nmnner, 

(r ) Foreign toe: c& e&lit. — Uncler your committee's bill, as under the World War 
1I stai. ute, domestic corporations operating branches abroad are subject to 
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excess profits tax on the income derived from such branches in the year in which 
it is earned. However, any taxes paid a foreign country with respect to such 
foreign operations which is in excess of the tax credit allowed by the United 
States for purposes of the normal tax and surtax is allowed as a credit against 
excess profits tax subject to certain limitations. The tax treatment accorded 
branches is the same as that provided by the House bill and the World War II 
statute. 

(f) Blocked income. — Taxpayers derivin income from sources within a foreign 
country are permitted under the bill to exclude such portion of the income as 
i&ould, but for monetary, exchange, or other restrictions imposed by the foreign 
country, have been includible in the gross income of the taxpaVer prior to its first 
excess profits tax rear. Because of the practice of foreign nations in past years 
to impose restrictions on the conversion of foreign earnings into dollars, in- 
come properly attributable to the base period vears would be included in net 
income for excess profits tax purposes in the event that such income becomes 
convertible into dollars. Your committee believes that it would be unfair to 
subject such past profits to excess profits tax. 

The Secretarv is directed to prescribe rules for a reasonable allocation of the 
blocl-ed income which arose prior to the end of tlie base period in cases where 
specific identification cannot be made. 

A special rule is provided for the reallocation of income which arose duriu, 
the first excess profits tax year but became "unblocked" in later years. Sucli 
an adjustment is necessary because of a diiTerence in the amount of tfix imposed. 

Deductions properly allocable to income which is excluded under this pro- 
vision are not allowed. 

The "blocked income" provision was added to the bill by a fioor amendment 
in the House. With the exception of the clarifying amen&iment permitting the 
Secretary to establish rules for the allocation of income in doubtful cases, the 
provision in the committee bill conforms with the floor amendment. 

5. Optional exemption for certain air-mail subsidies in the case of airlines. 
Airlines, under your committee's bill, may exclude air-mail subsidies paid by 

the Federal Government if the airlines have no adjusted excess profits tax net 
income when these air-mail subsidies are not taken into consideration. It has 
been pointed out that a 7 percent rate of return on total assets, which is the rate 
providerl for airlines under the minimum credit for regulated industries, is sub- 
stantially below the rate of return allowed by the Civil Aeronautics Board in the 
case of overseas airlines. The exclusion of air-mail subsidies as described 
above was a part of the World War II statute. Therefore, your committee has 
restored tliis World War II provisiou. The House bill contains no such provision. 

0. Personal-service corporations. 
The World World War II law provided that personal-service corporations 

could elect to be exempted from the excess profits tax if the stockholders of such 
corporations agreed to take up as part of their income for indivirlual-income-tax 
purposes the pro rata share of the undistributed profits of the personal-service 
corporations. This did not, however, exempt a personal-service corporation 
from the corporate nornial tax or surtax. A personal-service corporation was 
defined as a corporation whose income was to be ascribed primarilv to the activ- 
ities of shareholders who are regularly engaged in the active conduct of the 
affairs of the corporation and wlio are the owners of at least 70 percent of the 
stock of the corporation. Your comuiittee's bill, like the Iiouse bill, retains this 
provision of the World War II statute uuchanged. 

7. 3$erchanf 3f al'ine Ac(. 
(a) Corporations coal pieting contracts under this Act. — Under section 005 of 

the bierchant 2larine Act, 1900, as amended, if any contracting party in its 
taxable vear completes one or more contracts or subcontracts for the construction 
of a vessel umler this Act, it is required to pay to the Maritime Board any profit 
in excess of 10 percent of the total contract prices of the contracts and subcon- 
tracts. These profits paid to the bIaritime Board, together with all other receipts 
of the Board, are placed in a revolving construction fund and are available for 
further ship construction. 

As a general rule under your committee's bill the amount received by the 
contracting party and recaptured by the Maritime Board will be excluded in 
computing the excess profits tax. An alternative computation requires the tax- 
payers to increase tlieir excess profits net income and normal tax net income 



265 

by the amount of the payments to the Maritime Board. The tax computed upon 
this basis is then reduced by the amount oi' such payments, and the remainder 
constitutes the tax which is to be paid, if it is less than the tax computed under 
the first method. This tax treatment is the same as that accorded by the House 
bill and the World War II statute. 

(b) Tax treatment of shipper's funds authorized under the Act. — Under titles 
V and VII of the Merchant Marine Act, certain statutory reserve and con- 
struction funds are authorized wherein shippers are required or permitted to 
make deposits of vessel earnings and certain gains from the rcquisitioning, 
sinking, or other disposition of vessels. These deposits are intended to provide 
for the replacement of American mer. hant vessels and to insure performance 
of certain contractual obligations under agreements vrith the kiaritime Admin- 
istration and other agencies of the Government. Under the House bill, these 
funds are not included in the shippers' invested capital credits or their average 
earnings bases. Since these funds belong to the shippers, your committee be- 
lieves that it is inequitable to exclude them in the computation of their excess 
profits credits. Therefore, your committee's bill has amended the House bill to 
provide that deposits of this type (other than capital gains) made during the 
base period sha. ll be included in the taxpayer's income to the extent that they 
exceed the deposits by each such taxpayer in the current taxable year. In the 
case of the invested capital credit, your committee's bill provides that all of 
these deposits made by any taxpayer prior to its current taxable year shall be 
included in cdmputing its invested capital credit in the same manner as retained 
earnings of the ordinary corporation using the invested capital credit. How- 
ever, the invested capital credit with respect to such additions is to be reduced 
to the extent that the additional credit is offset by additional deposits during the 
current taxable year. 
8. Special provisions relating to the eacess profits taa credit for railroad corpo- 

rations. 
The House bill provides that where substantially all of the properties of one 

railroad have been leased to another railroad prior to July 1, 1000, under a lease 
for more than 20 years, which requires the lessee railroad to pay the Federal 
income taxes of the lessor railroad, the excess profits tax credit may be "equit- 
ably apportioned" between the corporations pursuant to an agreement between 
the corporations which is approved by the Secretary of the Treasury. Your 
committee's bill has retained this provision but amended it to provide the same 
treatment for leases vvhere the lenses are automatically renewed and where 
the whole term, including the renewal period, exceeds 20 years. Where such 
leases have been first entered into prior to December 81, 1000 (changed from 
July 1, 1000, in the House bill), they are to be considered as having been entered 
into prior to such date even though reuewed after such date. Your committee's 
bill also makes the benefits of this provision available where more than one 
lessee is involved. 

Your committee has added another provision to the bill providing that the in- 
vested capital credit of a railroad (formerly a lessor) shall include the fair 
value of betterments and additions nude by a lessee railroad to property of the 
lessor railroad if the lease has been canceled. 
9. Recomputation of the earnings credit in the case of corporate reorganizations. 

In the case of certain corporate reorganizations during the base period or 
subsequent to the base period, the experience of the corporation prior to the 
reorganization may be aggregated for purposes of determining excess profits 
credits based on earnings. This is provided for in part II of the excess profits tax 
subchapter. In general the reorganizations dealt with in part II are the type 
with respect to which gain or loss is not recognized. In addition to the general 
tvpe of ease where substantially all the assets of one corporation are taken over by 
another corporation, part II provides rules for the recomputation of base period 
nct income in the case where substantially all the assets of a partnership or a 
sole proprietorship are acquired by a corporation and in cases where only part 
of the assets of the partnership are placed in a corporation or where only part 
of the assets of the corporation are split off into a new corporation. 

Your committee's amendment of part II makes it clear that part II also covers 
those corporate reorganizations under section 112(g) (1) (D) which are com- 
monly known as split:-ups, where the assets of a corporation are split up among 
two or morc new corporations folio&red by the liquidation of the corporation 



originally transferring the assets. The inclusion by yeur committee in the defi- 

nition of this tjpe of transaction in section 461(a) of a reference to section 
112(b) (4) is sufficiently broad to cover this tvpe of a ease, as well as the case 
where the transferring corporation, following a transfer in a reorganization of 
only a part of its properties in exchange for the stocl- of the acquiring corpora- 
tion, retains that stocl- as its own. Your committee's aniemlment also changes 
the above definition so as to exclude transfers of assets by a corporation which 
is exempt from income taz under section 101 of the Code. 

The House bill provided that a corporation did not meet the definition of an 
acquiring corporation within the meaning of part II eve'n though it acquired sub- 
stantially all tbe properties of another corporation and tbe sole consideration for 
the transfer was voting stock in tbe corporation which acquired the properties 
uuless the corporation transferring the assets was fortliwith completely liquidated 
in pursuance ot the plan uncler ivhich the acquisition was made. Your com- 
mittee's amendment of part II drops the requirements that the corporation trans- 
ferring the properties be forthwith liquidated. 

In geueral, if all the properiies of the corporation are taken over by another 
corporation in an exchange to which part II is applicable. the old corporation 
is no longer entitled to use its business experience prior to the exchange for 
purposes of con;puting average base period net income. Instead, the corporation 
which acquires the properties may use the experience of the corporation which 
gave them up if this will result in a lower tax for the acqu'. ring corporation. In a 
case where onlv part of the assets of a corporation go over to a neiv corporation 
in an exchange in which gain or loss is not recognized, the old corporation loses 
that portion of its base period experience which is allocable to the assets it loses 
in the exchange, and tlie acquiring corporation iuay utilize such experience in 
computing its average base period net income. 

V here a corporation computes its excess profits tax credit simply on the basis 
of its excess profits net income during the base period, the effect on part II is 
to provide that, after tbe corporation acquires assets in an ezchange described 
in part II, it shall recompute its excess profits net income for each month of the 
base period prior to the exchange by combining its own earnings experience 
duriug those months with the earnings experience of the corporation ivhose assets 
it acquired. If the corporation whose assets were acquired was not in ezistence 
during a month in the base perioc' in which the acquiring corporation was in 
existence, then the recomputation described above is made by combining the 
earnings of the acquiring corporation with 1 percent of the equity capital of the 
corporation whose assets were acquired (after adjustment for inadmissible 
assets). 

In addition to provicling rules for the recomputation of excess profits net income 
for purposes of the earnings credit, part II also provides for the recomputation 
of excess profits net income and the attribution of payroll, gross receipts. and 
total assets in the case of the alternative earnings credit based on growth. It 
provides rules for the recomputation of excess profits net incotne and rules for 
the determination of average base period net income in the case of part II trans- 
actions involving corporations with base period abnormalities. It al. o provides 
rules for the computation of average base period net income in the case of part H 
transactions involving corporations which have had changes in the products or 
services furnished during the base period, corporations which have had increases 
in capacity for production or operation during the base period, ncvv corporations, 
and corporations which were members of depressed industries during the base 
period. Your committee's amendment has added the provisions dealin with 
base period abnormalities, changes in products or services, increases in capacity, 
and depressed industries, and it bas also revised the treatment in the House bill 
ivith respect to tbe growth alternative and with respect to new corporations. In 
one particular, the treatment of acquiring corporations in part II transactions 
iiith respect-to the growth alternative has been revised so as to mal-e it clear 
that a corporation ii hich is created incident to a part II transaction is not denied 
'the growth alternative by reason of being a nev; corporation. 

In the ease of the tvpe of exchange described in pa'rt II in which the assets of 
one corporation are split among two corporations the base period earnings experi- 
ence of the one corporation prior to the exchange is allocated among the corpora- 
tions in business after the exchange in proportion to the fair market value of 
the assets of the old corporation which are held by each of the corporations after 
the exchange. The House bill permitted allocation of the earnings experience in 
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different proportion if all the parties to the reorganization agreed to the different 
allocation and the Secretary consented to it. Your committee's an:endment of 
part II clarifies the allocation provisions by permitting the determination of the 
fair market value of the properties involved and the determination of the division 
of such value among the parties by agreement between the parties to the trans- 
action with the Secretary's consent and by permitting, in lieu of an allocation 
based on fair market value, an allocation based on the earnings experience of the 
assets transferred where the parties to the transaction agree to the allocation 
and it is established to the satisfaction of the Secretary that the allocation fairly 
represents an identifiable earnings experience of each group of assets transferred 
or retained. Your committee's amendment retains the provision of the House 
bill that the allocation as an;ong the component corporation and any acquiring 
corporations shall not exceed 1CO percent of the excess profits net income (or 
average base period net income) of the corporation whose assets are transferred, 
but your committee's amendment provides an exception to this rule in the case 
where part of the assets of a partnership were transferred to a component corpo- 
ration or corporations in a part II exchange which occurred before December 
1, 1990. In such a case the earnings experience of the assets transferred may be 
used in the determination of ezcess profits net income by the acquiring corpora- 
tion even though this earnings ezperience may represent an amount in excess of 
the net income of the partnership vvhile it held the assets, if it is established to 
the satisfaction of the Secretary that such an allocation represents an identifiable 
earnings experience of such transferred assets. 

In order to prevent double counting of base period earnings experience in 
applying the recomputation rules provided by part II, the Secretary is authorized 
to issue regulations providing for reduction of the average base period net income 
of the ta. zpaver and adjustments 'of transferred capital a&lditions and reductions 
to the extent necessary in cases where, in general, the taxpayer acquired stock 
in a component corporation for other than its own stock. This provision is 
carried over from the World IVar II law an&1 serves to prevent a tazpayer using 
assets which hare had a base period earnings experience in its hands from pur- 
chasing stocl- of a corporation holding other assets vvhich have similarly had a 
base period earnings experience and subsequently acquiring that latter ezperience 
by reason of a part II transaction. The situations where the possibility of double 
counting may arise are complex. Certain cases have been brought to the atten- 
tion of your committee where, despite the complexity of the facts, it would appear 
that double counting was not involved. In view of the difiicultr of this question, 
however, the matter can only be deter&oined in accordance with rewfiations. 

Your committee's amendment extends the principle of carrying over to an 
acquiring corporation the experience of a component corporation during the 
base period by providin" that, in the case of part II transactions before De- 
cember 1, 19oO, abnormal income received in the taz period which is attributable 
to a, year of the component corporation during or prior to the base period shall 
be treated in the same manner as though the business of the component during 
such period had been the business of the acquiring corporation. 

Adjustment is provided for both net capital additions during the last 2 vears 
of the base period and net capital additions and reductions after the close of 
the base period in the case of parties to an exchange &lcscribed in part II. 
Your committee's amendment revises the provisions of the House bill dealing 
with net capital additions an&1 net capital reductions in the case of part II 
transactions so as to conform them with the other amendments of your com- 
mittee dealin, with the treatment of capital affections and reductions of tax- 
payers usin the earnings credit. The an&endn&ent also revises the treatment of 
the base period capital conditions in the case of part II transactions so as to 
provide more spcciiic rules and so as to confor&u with the amendments dealing 
with the treatment of base period capital additions of earnings credit taxpayers 
in general. 
10. Basis for co&np«fation of the inrcsted-capital credit after intcrcorporate 

liquidations. 
Part III of the ezcess profits taz subchapter provides rules for the deternfina- 

tion of the invested capital in the case of certain exchanges and liquidations. 
These rules correspond to those provided by supplen:cnt C of the %'orld %Var 
II law. 

(Xo section-by-section analvsis of the bill is presente&1. ) 
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EXCESS PROFITS TAX ACT OI' 1950 

[House of Representatives Report Zo. 3231, Righty-first Congress, Second Sessionl 

[December 22, 19o0] 

Mr. Dou hton, from tbe committee of conference, submitted the following 
conference report [to accompany H. R. 9827]: 

The committee of conference on the disagi'eeing votes of the two Houses on 
the amendments of the Senate to the bill (H. R. 0827) to provide revenue by 
imposing a corporate excess profits tax, and for other purposes, having met, 
after full and free conference, have agreed to recommend and do recoinmend to 
their respective Houses as follows: 

STATEMENT OF THE MANAGERS ON THE PART OF THE HOUSE 

The managers on tbe part of the House at the conference on tbe disagreeing 
votes of the two Houses on the amendments of tbe Senate to the bill (H. R. 9827) 
to provide revenue by imposing a corporate excess profits tax, and for other 
purposes, submit the following statement in explanation of the effect of the 
action agreed upon by the conferees and recorumended in the accompanying 
conference report: 

Amendment Ko. 1: This amendment provides that the excess profits tax 
imnosed by the bill shall not apply to taxable years beginning on or after Jan- 
uary 1, 1053. Tlie House recedes with an amendment providing that the tax 
shall not apply to taxable vears beginning on or after July 1, 1058. 

Amendments Nos. 2 and 8: These amendinents are clerical. The House 
recedes. 

amendment No. 4: The House bill provided that the excess profits tax shall 
not exceed an amount which when added to the normal tax and surtax for the 
taxable vear is equal to 67 percent of the corporation's surta~ net income. The 
Senate amendment provides that the tax shall not exceed an amount equal to 
the excess of 60 percent of the excess profits net income for the taxable year 
over the normal tax and surtaxes which would be imposed for the taxable year 
if the tax base applicable to the normal tax and surtax were the amount of 
'the excess profits net income. The House recedes with an amendment substi- 
tuting 62 percent for the 60 percent provided in the Senate amendment. 

Amendment No. 5: This amendment is clerical. The House recedes. 
Amendment No. 6: The Senate amendment provided for computation of the 

tax in the case of a fiscal vear beginning before January 1, 1058, and ending after 
December 81, 1952. Tbe House recedes with an amendment conforming to the 
action tal-en on amendment No. 1. 

Amendment No. 7: This amendment is clerical. Tbe IIouse recedes. 
Amendment No. 8: This amendment strilres out the provision in the House 

hill which provided certain rules with respect to pavment of the tax in the case 
of taxpavers claiming tlie benefit of certain relief provisions contained in the 
House bill. The rules to be applied in such case are contained in the pro- 
visions inserted by Senate aniendment No. 144. The House recedes. 

Amenrlment No. 0: This amendment provides a number of cross references. 
The House recedes. 

Amendments Nos. 10 and 11: These amendments are clerical. Tbe House 
recedes. 

Amendment No. 12: This amendment provides that there shall be no un- 
used excess profits credit for a taxable year beginning after the last tax- 
able vear for which the excess profits tax is imposed. The House recedes with 
an amendment conforming to the action taken oa amendment No. 1. 

Ainendment No. 13: This amenclment provides that the unused excess profits 
credit for any taxable rear shall be computed without regard to the deduction 
allowed for the vear under section 23(s) of the Internal Revenue Code, relating 
to net operating losses. The House recedes. 

Amentlment No. 14: This amendment provides for the computation of the 
unused excess profits credit for a taxable year beginning before January 1, 
10 ', and ending after December 31, 1952. The House recedes ivith an amend- 
ment conforming to the action taken on amendment No. 1. 
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Amendinent No. 15: This is a technical amendment, The House recedes. 
Amendment No. 16: This amendment provides. in effect, tliat there shall not 

be an unused excess profits credit carry-bacl- for anv period during which 
the taxpayer has distributed substantially all of its assets in liquidation or for 
any period during ivhich the taxpayer has converted substantially all of its 
assets into assets not held in good faith for the purposes of the business. The 
House recedes. 

Amendment No. 17; This amendment strikes the provision of the House bill 
which ezcluded, for purposes of computing ezcess profits nct income for tax- 
able vears ending after i'une 80, 1950, certain gains an&1 losses to ivhich sec- 
tion 117(j) of the Internal Revenue Code is applicable. Under the House 
bill, there would be excluded losses, as well as gains, from the voluntary 
sale of property use&1 in the trade or business, but losses resulting from fire, 
theft, fiood, and similar casualties ivould be allowed. The effect of the Senate 
amendment is to allow certain losses from the voluntaiv sale of business prop- 
erties as ordinary losses, which the House provision would have disallowed. 
The House recedes. The conferees, however, have agreed that the treatment 
for excess profits tax purposes of section 117(j) losses is a subject matter which 
must have further stl;dy. 

Amendment No. 18: This amendment makes a clarifying change in the pro- 
vision of the House bill dealing with exclusions of incom; attributable to the 
recovery of bad debts. The House recedes. 

Amendment No. 19: This amendment provides for the amount of the adjust- 
ment to be made of the normal-tax net income in the case of an insurance com- 
pany computing the excess profits credit based upou invested capital, The House 
recedes. 

Amendments Nos. 20, 21, 22, 28, 24, 25, 26, and 27: These are clerical amend- 
ments. Th IIouse recedes. 

Amendment No. 28: The House bill provided an adjustment, in computing 
excess profits net income, for the net operating loss adjustment. Tlie Senate 
amendment (1) sir'1&es out this provision of the House bill, (2) mal'cs appropri- 
ate amendments in the adjustment to refiect the changes made by the Senate 
with respect to borrowed capital, and (8) provides, at the election of any 
taxpayer using the base period credit, for the carry forward to the years 1950 and 
1951 of losses during the base period'wliich have not otherwise been offset 
against the income of other i ears. 

The House recedes with an amendment to allow any taxpayer computing 
invested capital by means of the historical credit also to carry forward to 1950 
and 1951 losses during the base period wliich have not otherwise b en offset 
in other vears. 

Amendment No. 29: The House bill provides that in the case of long-term lenses, 
where the lessee is obligated to pay tazes imposed upon the lessor with respect 
to the rentals tliereunder. such taxes shall be excluded by tlie lessor, and shall 
not be deducted by the lessee, in coniputing excess profits net income, 'The 
Senate amendment provides that the term of a lease of railroad properties 
entered into prior to December 1, 1950, shall include the years for ivhich such 
lease may be renewed or continued. The House recedes. 

Amendmeut No. 30: This is a clerical aniendment. The House recedes. 
. Ainendment No. 31: Tliis amendment makes a clarifying change in the pro- 

visions relating to the treatment of blocl-ed income. The IIouse recedes. 
Amendment No. 32: This is a clerica'I amendment. The IIouse recedes. 
Amen&lnients Nos. 88 and 84: These are conforming arnendinents to the treat- 

ment accorded borrowed capital under Senate Amendment iNo. 124. The House 
recedes ivith ar. additional conforniing aniendment. 

Amendment No. 35: This amendment provides that, in computing excess profits 
net inconie, adjustment shall be made to exclude any pavinents made to a tax- 
payer by the United States or any agency or instrumentality thereof for the en- 
couragement of ezploration, dcvelopinent, or mining of critical and strategic 
minerals or metals for defense purposes. The House recedes. 

Amcn&lments iNos. 86 and 87: These are clerical amendments. Tlie House 
recedes. 

Amendments Nos. 38, 89, and 40: These are conforming amcndincnts to Senate 
amendments Nos. 190 to 195. The House recedes. 

Amendinent No. 41: This is a clerical amendment. The House recedes. 
Amendinent No. 42: This amendineut strikes out a provision of the Elouse bill, 

the principle of wliich is set forth in section 441(h), as added by Seuate amend- 
ment No. 128. 
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Amendment No. 48: This is a clerical amendment. The House recedes. 
Amendment No. 44; This amendment strikes out a provisiou of the House bill, 

the principle of which is set forth in section 441(h), as added by Senate amend- 
ment 128. 

Amendment No. 45: This is a clarifying amendment. The House recedes with 
an amendment relating to the treatinent of abnormal deductions arising in differ- 
ent taxable years froin the same extraordinary event (such as claims and awards 
arising in different taxable years from a single fire). 

Amendment No. 46: This is a clarifying amendment. The House recedes. 
Amendment No. 47: This is a technical amendment strilring out as unnecessary 

a House provision. The principle expressed in this provision, of not treating 
as an abnormal deduction increased payrolls sin the case of a growing corpora- 
tion, is covered by other provisions of the same section of the bill with respect 
to all types of deductions which mav be the cause or consequence of increased 
income. The House recedes. 

Amendment No. 48: The House bill provides that in the ease of long-term 
leases, where the lessee is obligated to pay taxes imposed upon the lessor with 
respect to the rentals thereunder, such taxes shall be excluded by the lessor, and 
shall not be deducted by the lessee, in the coinputation of average base period 
net income. The Senate amendment provides that the term of a lease of rail- 
road properties entered into prior to December 1, 1950, shall include the years 
for which such lease niay be renewed or continued. The House recedes. 

Amendment No. 49: This amendment provides that with respect to banks the 
deduction for FDIC assessments in the taxpayer's base period years will be re- 
duced proportionallv with the credit allowed, pursuant to Public Law 797 of the 
Eighty-first Congress, against the FDIC assessment in the excess profits tax vear. 
The IIouse recedes. 

Amendment No. 50: This amendment adds to section 488(b) of the bill as it 
passed the House a new paragraph (14) which provides, for purposes of com- 
puting average base period net iucdme in the case of a life insurance company, 
that there be deducted from the normal-tax net income an amount equal to the 
excess of (1) the product of (A) the figure determined and proclaimed under 
section 202(b) of the Internal Revenue Code and (B) the excess profits net in- 
come computed without regard to thy paragraph, over (2) the adjustment for 
certain reserves provided in section 202(c) of the Code. This provision is com- 
parable to section 488(a) (1) (H) (applicable to excess profits tax taxable years) 
of tlie bill as it passed the House. The House recedes. 

A. mendments Nos. 51, 52, 58, o4, 55, and 5G: These amendments are of a tech- 
nical and clerical nature and the House recedes. 

Amendment No. 57: This amendment relates to the action on amendment No. 
219 (adding a neiv paragraph (8) to section 141(e) of the Code) and amend- 
ment No. 221 (adding a new subsection (j) to section 141 of the Cocle) relating 
to the filing of consolidated returns. It provides that in the case of a regulated 
public utility which has made and filed a consent described in section 141(e) (8) or (j) applicable to the taxable year, the excess profits credit is, for purposes of 
filing a consolidated return, to be determined in accords. nce with such consent. 
The House recedes. 

Amendments Nos. 58, 59, 60, 61, G2, 68, and 64: These amendments are clerical 
or clarifying in nature. The House recedes. 

Amendment No. 65: This amendment corresponds to amendment No. 29 and 
amendment No. 48. The House recedes. 

Amendment No. 66: This amendment added a provision under which the excess 
profits credit based on income would be computed under section 718 (but without 
the benefit of subsection (f) or section 722) of the Code for the last taxable year of the taxpayer beginning prior to January I, 1946, if the amount so computed is 
greater than 85 percent of the average base period net income computed as 
provided in the bill. There was no comparable provision in the House bill. 
The Senate recedes. 

Amendment No. 67: This is a technical conforming amendment. The House 
recedes with a clarifying amendment. 

Amendments Nos. 68, 69, 70, 71, and 72: These are technical conforming 
aruendments. The House recedes. 

Amendinent No. 78: This amendment provides for cross references. The 
House recedes with a conforming amendment. 

Aniendment Xo. 74: This is a technical drafting amendment. The House 
recedes. 



271 

Amendment No. 75: This amendment affects section 435(e) which is to be 
added to the Code and which provides for an alternative average base period net 
income for growing corporations. Under the House bill this provision was avail- 
able only to corporations which commenced business before the beginning of the 
base period. The Senate amendment made the provision applicable if the tax- 
payer commenced business before May I, 1946. 

The House bill also made the growth provision available only if (1) the tax- 
payer had total assets of not more than $20, 000, 000 at the beginning of its base 
period and if (2) the total payroll of the taxpayer for the last half of its hase 
period was 130 percent or more of its total payroll for the first half of its base 
period or its gross receipts for the last half of its base period were 150 percent 
or more of its gross receipts for the first half of its base period. 

The Senate amendment retains the above gross receipts and payrolls tests, and 
modifies the $20, 000, 000 asset test by requiring that there be added to the assets 
of the taxpayer, for the purposes of this test, the assets of other affiliated corpora. - 
tions with which the taxpayer has the privilege of filing consolidated returns 
for its first excess profits tax taxable year under the new law. 

The Senate amendment also added a second set of tests (as an alternative to 
the $20, 000, 000 assets, payrolls and gross receipts tests) which if met qualify the 
taxpayer for relief under this section. These tests are based on growth as 
evidenced primarily by increased sales of a product or class of products of a kind 
not generally a. vailable to the public at any time prior tn 1946. Television sets 
are an example of such a product. A procluct which is a modification of an 
old product, such as an improvement or change in style, is not a product of the 
type referred to. A product which was generally available prior to 1946, al- 
though not availablc at all times prior thereto, is also not intended to be covered. 

The House recedes with amendments reinstating the requirement that the tax- 
paver must have commenced business prior to the beginning of its base period 
and reclucing somewhat the qualifications for growth corporations based on sales 
of a new product. 

Amendments Nos. 76 and 77: These amendments relate to the relief provided 
corporations which qualify as "growth" corporations. 

The House bill provided that in the case of a corporation qualifying for relief 
under the growth provision, its average base period net income under this pro- 
vision might be based on its income for the last 12 months of its base period or 
the average for the last 24 months of its base period, whichever is higher. 
Amendment No. 76 strikes out the provision for taking the higher of these two 
alternatives and amendment No. 77 provides for two additional alternatives, mal-- 
ing four in all under this provision. The third alternative, as added by the 
Senate amendment, is based on the taxpayer's excess profits net income for the 
last 6 months of 1049 and 80 percent of the taxpayer's excess profits net income 
for the first 6 months of 1950 (or in the ease of a taxpayer on a fiscal year basis, 
a weighted part of the taxpayer's excess profits net income for the first 6 months 
of 1950). The fourth alternative, as added by the Senate amenclment, is based 
on the excess profits net income for the last 6 months of 1948 and the first 6 months 
of 1950 (weighted as above described). 

The House recedes as to amendment No. 76 and also recedes as to amendment 
No. 77 with an amendment restricting the use of the fourth methocl as an al- 
ternative for computing average base period net income under this~rovision to 
only those corporations which qualify as growth corporations under the provision 
relating to a new product and whose excess profits net income for 1949 is 25 
percent or less than the excess profits net income for 1948. 

Amendment No. 78: This amendment relates to the definitio of "total assets" 
for the purposes of the growth provision test based on $20, 000, 000 of total assets. 
Under the House bill only such assets were counted as were "used in the tax- 
payer's business. " The Senate amendment substitutes for this expression the 
requirement that the assets be "held by such taxpayer for the purposes of the 
business. " The IIousc recedes. 

Amendment No. 79: This amendment is made necessary by the provisions 
of Senate amendment No. 75 under which the $20, 000, 000 asset test for pur- 
poses of the growth formula is to be determined with reference to the assets 
of an affiliated group. The House recedes. 

Amendments Nos. 80, 81, 82, and 83: These are clerical amendments. The 
House rcccdes. 

Amendment No. 84: Under the House bill, the base period capital adclition 
was determined by treating borrowed capital in a mnnucr similar to its treat- 
ment in determining the invested capital credit. This amendment stril-es out 
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the provisions of the House bill and substitutes provisions which, in the treat- 
ment of borrowed capital, correspond to the treatment of borrowed capital for 
the purpose of determining the net capital addition or reduction under the 
Senate bill. The House recedes with amendments conforming to the 75 percent 
limitation on the inclusion of borrowed capital (see amendment No. 124). 

Amendments Nos. 8o to 95, inclusive: These amendments relate to the deter- 
mination of the net capital addition or reduction applicable in determining 
the excess profits credit based on income. Amendments Nos. 85 and 91 are 
clerical amendments. Amendments Nos. 86, 87, 90, and 93 relate to the adjust- 
ment for an increase or decrease in inadmissible assets. Under the House bill, 
this adjustment was made on a daily basis. Under the Senate bill, amendment 
No. 95 provides rules for determining such increase or decrease for the taxable 
year, amendments 86 and 87 provide for the adjustment based on such determi- 
nation, and amendments 90 and 93 strike out the provisions for a daily adjust- 
ment. Amendment 88 strikes out a provision in the House bill for the determina- 
tion of the amount of property paid in as a capital addition, a similar rule 
being included in section 441 of the Senate bill (see amendment No. 128), and 
amendment 94 strikes out a cross-reference vvhich appears in the provisions 
inserted by amendment No. 95. Amendments Nos. 89 and 92 provide for the 
inclusion of borrowed capital in determining the net capital addition or reduc- 
tion. Amendments Nos. 92 and 95 also provide special rules in the case of 
an increase in inadrqjssible assets bv, or loans to, a member of a controlled 
group. The IIouse recedes with amendments necessary to reiiect the inclusion 
of only 75 percent of the borrowed capital. 

Amendment No. 96: This amendment is made necessarv by amendments 85 
to 95, inclusive, which include borrowed capital in determining net capital 
addition or reduction. Under the House bill, borrowed capital was not so 
included, but subsection (h) of section 435 provided special rules for additions 
and reductions in borrowed capital. Amendment No. 96 strikes out subsection 
(h), borrowed capital being included under amendments 85 to 95 in computing 
net capital addition or reduction. The House recedes. 

Amendment No. 97: This amendment provitles the general rule for determin- 
ing the excess profits credit based on invested capital. Under the House bill, 
the invested capital credit is the sum of the basic equity capital credit, the 
new capital credit, and the borrowed capital credit adjusted for inadmissible 
assets. The Senate bill provides that the invested capital credit shall be the 
sum of (1) the invested capital credit, reduced by the inadmissible asset adjust- 
ment, and (2) the new capital credit. These changes are made necessary by 
the change made in the treatment of borrowed capital and by the provision in 
section 437(b) relating to the election of the historical invested capital method. 
The House recedes. 

Amendment No. 98: This amendment provides rules for the computation 
of the excess profits credit based on invested capital in the case of foreign 
corporations engaged in a trade or business in the United States and corpora- 
tions entitled to the benefits of section 251. The House recedes, with a clarifying 
amenclment to section 436(b) (1) (A) and technical amenclments to section 
436(b) (1) (A) and 436(b) (1) (B) to conform with the 75 per centum inclusion 
for borrowed capital. 

Amendments Nos. 99, 100, 101, 102, and 103: These are technical amendments 
made necessary by amendment 104. I. nder these amendments, the rates for 
determining the invested capital credit apply to the invested capital determined 
for the taxpayer: untler the House bill these rates applied only to the adjusted 
equity capital. The House recedes. 

Amendment No. 104: This amendment relates to section 437(b), which in 
the House bill defined adjusted equity capital. Under the IIouse bill, the rates 
provided in section 437(a) applied to the amount so determined under section 
437(b). Amendment No. 104 strikes out section 437(b) of the House bill and 
inserts a new section 437(b), paragraph (1) of which provides that the invested 
capital shall be, except in the ease of a mutual insurance company (other than 
life or marine), the adjusted invested capital determined under paragraph 
(2) of section 437(b), or at the election of the taxpayer in its return for the 
taxable year the historical invested capital determined under section 458 (see 
amendment No. 206), paragraph (2) of which provides that the adjusted in- 
vested capital is determined in a manner similar to that used in determining 
adjusted equity capital under sectiou 437(b) of the House bill, but with the 
addition thereto nf the average borrowed capital for the taxable vcar, ansi 
paragraph (3) of which provides the nranner for determining the invested 
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capital in the case of a mutual insurance company (other than life or marine). 
'Ihe House recedes with an amendment providing for the inclusion, in deter- 
mining adjusted invested capital, of only 75 percent of the average borrowed 
capital for the taxable vear, and with an amendment couforming to the action 
on amendment No. 205. 

Amemlment No. 105: This amendment clarifies the provisions of section 437(c) 
of the House bill, defining equity capital as the excess of the adjusted basis of 
the total assets held by the taxparer over the total of its liabilities, by providing 
that such assets should include only those held in good faith for the purposes 
of the taxpaver's business. The purpose of this limitation is to disallow in 
computing invested capital those assets which are not required in the business 
and which have the principal effect of reducing excess profits tax. Similar 
provisions are contained elseivhere in the bill with respect to the other determi- 
nations made in computing the excess profits credit. The EIouse recedes. 

Amendment No. 100: This amendment provides special rules for determining 
the equity capital of an insurance company (other than mutual and other than 
life or marine). The Elnuse recedes with a clarifving amendment. 

Amendment No. 107: This amendment excludes from the definition of "liabili- 
ties" for purposes of' determining equity capital of a bank, as defined in section 
104, the reserves for burl debts. The House recedes. 

'Amendments Nos. 108 an&i 109: These are clerical amendments to conform 
to amendment No. 128. 'I'he House recedes. 

Amendment No. 110: This is a clerical amendment, The House recedes. 
Amendment No. 111: This amendment conforms to amendment No. 104, and 

provides that the new capital credit shall not be alloived in the case of a tax- 
payer using the historical invested capital determined under section 458 (see 
amendment No. 200), or in the case of a mutual insurance compauy (other than 
life or marine). The House recedes. 

Amendment No. 112: This amendment relates to the determination of the 
net new capital addition under section 437(b). Unrler the Hnuse bill, the daily 
capital reduction used in determining the net new capital addition ivas deter- 
mined under section 437(e) and there was no adjustment in such determinatinn 
for any increase in inadmissible assets. The amendment by the Senate provides 
for such adjustment, and further provides that the daily capital reduction used 
for purposes of section 438 &b) shall be rletermined unrler section 438(d) (see 
amendment No. 119). The Hnuse recedes with an amenrlment made necessarv 
by the amenrlment to amendment Nn. 104 with respect to the inclusion of 
only 75 per centum of the average borrowed capital. 

Amendments Nos. 113 and 114: These are clerical amendments. The House 
recedes. 

Amenrlment Nn. 115: This is a clerical amendment to conform to amendnient 
No. 128. The Eloiise recedes. 

Amendments Nos. 110 and 117: These are clerical amendnients. The House 
recedes. 

Amendment No. 118: This is a technical amendment to conform to tbe chan e 
in the treatment of borrowed capital provided by amendment No. 124. It fur(lier 
provides for treatment of excluded borrowed capital similar to that accorded 
excluded equity capital in determining the daily new capital reduction. The 
House rece&'les, with an amendment reducing the amount of the excess in the 
increase in daily borrowed capital to be tal-en into account to 75 per centum. 

Amendment No. 119: This amendment inserts a new sulisectinn (d) in section 
438 to provide th& rules for determining the daily capital reduction for purposes 
of section N8. The House recedes with an amendmcnt conforming to tlie chan"e 
to amendment No. 104 witli respect to average borrowed capital. 

Amendinent No. 120: Tliis aniendmcnt is a change in the designatiou of a 
subsection. Tlie IIouse recedes. 

Amendment No. 121: This is a clerical amen&luient. The House rer ed&a. 
Amendment Nn, 122: This is a conforuiing amendment (see amendment No. 

128). The House recedes. 
Amendment No. 123: This m a, conformin" amendment made necessary by 

amendment No. 118, and provides, for borroived capital, a definition of excluded 
borrowed capital. Tl&e H&&use recedes. 

Amendment No. 124: This amendment stril-es out section 430 of the Hnuse hill, 
which related to the determination of the borrowed capital credit, and inserts 
a new section 439, relating to borrowed capital. Under the House bill, the 
borrowed capital credit generally was an amount equal to one-third of the 
amount of interest paid or incurred with respect to borroived capital for the 
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current taxable year, with certain maximum and minimum limitations and with 
certain special provisions relating to insurance companies. Under the Senate 
amendment, section 489 defines average borrowed capital for the taxable year 
and daily borrowed capital for anv day. Under other Senate amendments, 100 
percent of the indebtedness constituting borrowed capital is includible in the 
same manner as equity capital in computing the borrowed capital credit, and 
provision is made for the disallowance of the interest deduction attributable 
to such borrowed capital (see, for example, amendments Nos. 88 and 34, and 104). 
Under section 489(b) (1) of the bill as amended by the Senate, the definition of 
borrowed capital includes only indebtedness incurred in good faith for the 
purposes of the business. The Senate amendment includes in borrowed capital 
the amount of the taxpayer's indebtedness to a bank which is evidenced by a 
bank loan agreement. It also contains special provisions for a 50 percent 
inclusion with respect to unearned premiums of insurance companies, certain 
reserves of life insurance companies, and certain reserves of face-amount certifi- 
cate companies. In the case of the other Senate amendments with respect to 
borrowed capital, the House has, in general, receded with amendments providing 
for only 75 percent inclusion with respect to borrowed capital. The House 
recedes with respect to Amendment No. 124, with amendments providing for an 
increase from 50 percent to 66~/3 percent with respect to insurance company 
unearned premiums, life insurance company reserves, and face-amount certificate 
company reserves. The effect of these amendments is to retain as borrowed 
capital taken into account in computing the excess profits credit in such cases 
the original 50 percent amount (75 percent of 66% percent). 

Amendment No. 125: This is a technical amendment. The House recedes. 
Amendment No. 126: This is a clarifying amendment. The House recedes. 
Amendment No. 127: Under the House bill, section 441 contained the provi- 

sions with respect to the computation of the invested capital credit in the case 
of foreign corporations and corporations entitled to the benefits of section 251. 
Under the Senate amendment, provisions with respect to such corporations are 
contained in section 486(b) (see amendment No. 98). Amendment No. 127 
strikes out section 441 of the House bill. The House recedes. 

Amendment No. 128: This amendment is a new section containing definitions 
and rules applicable to section 485, relating to the excess profits credit based 
on income; section 487, relating to the invested capital credit; section 488, 
relating to the new capital credit; and section 440, relating to admissible and 
inadmissible assets. Subsection (a) provides a definition of equity capital as 
the equity capital defined in section 487(c). Subsection (b) corresponds to a 
portion of section 487(d) of the House bill, stricken by amendment No. 108. 
Subsection (c) is designed to prevent tax avoidance by including only money 
and property paid in good faith for the purposes of the taxpayer's business. 
Subsection (d), (e), (f), and (g), respectively, correspond to section 487(g) 
of the House bill, stricken by amendment No. 109. Subsection (i) modifies the 
general rule for valuation of certain intangible assets, and subsection (j) pro- 
vides a special rule for certain railroad properties acquired upon rejection 
of a lease. The House recedes. 

Amendment No. 129: The House bill provided that in the case of certain 
abnormalities in net income during base period years, the year affected by a 
substantial abnormality might be reconstructed by applying to the taxpaver's 
net income in normal years in the base period the ratio of the industry rate of 
return for the abnormal years to the industry rate of return for the taxpayer's 
normal years. The Senate amendment (1) strikes out these provisions of the 
House bill and (2) provides, in general, for relief in the case of abnormalities bv 
applying the industry rate of return for the period of abnormality to the tax- 
paver's total assets. In the event that no more than 12 months are affected 
by an abnormality (other than the period eliminated under section 485(d) ) a 
substitute excess profits net income is determined for the period of the ab- 
normalitv bv the use of the applicable industry rate of return. In the event that more than 12 months in the taxpayer's base period (other than the period 
eliminated under section 485(d) ) are affected by an abnormality, the average 
base period net income is determined by applying the base period rate of 
return for the 4 years 1946 through 1949 to the taxpayer's average assets during the base period. The provision is intended to be applicable only to periods 
in which the excess profits net income of the taxpayer is affected by an ab- 
normality. The House recedes. 

Amendment No. 180: The House bill provided that taxpayers which intro- 
duced a diferent product or service during the last 8 years of the base period 
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might compute an alternative credit on the basis of the industry rate of return 
as applied to their assets. The Senate amendment (1) strikes out the provisions 
of the House bill and (2) substitutes provisions designed, in general, to provi&'e 
similar relief. The application of the provisious has been clarified in order to 
permit a taxpayer who introduces more than one new product or service to 
aggregate the income from all such products or services for the purpose of 
qualifying under the section. Other changes have been made in the qualification 
requirements, in the method of computing avera e base period net income, and 
in provisions relating to capital additions and reductions. The House recedes. 

Amendment No. 131: This amendment, for vvhich there is no corresponding 
provision in the House hill, in general permits a taxpayer which has effected 
a substantial increase in its capacity for production or operation during the 
last 36 months of the base period to compute an average base period net inco&ne 
bv applying the industry base period rate of return to its assets as of the end 
of the base period. The IIouse recedes with an amendment eliminatin" a pro- 
vision relating to a change in operations and management. 

Amendment No. 132: This is a clerical amendment. The House recedes. 
Amendment No. 133: This is a technical amend&nent. The House recedes. 
Amendment Vo. 134: This amendment strikes out certain provisions of section 

444 of the House bill relating to the method of computing average base period 
net income for new corporations, and inserts nevv rules for the computation. 
Tbe House recedes. 

Amendments Nos. 13&, 136, 13&7, 138, and 130: These are ieclmical amendments 
to the provisions relating to rules for application of the new corporation section. 
The House recedes. 

Amendment No. 140: This amendment, for which there is no corresponding 
provision in the House bi'll, provides that certain corporations, under certain 
circumstances, aremot eligible for the benefits of the ne&v corporation pruvisiou. 
The House recedes. 

Amendment No. 141: This amendment adds cross-references. The House 
recedes. 

Amendment No. 142: This amcmlment strikes out section 445 of the IIouse bill, 
relating to industry base period rates of return, for &vhich provision is made in 
Senate amendment No. 144. The House recedes. 

'Amendment No. 143; This amendment adds a new section providing relief for 
depressed industry subgroups. Under the Senate amendment a depressed in- 
dustry sub roup is one in wl. ich the average rate of return on total assets during 
the years 1946 through 1040 is less than GO percent of the average rate of return 
of the industry subgroup over the period 1936 through 1940. The Senate amen&l- 
ment vvould permit a taxpavcr in such an in&'. ustrv subgroup to use an average 
base period net income computed by multiplying its average total assets duri&&g 
the base period bv 80 perceut of the depressed industry sub"roup's average ra(e 
of return during the period 1036 through 1949. There was no corrcspondin 
provision in the House bill. The House recedes with an&endments having the 
following eftect, The comparative periods for determining whether the indus- 
try subgroup was depressed and the rate of return to be allowed in computing 
the average base period net income are limited to the periods 1038 throu h 1048 
(instead of 1036 through 1040) and 1046 through 1048 (instcad of 1046 through 
1949). Under the Senate amendment the industry rate of return for tbe short 
period was required to be less than 60 percent of the rate of return for the long 
period. This is changed to 63 percent. A clarifving amendment is also maZe 
with respect to the effect of renegotiation in connection with the statistics to be 
used. 

Amendment No. 144: This amendment replaces section 445 of the House bill, 
relating to industry rates of return and industry classifications. The mnendment 
clarifies the tnethod of rate determination and prescribes the industry classifi- 
cations to be used in providing relief for abnormalities in the base period, change 
in product, increase in capacity, and new corporations. The industry classifi- 
cations are the same (to the extent availab1e statistical data will permit) as the 
Standard Industrial classifications developed bv the Bureau of the Budget. The 
classification of individual corporations is to be made in accortlance with the 
specifications shoivn in the Standard Industrial Classification iianual (prepared 
l&y the Division of Statistical Standards, Bureau of tbe Bu&lget). The amend- 
ment requires the taxpa)er to make application with his return, or within a pre- 
scribed period, for the benefits of sections 442 to 446. The House recedes with 
an;&mendment with respect to the effect of renegotiation iu connection with the 
statistics to be used. 
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Amendment No. 145: This amendment relates to the minimum excess profits 
credit for regulated public utilities. The amendment applies to all utilities cov. 
ered by the House bill and also to regulated public utilities engaged in the fur- 
nishing or sale of (1) sewerage disposal services, (2) transportation by motor 
vehicle, and (3) transportation by common carrier by water, subject to the juris- 
diction of the Interstate Commerce Commission or federal Maritime Board. 

Under the House bill the percentage used in computing the credit for common 
carriers by railroad, and for common carriers bv air, was 5 percent. Under the 
Senate amendment this was increased to 7 percent in the case of air carriers 
and 6 percent in the case of railroads. Unrler the House bill the percentage for 
telephone and telegraph companies was 6 percent, which is increased to 7 percent 
by the Senate amendment. The utilities added by the Senate amendment use the 
6 percent rate. 

Under the House bill adjusted equity capital was computed in the manner 
provided in, section 437(b) of the House bill. Under the Senate amendment, in 
certain cases where corporate books of account are maintained in accordance 
with systems of accounts prescribed by an appropriate regulatory body, the ad- 
justed invested capital is the sum of the average outstanding common and pre- 
ferred stock accounts an(1 the capital surplus aud earned surplus accounts as 
recorded on the corporate books of account. 

The amentlment also (1) made technical and clarifying changes, (2) expanded 
and clarified the definition of the term "regulated public utility", and (3) in- 
cluded provisions relating to consolidated returns of regulated public utilities. 

'The House recedes with clarifying amendments. 
Amendments Nos. 146 and 147: These amendments change section numbers. 

The House recedes. 
Amendment No. 148: This amendment conforms to amenclment No. 152. The 

House recedes. 
Amendment No. 149: This amendment inclucles "perlite" as a strategic min- 

eral. The House recedes. 
Amendment No. 150: This amendment includes molybdenum and beryllium as 

strategic minerals. The House recedes with an amendment limiting the inclu- 
sion to molybdenum. 

Amendment No. 151: This amendment includes trona as a strategic mineral. 
The Senate recedes. 

Amendment No. 152: The House bill extended the benefits of section 448 of the 
House bill (section 450 of the Senate bill) to corporations engaged in mining 
critical minerals as defined in subsection (b) (2), This amendment strikes out 
subsection (b) (2), and conforming changes are made by amendments Nos. 148 
and 154. The House recedes. 

Amendment No. lo3: This is a clerical amendment. The House recedes. 
endment No. 154; This amendment conforms to the change made by amend- 

ment No. 152. The House recedes. 
Amendments Nos. 155, 156, and 157: These are clerical amendments. The 

House recedes. 
Amendments Nos. 158 to 185, incluaive: These are amendments to section 451 

of the House bill, relating to nontaxable income from certain mining and timber 
operations, and from natural gas properties. Amendment No. 158 changes the 
section number. Amendments Nos. 159, 160, 161, 162, 163, 164, 165, 166, 168, 
169, 170, 179, 182, 183, and 18o are clarifving amendments. Under the House bill 
the taxable years beginning after December 31, 1945, and not ending after Tune 
30 1950, are referred to as the "base period" for the purposes of this section. 
Under these amendments, such period is referred to as the "normal period. " 
Amendment No. 167 adds "shell" to the list of nonmetallic substances designated 
as "minerals" for the purposes of this section. Amendments Nos. 17'2, 173, 174, 
and 180 are clerical amendments. Amendment No. 171 permits a taxpayer with 
more than one mineral property to elect to treat its properties as one mineral 
property. Amendments Nos. 17o, 176, 177, 178, and 181 apply to a metal or coal 
mining property the rule, applicable under the House bill in the case of a coal 
mining or iron mining propertv, for the determination by reference to unit net in- 
come of the nontaxable income from exempt excess output. Amendment No. 
184 relates to nontaxable income from exempt excess output in the case of a 
property not in operation during the normal period. Under the House bill, 
such nontaxable income was one-sixth of the net income (computed with the al- 
lowance for depletion) in the ease of a coal mining or iron mining property or 
from a timber block. Under the Senate amendment, it is one-third of such net 
income in the case of a metal or coal mining property or a timber block or a nat- 
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ural gas property, and n special rule is provided for cn»sidering certain metal 
mining properties as not having been in operation duriug the nor~at period. 
The House recedes. 

Amendment No. 186: This is a clerical amendment. The Ilnuse recedes. 
Amendme»t Nn. 187: This is a clarifying amendment. 'I'he House reced s. 
Amendment No. 188: This amendment exempts from the &sensa profits tax 

any corporation subject to certain provisions of the Civil Aeronautics Act of 
1938 if, after excluding from gross income the amount of certain c&u»pe»sation 
for the transportation nf mail by aircraft, its adjusted excess profits net income 
for the year is zero or less. The House recedes. 

Amendment No. 189: This is a clerical arne»d»ient. The IInuse re& eries. 
Amendments Nos. 190, 191, 192, and 193: Tliese amendments extend the scope 

of section 4 &5(a) (section 453(a) of the House bill) so as to permit dealer= in 
installment sales obligations the same election with respect to reporting income 
on the accrual basis for excess prnfits tax purposes as is afforded other taxpajers 
computing income on the instalinu &it basis. The I%ouse recedes. 

Amendments Nos. 194, 195, 106, 197, 19S, 199, and 200: These are clerical 
amendments. The House recedes. 

Amendment N&. 201: This amendment relates to classes of abnormal incoiue 
attributable to other taxable vears. The Senate recedes. 

Amendments Nos. 202, 203, and 204: These are clerical amendmeuts. The 
House recedes. 

Amendment No. 205: This amendment provides fnr ad;;ustme»ts in tbe &le- 

termination of excess profits credits with respect to deposits under the iierchant 
EIari»e Act of 1930. The Senate recedes. 

Amemlment No. 206: This amendment makes available a historical invested 
capital credit similar to that provided for under the W«rid kyar II excess profits 
tax law. Section 45S (a), (b). and (c) corresponds tn se&tions 715, 716, a»d 
717, respectively. Section 458(d), providing for the addition to equity invested 
capital, corresponds to section 718&a) of prior law and section 458(e), describ- 
ing the reductions in equity inrested capital, is the counterpart of section 718(b). 
Rules for the application of the section, comparable tn section 718(c) of prior 
law, are set forth in section 458&'f). The EEouse recedes, with au amendment 
reduci»g the daily borrowed capital to 75 percent in conformity with the amend- 
ment to section 437(b) (2). 

Amendr»ent Ecn, 207: This amendme»t substitutes a new part II for part II 
(of subchapter D of chapter 1 of the Internal R&renue Code) coutai»ed in the 
House bill, deali»g with excess profits credit bas&d on i»come in connection with 
certain exchanges. The Senate amendment revises the prorisions of the liouse 
part, with additions made»ecessarr by other Senate amendme»ts. The Se»ate 
amendment also makes a number of technical and clarifying changes. The 
House recedes with technical a»d clarifyi»g arne»dme»ts. 

Amendments Nos. 208, 209, and 210: These are technical amendmcnts. The 
IIouse recedes. 

Amendment Nn. 211: This anie»dment mlds to tlie bill tiro new sections 
(sectio»s 471 and 472) relating to excha»ges a»d to the i»rested capital adj»st- 
ment at the time of iax-free intercorpnrate liq»idatio»s, respectively. These 
sections relate to the historical invest&'&1 capital provisions, and correspond to 
the provisions of supplement C of chapter 2E of tlie Code. Tlie House recedes. 

Amendment No. 212: This amendment adds a new title II — "Increase in 
corporation surtax" — to tlie bill. Tliis title increases the rate of surtax upon 
the corporation surtax nct income of corporations for taxable years be"i»»ing 
on or after July 1, 190, from 20 to 22 percent, and mal-es the necess:iry cn»- 
forming changes in the law r&ith respect to mutual insurance coinpanies other 
than life or marine, re ulated investment companies, busi»ess income nf certain 
tax-exempt organizations, and the credits of corporations. Section 203 of title 
II amends section 108(f) (2) (relati»g to fiscal year taxpayers) to ma!&e it 
clear that the increased surtax rate has no effect in tlie case of taxpayers with 
taxable years beginnin before July 1, 1050, and e»di» after June 30, 1050. 
The Ho»se recedes. 

Amen&b»cuts Nns. 213, 214, 215, 21G, and 217: Tliese are clerical amendments. 
The House recedes. 

Amendiucnt No. 218: U»der the House bill perso»al service corp«ratio»s and 
certain corporatinns (otherivise exen&pt from tlie excess profits tax imposed by 
the bill) which were memi&crs of a» affiliated croup of corporatio»s filin a 
cn»soli&1»ted return under section 111 were incl»ded within the definitinn of the 
teriu "iucludible corporation" if such corporations made aud filed cn»sents, 
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for the ta~able year or any prior taxable years beginning after December 81 
1948, to be treated as includible corporations. This amendment changes the 
reference to taxable years beginning after December 81, 1948, to taxable years 
ending after June 80, 1950. The effect of the amendment is to permit such corpo- 
rations to make a new election as to whether they will be members of an afilliated 
group for taxable years ending after June 80, 1950. The House recedes. 

Amendments Nos. 219 and 221: These amendments relate to the inclusion of 
regulated public utilities in an affiliated group of corporations making a consolI 
dated return for a taxable year in lieu of separate returns. 

Amendment No. 219 adds to section 141(e) a new paragraph (8) which pro- 
vides that the term *'includible corporation" does not include regulated public 
utilities entitled to compute their excess profits credit under section 448 except 
such a utility which has made and filed a consent to compute its excess profits 
credit without regard to section 448. 

Amendment No. 221 adds to section 141 a new subsection (j) which, despite 
the provisions of the paragraph added by amendment No. 219, permits two or 
more regulated public utilities to be considered as includible corporations for the 
purposes of the application of subsection (d) (relating to definition of "affiliated 
group") to such regulated public utilities alone if each such regulated public 
utility has made and filed a consent to compute its excess profits credit under 
section 448 only. 

A consent under section 441 (e) (8) or (j) is to be made and filed at such time 
and in such manner as may be prescribed by the Secretary and is to be appli- 
cable to the taxable year for which filed and to each consecutive subsequent 
taxable year for which a consolidated return is filed. 

The House recedes. 
Amendments Nos. 220, 222, 228, 224, 225, 226, 227, and 228: These are clerical 

amendments. The House recedes. 
Amendment No. 229: This amendment relates to the amortization of emergency 

facilities. The Senate recedes. 
Amendment No. 280: This is a clerical amendment. The House recedes with 

a clerical amendment. 
Amendment No. 281: This amendment relates to the same subject as amend- 

ment No. 85, namely payments made by the Vnited States for the encouragement 
of exploration, development, or mining, of strategic or critical minerals for 
defense purposes, but amends section 22(b) of the Code so as to exclude such 
payments fron- normal tax net income and surtax net income. The House 
recedes with a clerical amendment and with an amendment mal-ing this pro- 
vision applicable to taxable years beginning after December 81, 1950. 
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(added), 29. 162-1 

Section 29. 822 — 7 
Regulations 108— 

Sections 86. 1, 86. 2, 86. 3 
Regulations 106— 

Modified by Regulations 128 
Regulations 105— 

Sections 81. 2, 81. 15, 81. 16, 81. 17, 81. 18, 81. 19, 81. 21 
Regulations 103— 

Section 19. 22(d) — 7 
Section 19. 822 — 7 

Regulations 79 (1936 cd. )— 
Article 8 

Regulations 59— 
Sections 823. 0, 328. 20, 323. 21, 823. 22, 323. 31 

Regulations 44 (1044)— 
Section 814. 64 

Regulations 17— 
Sections 178. 3, 173. 5 

Regulations 10— 
Sections 185. 579a, 185. 579b, 18. "u579c, 185. 579d, 

185. 579e, 185. 579f, 185. 579g 
Sections 185. 588, 185, 695 
Sections 186. 588, 185. 695 

('&79) 

13519 

13518 

18579 

13568 

13618 
13608 

13545 

13534 

13586 

185&65 
13601 

13588 
18580 

18567 

13522 

135GG 

13601 
18580 

13567 

13533 

13596 

13513 

13625 
13515 
13G05 

19 

16 

39 

24 

25 
17 

148 

35 
61 

89 

72 

11 
61 

142. 

153 

166 

157 
165 
166 
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Amendments — Continued 
Regulations 7— 

Sections 178. 143, 178. 144, 178. 145, 178. 149 
Sections 178. 467a, 178. 467b 

Regulations 5— 
Sections 184. 553a, 184. 553b, 184. 553c, 184. 553d, 

184. 553e, 184. 553f, 184. 553g 
Regulations 5 (karcoticsi: 

Articles 2(b), 4, 5(a), 6, 9 (revoked), 10, 38(a), 41, 
93, 186(a), 194 

Regulations 4— 
Sections 183. 506a, 183. 506b, 183. 506c, 183. 506d, 

183. 506e, 183. 506f, 183. 506g 
Amortization: 

Emergency facilities, designation of certifying authority 
Statement of amount allowed for renegotiated year 

Annuities, inclusion in gross income of contributions by em- 
ployer to purchase contracts for employees 

Armed Forces of the United States: 
Compensation for service in a combat zone 
Compensation for service in a combat zone, IIorea and 

adjacent waters 
Time for performing certain acts postponed by reason of 

w ar 
Automobile engines, rebuilt, uniform value ascribed to engine 

blocks accepted in part payment 

13555 
13525 

164 
157 

13525 157 

13546 145 

13525 157 

13539 
13597 

30 
155 

13510 

13565 

13538 

13560 151 

13535 178 

Banks, real estate acquired by deed in lieu of foreclosure and 
operated to reduce loss, application of section 117(j), I. R. C 

Bonds: 
Series E, retained after maturity, payment of interest 

(P. I, . 12) 
United States, issued after March 1, 1941, owned by non- 

resident alien at time of death, taxable status 
Bonus, employee's, portion repaid to employer in later year 
Brandy, production, Regulations 5 amended 
Business expenses: 

Fines paid by truck operators for violations of State laws 
prescribing maximum weights, loads, etc 

Public school teachers attending summer school 

13578 28 

13589 
13577 
13525 

69 
21 

157 

13511 
13518 

15 
16 

13583 182 

Canadian currency conversion to United States dollars, rate of 
exchange applicable 

Capital gains and losses, real estate acquired by financial insti- 
tution by deed in lieu of foreclosure and operated to reduce 
loss 

Cigarette tax, Florida, by avhom deductible 
Cigarettes. (See Excise taxes. ) 
Cigars. (See Excise taxes. ) 
Claims for credit or refund, limitation period when waiver is 

filed 
Coin-operated gaming devices, increase in rate of tax and 

liability of Federal agencies or instrumentalities 
Committee reports: 

Excess Profits Tax Act of 1950— 
Conference (H. Rept. 3231) 
House of Representatives Report No. 3142 
Senate Report No. 2679 

13578 
13608 

28 
17 

13580 61 

13533 142 

13537 
13527 
13536 

268 
187 
240 

13523 110 
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Compensation: 
Contributions by employer to purchase annuity contracts 

for employees 
Members of Armed Forces: 

Service in a combat zone 
Service in a combat zone, Korea and adjacent waters 
Services performed in Puerto Rico by I"ederal em- 

ployees 
Contracts, renegotiation, Renegotiation Act of 1951 (P. L. 9) 
Contributions: 

Charitable, section 120, I. R. C. , amended 
Purchase of annuity contracts by employer for employees, 

inclusion in gross income 
Copper, suspending certain import taxes (P. L. 38) 
Corporations: 

Affiliated, extension of time for filing returns for taxable 
vears ending after June 30, 1950, and before May 1, 
1951 

Fxempt, information required to be furnished to be made 
available to the public 

Railroad, extension of time for exclusion of iucome from 
discharge of indebtedness 

Court decisions: 
Commissioner; Estate of Karl Jandorf, The First ¹tional 

Bank of Boston, Custodia, n and Statutory Ezerutor, v 
jandorf, Estate of Karl, The First ¹tional Banle of Boston, 

Custodian and Statutory Executor, v. Commissioner 
Leuiis; United States v 
United States v. LeMis 

Credit or refund of tax paid on certain supplies for certain 
vessels 

Credits as ainst tax: 
Limitation period when waiver is filed 
Puerto Rican income tax on compensation of I"cdcral 

employees for services performed in Puerto Rico. 
Quebec hIining Act tax (duty) paid pursuant t'o Division 

III 

13510 

13565 
13538 

13571 
13574 

59 
180 

13510 
13612 

5 
184 

13563 
13613 

24 
25 

13588 35 

13586 

13589 69 

13589 
13577 
13577 

69 
21 
21 

13596 153 

13580 

13571 59 

13587 32 

13547 178 

D 

Declarations of estimated tax for 1950 Fcdcral employees in 
possessions of United States, extension of time for filing 

Department stores employing the retail inventory and elective 
inventory methods, price indices for January 1951 

Depressed industry subgroups, tentative determinations and 
tentative adjusted rates of return 

Discharge of indebtedness, extension of time for exclusion of 
income 

Distilled spirits: 
Disposition of substance used in manufacture, Regulations 

17 amended 
Production, Regulations 4 amended 

warehousing, Regulations 10 amended 

Dividends, distributions of earnings by Federal savings and loan 
associations, information returns 

Drivers, agent and commission, status after 1950 

13528 

13595 

13550 

13586 

13513 
13525 
13515 
13525 
13605 

13543 
13553 

26 

166 
157 
165 
157 
166 

34 
103 
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E 

Emergency facilities, amortization, designation of certifying 
authority 

Employees' trusts, integration of deferred benefit plans with 
old-age and survivors insurance benefits provided by Social 
Security Act Amendments of 1950 

Employment taxes: 
Internal Revenue Code— 

Drivers, agent, and commission, status after 1950 
Employees, real estate snd securities salesmen, status 
Home workers, status after 1950 
Life insurance salesmen, full-time, status after 1950 
Limitation periods changed by the Social Security Act 

Amendments of 1950 
Ministers, duly ordained, commissioned, and licensed, 

status after 1950 
Railroad Retirement Tax Act- 

Compensation paid in Canadian currency con- 
verted into United States dollars, rate of ex- 
change applicable 

Regulations 128, rules governing waiver of exemption 
by 101(6) organizations 

Traveling or city salesmen, status after 1950 
waiver of exemption by 101(6) organizations 

Estate tax: 
Refund claim filing date, certain members of Armed Forces (- P. L. 3 . 34) 
Regulations 105 amended to conform to Public Laws 378 

and 761, Eighty-first Congress 
United States bonds issued after March 1, 1941, owned by 

nonresident alien st time of death, taxable status 
Estates, administration expenses, deduction for income and 

estate tax purposes for different years 
Estimated tsx: 

Declarations for 1950, Federal employees in possessions of 
United States, extension of time for filing 

Prevention of penalties for failure to meet requirements for 
increases imposed by Revenue Act of 1950 

Excess profits credit, based on invested capital, unrealized 
profits attributable to installment sales 

Excess Profits Tax Act of 1950: 
Committee reports— 

Conference (House Rept. 8281) 
House of Representatives Report No. 3142 
Senate Report No. 2679 

Excess profits tax, tentative determinations of depressed 
industry subgroups, ctc 

Excise Tax Unit, changing name of Miscellaneous Tax Unit to 
Excise taxes: 

Manufacturers' taxes— 
Automobile engines, rebuilt, uniform value ascribed to 

engine blocks accepted in part payment 
Credit or refund of tax paid on certain supplies for 

certain vessels 
Stamp taxcs- 

Coin-operated gaming devices, increase in rate of tax 
and liability of Federal agencies or instrumentalities' 

Narcotics, Regulations 5, amended 
Special-tax stamp issued for value in excess of tax 

liability 

18539 30 

18602 

13553 
18520 
18544 
13521 

18581 

103 
108 
99 
95 

87 

13523 lip 

18522 
18532 
13522 

89 
97 
89 

13610 183 

18566 

18589 

13579 

72 

69 

39 

18528 26 

18530 177 

13603 66 

13587 
18527 
18586 

268 
187 
240 

13550 
13554 

63 
141 

13560 151 

13596 153 

13538 
13546 

142 
145 

18524 142 

18590 lp6 



Excise taxes — Continued 
Tobacco taxes— 

Manufactured in andre moved from domestic factories— 
Cigarettes— 

November, 1950 and 1949 
December, 1950 and 1949 
January, 1951 and 1950 
February~, 1951 and 1950 
March, 1951 and 1950 
April, 1951 and 1950 

Cigars— 
Large— 

October, 1950 and 1949 
November, 1950 and 1949 
December, 1950 and 1949 
January, 1951 and 1950 
February, 1951 s, nd 1950 
March, 1951 and 1950 
April, 1951 and 1950 

Small— 
November, 1950 and 1949 
December, 1950 and 1949 
January, 1951 and 1950 
February, 1951 and 1950 
March, 1951 and 1950 
April, 1951 and 1950 

SnuA'— 
November, 1950 and 1949 
December, 1950 and 1949 
January, 1951 and 1950 
I'ebruary, 1951. and 1950 
March, 1951 and 1950 
April, 1951 and 1950 

Tobacco— 
November, 1950 and 1949 
December, 1950 and 1949 
January, 1951 and 1950 
February, 1951 and 1950 
3farch, 1951 and 1950 
April, 1951 and 1950 

Transportation taxes— 
'I'ransportation of persons, Regulations 42 (1'42) 

amended 
Transportation of property, Regulations 118 (1943) 

amended 
Executive Orders: 

Designating I%crea s, nd adjacent waters as a combat zone 
for purposes of section 22('b) (13), I. R, C. (E. O. 10195) 

Establishing the Defense Production Administration (E. O. 
10200) 

Placing in operation the provisions of section 31 of the 
Organic Act of Guam (E. O. 10211) 

Exempt organizations, information required to be furnished to 
be made available to the public 

Expenses, nonbusiness, deduction of administration expenses by 
an estate for income and estate tax purposes for different 

ears 
Extension of time: 

Declarations of estimated tax fer 1950, I'ederal employees 
in possessions of United States 

Exclusion of income from discharge of indebtedness 
licturns for 1950, Federal employees in possessions of 

U 'tcd States 1 ln1ted 

Ruling Ne. 

18514 
18540 
13557 
13573 
18584 
18598 

13516 
18549 
18569 
18591 
18592 
13599 
13614 

13514 
18540 
13557 
18578 
13584 
13598 

13529 
13550 
18502 
18575 
18593 
18000 

13529 
18556 
13562 
18575 
18593 
18006 

18582 

13534 

13538 

13539 

18551 

18588 

13579 

13528 
13580 

18009 

Page 

171 
171 
171 
172 
172 
172 

178 
173 
174 
174 
174 
175 
175 

171 
171 
171 
172 
172 
172 

168 
168 
169 
169 
170 
170 

108 
108 
109 
169 
170 
170 

147 

148 

30 

155 

39 

26 
7 

24 
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Extension of time — Continued 
Returns of afhliated corporations: 

Taxable years ending after June 30, 1950, and before 
March 1, 1951 

Taxable years ending after June 80, 1950, and before 
May 1, 1951 

13563 

13613 

24 

25 

Federal employees: 
Compensation for services performed in Puerto Rico 
In possessions of United States, extension of time for filing 

declarations of estimated tax for 1950 
Possessions of United States, extension of time for filing 

returns for 1950 
Federal savings and loan associations, distributions of earnings, 

information returns 
Fines, truck operators, violations of State laws prescribing 

maximum weights, loads, etc 
Florida, cigarette tax and tax on malt snd other alcoholic bever- 

ages, by whom deductible 
Foreign income, blocked, Mim. 6475 amended 
Foreign taxes, Quebec Nlining Act tax (duty) paid pursuant to 

Division III 
Furlough travel: 

Exempting service personnel from tax on transportation of 
persons 

Service personnel, exemption 

G 

13571 

13528 

18609 

13543 

13511 

13608 
13519 

13587 

18526 
13582 

59 

24 

34 

15 

17 
19 

32 

177 
147 

Gasoline, lubricating oil, and matches, Regulations 44 y1944) 
amended 

Gasoline taxes, State, imposed on wholesaler and passed on to 
consumer 

Gift tax, Regulations 108 and Regulations 79 (1936 ed. ) 
amended to conform to Public Law 378, Eighty-first Con- 
gress 

Gross income: 
Exclusions, compensation of members of Armed Forces 

for service in a combat zone 
When included— 

Contributions by employer to purchase annuity 
contracts for employees 

Portion of employee's bonus repaid to employer in 
1 ter year a 

Tax refunds 
Guam: 

Domestic corporation doing business in, effect of Organic 
Act of Guam upon taxable status 

Placing in operation the provisions of section 31 of the 
Organic Act 

13567 83 

13565 

13510 

13577 
13542 

21 
20 

13559 57 

13551 155 

13596 153 

13604 183 

H 

Home workers, status after 1950, changes effected by Social 
Security Act Amendments of 1950 13544 99 

Industry base period rates of return, tentative determinations 
Industry subgroups, depressed, tentative determinations and 

tentative adjusted rates of return 
Information at source, distributions of earnings by Federal 

savings and loan associations 

13550 

13550 

13543 

63 

63 

34 
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Installment basis taxpayers, unrealized profits attributahle to 
installment sales, excess profits credit based on invested 
capit, al 

Insurance companies, life, figure to be used in computing re- 
serve and other policy liability credit, taxable year 1950 

Interest, series E bonds retained after maturity (P. L. 12) 
Inventories: 

Elective method, price indices for January 1951 for use 
by department stores 

Last-in first-out basis, involuntary liquidation and replace- 
ment 

Invested capital, excess profits credit based on, unrealized 
profits attributable to installment sales 

13603 

13561 
13583 

130r95 

13601 

13603 

56 
182 

Joint Committee on Internal Revenue Taxation, application 
of subsections (a) and (b) of section 5012, I. R. C 13568 180 

Korea, designation as a combat zone for purposes of section 
22(b)(13), I. R. C 

L 
Legislation'. 

Eighty-second Congress— 
Public Law No. 2 
Public Law No. 9 
Public Law 'No. 12 ' 

Public Law No. 29 
Public Law No. 34 
Public Law No. 35 
Public Law No. 38 
Public Law No. 878 
Public Law No. 907 
Public Law No. 908 
Public I. aw No. 918 
Public Law No. 919 

Life insurance companies, figure to be used in computing re- 
serve and other policy liability credit, taxable year 1950 

Limitation period, credit or refund when waiver is file 
Liquidations, section 22(d) (6), I. R. C. , amended 

13538 

135G8 
13574 
13583 
13604 
13610 
13611 
13612 
135'26 
13530 
13535 
13547 
13548 

13561 
13580 
13548 

180 
180 
182 
183 
183 
184 
184 
177 
177 
178 
178 
179 

56 
61 

179 

Manufacturers' taxes. (See Excise taxes. ) 
Ministers, duly ordained, commissioued, and licensed, status 

after 1950 
Miscellaneous Tax Un!t, change in name 

13590 
13504 

10G 
141 

Narcotics, Regulations 5 amended 
Nonbusiness expenses, deduction of administration expenses by 

an estate fer income and estate tax purposes for difi'erent 
years 

0 
Organic Act of Guam: 

Effect upon taxable status of domestic corporation doing 
business in Guam 

Placing in operation the provisions of section 31 

13546 

13579 

13559 
13051 

145 

39 

57 
155 
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P 
Penalties: 

Fines paid by truck operators for violations of State laws 
prescribing maximum weights, loads, etc 

Prevention for failure to meet requirements for increases 
imposed by Revenue Act of 1950 

Possessions of United States: 
Compensation of Federal employees for services performed 

in Puerto Rico 
Effect of Organic Act of Guam upon taxable status of do- 

mestic corporation doing business in Guam 
Federal employees— 

Extension of time for filing declarations of estimated 
tax for 1950 

Extension of time for filing returns for 1950 
Placing in operation the provisions of section 31 of the 

Organic Act of Guam 
Property taxes, Rhode Island, levied under chapter 31 of 

General Laws as amended, accrual 
Public laws: 

Eighty-first Congress- 
No. 878, exempting furlough travel of service per- 

sonnel from the tax on transportation of persons 
No. 907, preventing penalties and additions to tax in 

case of failure to meet requirements with respect 
to estimated tax by reason of increases imposed by 
the Revenue Act of 1950 

No. 908. amending section 3804 of the Internal 
Revenue Code 

No. 918, amending section 120 of the Internal Reve- 
nue Code 

No. 919, amending section 22(d)(6) of the Internal 
Revenue Code 

Eighty-second Congress- 
No. 2, amending section 5012 of the Internal Revenue 

Code 
No. 9, providing for the renegotiation of contracts, 

and for other purposes 
No. 12, authorizing the payment of interest on series 

E bonds retained after maturity, and for other 
purposes 

No. 29, allowing consumer to deduct State taxes on 
gasoline imposed on wholesaler and passed on to 
consumer 

No. 34, amending section 10 of Public Law 378, 
Eighty-first Congress 

No. 35, amending section 153(b) of the Internal 
Revenue Code 

No. 38, suspending certain import taxes on copper 
Puerto Rico, compensation received by Federal employees for 

services performed in 

13511 15 

13530 177 

13571 59 

13559 5? 

13528 
13609 

26 
24 

13551 155 

13512 22 

13526 177 

13611 
13612 

184 
184 

13571 59 

13530 177 

13535 178 

13547 178 

13548 179 

13568 180 

13574 180 

13583 182 

13604 183 

13610 183 

Quebec, tax (duty) paid pursuant to Division III of Quebec 
Minin Act g 13587 32 

Railroad corporations, extension of time for exclusion of income 
from discharge of indebtedness 

Railroad Retirement Tax Act. (See Employnlent taxes. ) 
13586 
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Rates of return, industry base period, tentative determinations 
Real estate, acquired by financial institution by deed in lieu 

of foreclosure and operated to reduce loss, application of sec- 
tion 117(j), I, R. C 

Rebates, renegotiation, statement of amortization allowed 
for renegotiated year 

Refunds: 
Limitation period when waiver is filed 
Repayment to employer in later year of portion of ern- 

ployee's bonus 
Taxes, taxable status 

Regulations. (See Amendments'. Regulations, ) 
Penegotiation of contracts, Renegotiation Act of 1951 (P. L. 9) 
Renegotiation rebates, statement of amortization allowed for 

renegotiated year 
Returns: 

Affiliated corporations— 
Taxable years ending after June 30, 1950, and before 

March 1, 1951, extension of time for filing 
Taxable years ending after June 30, 1950, and before 

May 1, 1951, extension of time for filing 
Blocked foreign income, Mim. 6475 amended 
Declarations of estimated tax for 1950, Federal employees 

in possessions of United States, extension of time for filing 
Federal employees, in possessions of United States, exten- 

sion of time for filing for 1950 
Information— 

Distributions of earnings by Federal savings and loan 
associations 

Required from certain tax-exempt organizations and 
certain trusts 

Trusts claiming charitable, etc. , deductions (P. L. 35) 
Prevention of penalties for failure to meet requirements for 

increases imposed by Revenue Act of 1950 
Revenue Act of 1950, amendment of Regulations 116 to con- 

form to 
Rhode Island, property taxes levied under chapter 31 of General 

Laws as amended, accrual 

S 
Salesmen: 

Life insurance, full-time, stai. us after 1950 
Heal estate and securities, status after 1950 
Traveling or city, status after 1950 

Snuff. (See Excise taxes). 
Social Security Act Amendmcnts of 1950, Regulations 116 

amended to conform to 
Special-tax stamp issued for value in excess of tax liabilii y 
Stamp taxes. (See Excise taxes. ) 

13550 

13578 

1'3597 

13580 

13577 
13542 

13574 

13597 

13563 

13613 
13519 

13528 

13609 

13543 

18588 
13611 

13530 

13545 

13512 

13521 
13520 
13532 

13545 
13524 

155 

21 
20 

180 

155 

25 
19 

24 

34 

35 
184 

177 

22 

95 
108 
97 

111 
142 

Table, withholding, combining income tax and F. I. C. A. tax, 
weekly wages 

Tax Court of the United States, The: 
Decisions of, list of acquiesccnces and nonacquicscenccs 

13572 

13607 

136 

1-4 
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Taxes: 
Foreign Quebec Mining Act tax (duty), Division III 
Refunds, taxable status 
Rhode Island property, levied under chapter 31 of General 

Laws as amended accrual 
State gasoline, imposed on wholesaler and passed on to 

consumer 
Teachers, public school, summer school expenses 
Tobacco. (See Excise taxes. ) 
Transportation of persons, Regulations 42 (1942) amended 
Transportation of property, Regulations 113 (1943) amended 
Traveling expenses& public school teachers attending summer 

school 
Truck operators, fines paid for violations of State laws prescrib- 

ing maximum weights, loads, etc 
Trusts: 

Claiming charitable, etc. , deductions, information returns 

Employees', integration of deferred benefit plans with old- 
age and survivors insurance benefit provided by Social 
Security Act Amendments of 1950 

13587 
13542 

13512 

13604 
13518 

13582 
13534 

13518 

13511 

13588 
13611 

13602 

32 
20 

22 

183 
16 

147 
148 

16 

15 

35 
184 

Waivers, limitation period for credit or refund in cases covered by 
Wine, production, fortification, tax-payment, etc. , Regulations 

7 amended 
Withholding of tax at source: 

Conversion of Canadian currency to United States dollars, 
rate of exchange applicable 

Drivers, agent and commission, status after 1950 
Home workers, status after 1950 
Life insurance salesmen, full-time, status after 1950 
Limitation periods changed by the Social Security Act 

Amendments of 1950 
Ministers, duly ordained, commissioned, and licensed, 

status after 1950 
Real estate and securities salesmen, status after 1950 
Regulations 116 amended to conform to the Social Security 

Act Amendments of 1950 and the Revenue Act of 1950 
Table combining income tax and F, I. C. A. tax, weekly 

wa es g 
Traveling or city salesmen, status after 1950 

13580 
13525 
13555 

61 

157 
164 

13523 
13553 
13544 
13521 

110 
103 
99 
95 

13581 87 

13590 
13520 

106 
108 

13572 
13532 

136 
97 

13545 111 
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