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ABBREVIATIONS 

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

A, 8, C, etc. — The names of individuals. 
A. T. — Alcohol and tobacco tax ruling. 
B. T. A. . — Board of Tax Appeals. 
C. B. Cumulative Bulletin. 
C. F. R. — Code of Federa, l Regulations. 
Ct. D. — Court Decision. 
Del. Order, — Delegation Order. 
D. C. — Treasury Department circular. 
E. O. — Fxecutive Order. 
E. T. — Estate and gift tax ruling. 
Em. T. — Employment tax ruling. 
F. A. A. . A. — Federal Alcohol Administration Act. 
F. R. — Federal Register. 
G. C. M. — Chief Counsel's memorandum (formerly General Coun- 

sel's memorandum. 
I. R. B. — Internal Revenue Bulletin. 
IR-Mim. — Published IR-Mimeograph. 
I. T. — Income Tax ruling. 
3X, A, L', X, Z, etc. — The names of corporations, places or businesses 

according to context. 
M. T. — Miscellaneous tax ruling. 
Mim. — Published mimeograph. 
O. D. — Once Decision, 
P. L. — Public Law. 
P. S. — Pension, profit-sharing, stock bonus, or annuity plan ruling. 
Rev. Proc. — Revenue Procedure. 
Rev. Rul. — Revenue Ruling. 
S. M. Solicitor's Memorandum. 
Sol. Op. — Solicitor's Opinion. 
S. P. R. — Statement of Proceclural Rules. 
S. S. T. — Social Security tax. 
S. T. — Sales tax ruling. 
Stat. — Statutes at Large. 
T. C. — The Tax Cour t of the United States. 
T. D. — Treasury Decision, 
U. S. C. — United States Code. 
z and y used to represent certain numbers and when used with the 

word "dollars" represent sums of money. 
cxr) 



FOREWORD 

The Cumulative Bulletin is prepared in five parts, as follows: 
I. Part I includes rulings and decisions which are based on the 
application of provisions of the Internal Revenue Code of 1954 
and, unless otherwise stated in the ruling or decision, are pub- 
lished without consideration as to any application of the provi- 
sions of the Internal Revenue Code of 1939 or other related 
public laws. 

II. Part II includes rulings and decisions which are based on the 
application of the Internal Revenue Code of 1989, the Federal 
Firearms A. ct, and other public laws except those pertaining to 
the various alcohol taxes; and, unless otherwise noted therein, 
they are published without consideration as to any application of 
the provisions of the Internal Revenue Code of 1954. Part II is 
subdivided into two subparts according to matters issued under 
the Internal Revenue Code of 1989 (Subpart A) and the Federal 
Firearms Act (Subpart B). 
III. Part III contains rulings and decisions pertaining to the 
various alcohol taxes. This part is subdivided into three subparts 
according to ma, tters issued under the Internal Revenue Code of 
1954 (Subpart A), the Internal Revenue Code of 1939 (Subpart 
B), and the Federa~l Alcohol Administration Act (Subpart C). 
IV. Part IV contains treaties and tax legislation, including 
related Committee and Conference Reports. This part is sub- 
divided into three subparts according to tax conventions, Treas- 
ury Decisions and Revenue Rulings issued with respect thereto 
(Subpart A), legislation (Subpart B), and Committee Reports 
(Subpart C). House, Senate and Conference Committee Reports 
printed in the Bulletin do not include the portion entitled 
"Changes in Existing Law. " 
V. Part V is devoted to administrative, procedural, and miscel- 
laneous matters. The weekly Interiial Reveinie Bulletins 
contained Part VI consisting of some items of general interest. 
Other than the disbarment list, which has been incorporated in 
Part V of this Bulletin, those items are not reproduced herein. 



INTRODUCTION 

The Internal Revenue Bulletin is the authoritative instrument of 
the Commissioner of Internal Revenue for the announcement of oS- 
cial rulings and procedures of the Internal Revenue Service, and for 
the public~ation of Treasury Decisions, Executive Orders, tax conven- 
tions, legislation, a»d court decisions pertaining to internal revenue 
matters. Other items considered to be of general interest are also 
published in the Bulletin, such as announcements relating to proposed 
regulations published with notice of proposed rulemaking, announce- 
me»ts relating to decisions of the Tax Court of the United States, 
announcements of the disbarment and suspension of attorneys and 
agents from practice before the Treasury Department, Delegation 
Orders, etc. 

It is the policy of the Service to publish in the Bulletin all sub- 
stantive and procedural rulings of importance or general interest, the 
publication of v hich is considered necessary to promote a uniform 
application of the laws administered by the Service. It is also the 
policy to publish all rulings and statements of procedures which 
supersede, revoke, modify, or amencl any published ruling or pro- 
cedure. Except where otherwise indicated, published rulings and 
procedures apply retroactively. Rulings and statements of pro- 
cedures relating solely to matters of internal management are not 
published. However, statements of internal practices and procedures 
aRecting rights or duties of taxpayers, or industry regulation, 
which appear in internal management docume»ts, are published. 
Revenue Rulings and Revenue Procedures are based upon rulings 
and internal management documents prepared in the various divi- 
sions of the 5'ationa~l Once, including the Once of the Chief Counsel 
for the Internal Revenue Service. In the preparation. of these, cau- 
tion is exercised to conceal the identity of the taxpayer, as well as 
any conMential personal and business information. All Revenue 
Rulings published in the Bulletin have received the consideration 
and concurrence of the Chief Counsel. 

Revenue Rulings and Reve»ue Procedures reported in the Bulletin 
do not have the force and e8ect of. Treasury Department Regulations 
(including Treasury Decisions), but are published to provide prece- 
dents to be used in the disposition of other cases, and may be cited 
and relied upon for that purpose. Since each published ruling repre- 
sents the conclusion of the Service as to the application of the law 
to the entire state of facts involved, Revenue oKcers and. others con- 
cerned are cautioned against reaching the same conclusion in other 
cases unless the facts and circumstances are substantially the same. 
In applying rulings and procedures published in the Bulletin, per- 
sonnel of the Service and others concerned must consider the e8ect of 
subsequent legislation, regulations, courts decisions, rulings and 
procedures. 

(1) 



Each published ruling is desi~ated as a "Revenue Ruling, " and 
each published procedure is designated as a "Revenue Procedure. " 
These should be cited by reference to the year of issuance and the 
Bulletin and page where reported. Thus, Revenue Ruling No. 175 
for 1957 should be cited as "Rev. Rul 57 — 175, C. B. 1957 — 1, 608. " 
Similarly, Revenue Procedure No. 20 for 1957 should be cited as 
"Rev. Proc. No. 57 — 20, C. B. 1957 — 1, 749. " Revenue Rulings are 
keyed to the applicable sections of the Internal Revenue Code and 
re~lations. 

Internal Revenue Cumulative Bulletin 1957 — 1 contains all rulings, 
decisions, and legislation pertaining to Internal Revenue matters 
published in Internal Revenue Bulletins 1 — 25, inclusive, for the period 
January 1 to June 30, 1957. It also contains a cumulative list of 
announcements relating to decisions of The Tax Court of the United 
States published in the Internal Revenue Bulletins. 



THE TAX COURT OF THE UNITED STATES 

CUMULATIVE LIST OF ANNOUNCEMENTS RELATING TO 
DECISIONS OF THE TAX COURT OF THE UNITED 
STATES PUBLISHED IN THE INTERNAL REVENUE 
BULLETIN FROM JANUARY 1, 1957, TO JUNE 30, 1957, 
INCLUSIVE 

It is the policy of the Internal Revenue Service to announce in the 
INTERNAE REVENUE BIlf. LETTN at the earliest practicable date the 
determination of the Commissioner to acquiesce or not to acquiesce 
in a decision of The Tax Court of the United States which disallows 
a, deficiency in tax determined by the Commissioner to be due. Notice 
that the Commissioner has acquiesced. or nonacquiesced in a decision 
of The Tax Court relates only to the issue or issues decided adversely 
to the Government. Actions of acquiescences in adverse decisions 
should be relied on by Revenue o%cers and others concerned as con- 
clusions of the Service only to the application of the law to the facts 
in the particular case. Caution should be exercised in extending the 
application of the decision to a similar case unless the facts and 
circumstances are substantially the same, and consideration should be 
given to the efFect of new legislation, regulations, and rulings as well 
«s subsequent court decisions and actions thereon. Acquiescence in a 
decision means acceptance by the Service of the conclusion reached, 
and does not necessarily mean acceptance and approval of any or all 
of the reasons assigned by the Court for its conclusions. No an- 
nouncements are made in the Bulletin with respect to memorandum 
opinions of The Tax Court. 

The Commissioner ACQUIESCES in the following decisions: 

Taxpayer Docket 
No. 

Report 

Volume Page 

Avco Manufacturing Corp. (') 
Avco Manufacturing Corp 
Beckman Trust, under deed of trust dated May 3, 

1932, Hazel B. (') 
Berry, Betty, trustee of Harold Berry Trust, trans- 

feree, and Selma Berry Trust, transferee (x) 
Berry Trust, Harold, transferee (a) 
Berry Trust, Selma, transferee (') 
Bradley, D. G 
Brooks, Charles A. , estate of (a) 
Burstein, Benjamin, trustee of Anna L. Heit Trust 
Capitol Coal Corp 

See footnotes st end of ta, bles. 
(3) 

45633 
53705 

55163 
41027 
41026 
41027 
41026 
55823 
55269 
52241 
51955 

25 
27 

26 

26 

26 
27 
27 
26 

975 
547 

11?2 

344 

970 
295 

82 
1183 



AcqvtsscENcss — Continued 

Taxpayer Docket 
No. 

Report 

Volume Page 

Casey, Brigid Angela, estate of (') 
Casey, Joseph G. , et al. , executors of estate of Brigid 

Angela Casey (') 
Clark, Edward H. (') 
Cohen, Betty R 
Cohen, Sidney 
Dingle-Clark Co 
Dixie Shops, Inc. , a Michigan Corp. (') 
Dorminey, J. T 
Edwards, John R. , et ux 
Friedlaender, Erwin D 
Geiger dr Peters, Inc. 
Goldner, Dezso, et ux 
Heatbath Corp. (') 
Heim, Muriel 
Heit Trust, Anna L 
Home Title Guaranty Co. (') 
Howe, Graydon B. (') 
Howe, Graydon B. , transferee (e) 
Hubbard, Debe W. , estate of (') 
Jackson, Charles J. , et ux. 
Jordan, Hans, et ux 
Kenyon Trust, James A 
Kramer, Benjamin 
Kramer, David 
Kramer, Irving 
Kurtin, Albert, et ux 
Kyron Foundation, Inc 
Latendresse, Frances E. (') 
Leib, Robert 
Levasseur, Ethel Trafton, executrix of estate of 

Charles A. Trafton (4) (e) 
Manson, Carolyn (formerly Carolyn Solomon) indi- 

vidually, and as administratrix of estate of Hiram 
Solomon 

McGrath, Albert D. , et ux 
McKelvy, William M. , ct al, executors of estate of 

May Hicks Shcldon (') 
Merchants National Bank of Mobile, executor of 

estate of Debc W. Hubbard (') 
Merkra Holding Co. , Inc 
Morsman, Truman W 
Mudge, Edmund W. , estate of (4) 
Mudge, Leonard S. , et al. , executors of estate of 

Edmund W. Mudge (') 
National Thread Co. , Inc. (te) 

Newman Machine Co. , Inc 
O' Brien, Eloise T. (s) 
O' Brien, Pat (') 
O' Brien, Pat, et ux. , transferees 
Peoples First National Bank k Trust Co. , et al. , exe- 

cutors of estate of Charles A. Brooks (4) 
Pierson, Miriam Coward 
Reavis, C. Frank, et al. , surviving and successor 

trustees of Hazel B. Beckman Trust (') 
See footnotes at end of tables. 

54939 ) 

' 94259 
51774 
51772 
51364 
41150 
55431 
52647 
54638 
53746 
44884 
17563 
55159 
52241 
20631 
46379 
46378 
52124 
56249 
55207 
51265 
52238 
52239 
52240 
51666 
44818 
38986 
51773 
53576 
55291 

54472 
47206 

53616 

52124 
52287 
61259 

51443 

47467 
44379 
52020 
46373 
46372 
46374 

55269 
55976 

55163 

) 

) 

) 

) 

25 707 

40 
27 

26 
26 
26 
27 
26 
27 
27 
14 
27 
27 
15 
25 

26 
28 
27 
26 

27 

26 
27 
26 
27 
27 

333 
221 

782 
344 
940 
647 

1005 
911 
455 
332 
270 

82 
637 
376 
183 
36 

265 
846 

82 

958 
37 

318 
221 
610 

27 
27 

426 
117 

26 
27 
27 

183 
82 

520 

27 188 

25 

26 

25 

940 
1030 

376 

27 
27 

295 
330 

26 1172 

27 194 



AcQDEEscENEEs — Continued 

Taxpayer Docket 
No. 

Report 

Volume Page 

Reynolds, George E. , individually, and as executor of 
estate of Mildred D. Reynolds 

Rcynoids, Mildred D. , estate of 
Rubin, Dave, et ux 
Ryan, Phil L. , et ux. transferres (') 
Schlager, Herbert O. transferee (') 
Sebaoo Lumber Co 
Selwvn Eddy Co. (") 
Sheldon, 'AIay Hicks, estate of (4) 
Solomon, Hiram, estate of 
Stavroudis, Nicholas A. , et ux 
Stein Esther M. estate of (») 
Stein, Esther M. , estate of, and Samuel Stein (») 
Stein Samuel (») 
Stein, Samuel, executor of estate of Esther M. 

Stein (») 
Stokby, Edith 
Stone George Winchester Jr. et ux. (») 
Tebb, Fred R. , et ux 
Tebb, Grace, executrix of estate of Thomas W. 

Tebb (') 
Tebb, Neal A. , et ux 
Tebb, Thomas W. , estate of (') 
Terneen Productions, Inc. (') 
Tiffany, Carter (») 
Trafton, Charles A. , estate of (') (e) 

Virginian Limestone Corp. (") 
Weil, Beulah 
Weil, Charles S 
Weil, Charles S. and Adreana 
Wilmington Gasoline Co. , a California Corp 
Zucker, Bcrtram R 

39899 
39421 
89421 
45971 
46377 
41028 
49686 

( 53383 
~ 21612 

53616 
54472 
56217 
47466 
47465 
47475 
47465 
47466 
44495 
42788 
57171 

54161 
57172 
54161 
46380 
27780 
53576 
55291 
51766 
43366 
43858 
50411 
45220 
51778 

26 
25 
26 

25 
27 
27 
27 

1076 
376 
344 

1070 
1341 

194 
426 
583 

25 940 

2b 
23 

912 
254 

25 
16 
27 

26 

22 
23 
27 
27 

376 
1443 
610 
553 
612 
630 
500 
221 

27 671 

The Commissioner does NOT ACQUIESCE 
decisions: 

in the f ol|oxving 

Taxpayer Docket 
iVo. 

Report 

X plume Page 

Chase National Bank of the City of Neu York, trus- 
tee and alleged transferee of Marie Elizabeth 
Moran (e) (») 

Ellis, Harry A. , estate of (') 
Ellis, Helen R. , et al. , executors of estate of Harry A. 

Ellis (4) 
Mahoning National Bank, executor of estate of A. P. 

Steckel 
Moran, Marie Elizabeth (') 
Newman, Marie M 
Pittston Company 
Poe Manufacturing Co. , F. '6 

See footnotes at end of tables. 
434737' — 58 2 

48652 25 617 

51099 
48652 
57283 
53832 
38661 

26 
25 
26 
26 
2o 

600 
617 
717 
967 
691 

55204 26 694 



XONAGQUIEscENGKS — Continued 

Report 
Taxpayer Docket 

No. 
Volume Page 

Ryan, Gladys ( is ) 
Ryan, Phil L. ('4) 
Siegel, Mildred Irene (4) 
Steckel, A. P. , estate of 

46376 
46375 
52700 
51099 

) zi 
26 
26 

376 

743 
600 

' United States Board of Tax Appeals. 
(i) Acquiescence relates to the issues as to whether (1) petitioner properly claimed the loss sustained upon 

the liquidation of the American Propeller Corp. ; (2) thi. distribution of certain stocks was a distribution 
of taxable dividends made out of earnings and profits; (3) payments made under the Extra Compensation 
Plan were properly accrnable and deductible in the fiscal year ended November 30, 1947; aud (4) certain 
tooling expenses incurred by the petitioner were likewise deductible in the same period. 

(') See Rev. Rul. 57 — 287, page 517, this Bulletin. 
(i) Acquiescencc as to result only. The Corumissioner, while disagreeing with the treatment by the court 

of the issues involved, will not file an appeal in this case. 
(i) Estate tax decisior, . 
(i) Nonacquie . eence published in C. B. 1939-2, 45, is withdrawn and acquiescence is substituted therefor. 

See Rev. Rul. 57-47, page 23, this Bulletin. 
(') Nonscquiesccnce published in C. B. 1950-2, 5, regarding the issue of deductions for compensation paid 

or accrued to controlling stockholders for use of an invention, even though they had granted the petitioner 
a royalty-free license to use their patent, is withdrawn and acquiescence is substituted therefor. Acquies- 
cence as to the issue of the deduction for expense payments represented by negotiable notes issued by peti- 
tioner to its stockholder, was published in C. B. 1955-2, 6. 

(') Nonacquiescencc published in C. B. 1953-2, 8, is withdrawn and acquiescence is substituted therefor. 
See Rev. Rul. 57 — 48, page 212, this Bulletin. 

(&) Acquiescence with respect to thc issues regarding the period of the corporate existence, for taxable pur- 
poses, of Ternecn Productions, Inc. ; and as to the amount of salary paid the petitioner, Pat O' Brien, as star 
of the motion oicture produced hy the corporation 

(i) Gift tax decision. 
('v) Acq:nescence relates to the issues involving certain unidentified bank deposits which partially represent 

unreported sales by tlie National Thread Co. , and unreported taxable income of Esther M. and Samuel 
Stein; the percentage of unreported company sales allowed to oifsct unreported purchases; the allowance 
to the company for travel and selling expenses; and with regard to the statute of limitations barrin pro- 
ceedings against thc taxpayers for the years 1942 and 1943. 

(») Nonacqniescenee published in C. B. XI-2, lii (1932), is withdrawn snd acquiescence is substituted 
therefor. 

(ii) See Rev. Rul. 57-286, page 497, this Bulletin. 
(») Nonacquiescence published in C. B. 1951-2, 6, is withdrawn and acquiescence is substituted therefor. 
(u) See Rev. Rul. 57-288, page 518, this Bulletin. 
('i) N arne changed to Chase Manhattan Bank, successor to Chase National Bank of the City of New York. 
(u) Nonscquiescence relates to the issue involving the reporting as along-term capital gain of the profit 

realized by petitioner from the sale of one-half of his tcn percent interest in the net profits of a motion-pic- 
ture film. 



PART I 
RULINGS ANB BKCISIONS UNBKR THE INTERNAL 

REVENUE COBE OF 1954 

Rulings and decisions published in Part I of the Internal Revenue 
Bulletin are based on the application of provisions of the Internal 
Revenue Code of 1054 and, unless otherwise stated in the rulings or 
decisions, are published without consideration as to any application 
of the provisions of the Internal Revenue Code of 1M9 or related 
public laivs. 

SUBTITLE A. — INCOME TAXES 
CHAPTER 1. — NORMAL TAXES AND SURTAXES 

SUBCHAPTER A. — DETERMINATION OF TAX LIABILITY 
PART II. — TAX ON CORPORATIONS 

SECTION 11. — TAX IMPOSED 
26 CFR 1. 11: Statutory provisions: tax 

on corporations. 
(Also Sections 21, 87, 1. 91 — 1, 1. 37. ) 

TITLE 20 — INTERNAL REVENUE, 1054. — CHAPTER I, SUBCHARTER A, PART I— 
INCOIIE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1053 

T. D. 6987' 

i 22 F. R. 4076. 
(7) 

Incoine Tax Regulations amended to conform to the Tax Rate 
Extension Acts of 1906 and 1957, relating to corporate normal tax 
under section 11(b), and to Public Law 898 (84th Cong. ) approved 
January 28, 1956, relating to the limitation on retirement income 
under section 87 (d), of the Internal Revenue Code of 1954. 

DEPARTMENT OF THr, TIIEASURYi 
OFFICE OF THE COMMISSIONER Ol INTERNAL REVENUE) 

Washington N, D. C. 
To Overs and Employees of the Internal Revenue Service and 

Others Concerned: 
In order to conform the Income Tax Regulations under the In- 

ternal Revenue Code of 1954. (26 CFR (1954) Part 1) to the Tax 
Rate Fxtension Acts of 1056 |P. L. 458, C. B. 1956 — 1, 860] and 1957 
[P. L. 85 — 19, page 666, this Bulletin], relating to the extension of cor- 
poration normal-tax rate under section 11(b), and to Public Law 
398 (84th Cong. ), approved January 28, 1056, [C. B. 1056 — 1, 853] 



relating to the earnecl income limitation on retirement income under 
section 87(d), of the 1954 Code, such regulations are amended as 
follows: 

PARAGRAPH 1. Section 1. 11 is amended by— 
(A) Striking out "April 1, 1956", in section 11(b) (1), each 

time it occurs and inserting in lieu thereof "July 1, 1958", and 
(8) Striking out "March 81, 1956", in section 11(b) (2), each 

time it occurs and inserting in lieu thereof "June 80, 1958", and 
(C) Inserting "; sec. 2, Tax Rate Extension Act, 1956; sec. 2, 

Tax Rate Extension Act, 1957" before the period and the closing 
bracket of the historical Ilote set forth at the end of section 11. 

As amended, section 11(b) (1) and (2) and the historical note in 
$ 1. 11 will read as follows: 

$ 1. 11 STATUTGRY PRovIBIGNs; TAx oN CGRPORATIGNs. 

SEC. 11. TAX IMPOSED * "" 

(b) NoRMAI. TAx— 
(1) TAxABLE YEARs BEGINNING BEF0RE JULY 1, 1958. 

I the case of a taxable year beginning before July 1, 1958, the normal 
tax is equal to 30 percent of the taxable income. 

(2) TAxABLE YEARS BEGINNING AFTER JUNE 30, 1958, — In the case 
of a taxable year beginning after June 30, 1958, the normal tax is 
equal to 25 percent of the taxable income. 

[Sec. 11 as amended by sec. 2, Tax Rate Extension Act, 1955; sec. 2, 
Tax Rate Extension Act, 1956; sec. 2, Tax Rate Extension Act, 1957. ] 

PAR. 2. Paragraph (c) of $ 1. 11 — 1 is amended to read as follows: 
$ 1. 11 — 1 TAX ON CORPORATIONS. 

(c) The normal tax is computed by applving to the taxable income the rate 
of tax in effect for the taxable year. The rates of tax applicable for the re- 
spective taxable years are as follows: 

Percent 
For taxable years beginning before July I, 1958 30 
For taxable years beginning after Juue 30, 1958 25 

PAR. 8. Paragraph (a) of $ 1. 21 — 1 is amended to read as follows: 
$ 1. 21 — 1 CHANGEs IN RATE DURING A TAZABLE YEAR. — (a) Section 21 applies 

to all taxpayers, including individuals and corporations. It provides a general 
rule applicablet in any case where (1) any rate of tax imposed by chapter 1 
upon the taxpayer is increased or decreased, or auy such tax is repealed, and, 
(2) the taxable year includes the effectiv date of the change, except where 
that date is the fr'rst day of the taxable year. Thus, for example, the normal 
tax on corporations is, under section 11(b), decreased from 30 percent to 25 
percent in. the case of a taxable vear beginning after June 30, 1958. Accord- 
ingly, the tax for a taxable year of a corporation beginning on July 1, 1958, 
will be computed under section 11(b) at the new rate without regard to section 
21, However, for any taxable vear beginning before July 1, 1958, and ending 
on. or after that date, the tax will be computed under section 21. For additional 
circumstances under which section 21 is not applicable, see paragraph (iI) of 
this section. 

PAR. 4. Example (2) of $ 1. 21 — 1 (n) is amended to read as follows; 

g 1. 21 — 1 CHANGEs IN RATE DURING A TAxABI, E YEAR. 

(n) The applicatiou of section 21 may be illustrated by the following 
examples: 

Era»&~&lc (2). For purposes of this example, the following facts are assumed: 
The taxpayer is a corporation, its taxable year is the calendar year 1958 its 
taxable income for both normal tax and surtax purposes is $100, 000, and it is 



subject to a chan e in the rate of the normal tax from 30 percent of taxable 
income to 25 percent. of taxable income eiYective on July 1, 1958, The chan e 
in the normal tax rate applicable to the corporation does not affect the amount 
of any other tax applicable to the corporation under chapter 1. In such case, 
the tentative tax at, the 30 percent rate would be $30, 000, and the tentative tax at 
the 25 percent rate would be $25, 000. The proportionate part of the tentative 
tax at the 30 percent rate is $14, 876. 71, that is, an amount which is the same pro- 
portion of $30, 000 as 181 (the number of days from January 1 to June 30, 1958, 
both dates inclusive) is to 365 (the total number of days in the taxable year). 
The proportionate part of the tentative tax at the 25 percent rate is $12, 602. 74, 
that is an amount which is the same proportion of $25, 000 as 184 (the number of 
days from July 1 to December 31, 1958, both dates inclusive) is to 365. 

PAR. 5. In $1. 87, section 87(d) (9) and the historical note at 
the end of section 87 a~re revised to read as follows: 

f 1. 37 STATUTORT PROVIsIONS; RETiREMENT INcoME. 
SEC. 37. RETIREMEiVT INCOME. * ~ * 

(d) LIMITATION ON RETTREMENT INcoME. 
(2) In the ease of any individual who has not attained the age of 

72 before the close of the taxable year, any amount of earned income 
(as defined in subsection ( g ) )— 

(A) In excess of $900 received by the individual in the tax- 
able year if such individual has not attained the age of 65 before 
the close of the taxable year, or 

(B) In excess of $1, 200 received by the individual in the 
taxable year if such individual has attained the age of 65 be- 
fore the close of the taxable year. 

[Sec. 37 as amended by Pub. Law 299 (84th Cong. ), for taxable 
years beginning after December 81, 1954, and by Pub. Law 398 (84th 
Cong. ), for taxable years be "inning after Deceinber 31, 1955. For 
taxable years beginnin before January 1, 1955, sec. 37 (f) contains ": except that such term does not include a fund or system established 
by the United States for members of the Armed Forces of the United 
States" after the words "District of Columbia". For taxable years be- 
ginning before January 1, 1956, sec. 87(d) (2) provides: "(2) In the 
case of any individual who has not attained the age of 75 before the 
close of the taxable year, any amount of earned income (as defined in 
subsection (g) ) in excess of $900 received by the individual in the 
taxable year. "] 

PAR. 6. Section 1. 87 — 4 is amended to read as follows: 
$ 1. 37 — 4 LIMITATIoN ON AMCCNT OF RETTREMENT INcoME. — (a) Section 

87(d) provides a limitation on the amount of retirement income ivith respect 
to which the retirement income credit is allowable. Such credit is computed 
on the amount of retirement income, as defined in section 37(c), but on not 
more than the amount determined as the limitation provided. by section 37(d). 
In any event, the maximum amount of retirement income with respect to which 
the retirement income credit is allowable is $1, 200. 

(b) The limitation provided by section 37(d) is determined by subtracting 
from $1, 200 the sum of— 

(1) Amounts received during the taxable year as (i) a pension or annuity 
under Title II of the Social Security Act; (ii) a pension or annuity under 
the Railroad Retirement Acts of 1935 or 1937; (iii) any other pension or 
annuity which is excludable from gross income, such as persons received 
under laws relating to veterans; and 

(2) (i) For taxable years beginning after Deceinber 81, 1955, the amount 
of earned income receive&1 during the taxable year in excess of (a) $900, if 
the individual has not attained the age of 65 before the close of his taxable 
year, or (b) $1, 200, if the individual has attained the age of 65 but not 72 
before the close of his taxable year; or 

(ii) For taxable years begining before January 1, 1956, the amount of 
earned income received during the taxable year in excess of $900, if the in- 
dividual has not attained the age of 75 before the close of his taxable year. 
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(c) In determining the li&nitation of section 87(d), the following additional 
rules shall be applicable: 

(1) iVo reduction shall be made on account of any amounts excluded from 
gross income because of the application of section 72 (relating to annuities), 
section 101 (rela. ting to life insurance proceeds), section 104 (relating to 
con&pensation for injuries or sickness), section 105 (relating to amounts 
received under accident and health plans), section 402 (relating to taxability 
of beneficiary of employees' trust), or section 408 (relating to taxation of 
en&ployees annuities) . 

(2) For taxable years beginning after December 81, 1955, no reduction for 
earned income received during the taxable year shall be made in the ease 
of an individual who has attained the age of 72 before the close of his taxable 
year; and for taxable years beginning before January 1, 1950, no reduction 
for earned income received during the taxable year shall be made in the 
case of an individual who has attained the age of 75 before the close of his 
taxable year. 

(8) The term "earned incon&e" has the same meaning as in $ 1. 87 — 2(a). 
(However, the special rule relating to widows and widowers contained in 
section 87 (b) is not applicable in determining the linfitation of section 87 (d) . ) 

(4) AVhere the amounts designated in paragraph (b) of this section are 
treated as co&nmunity income under co&nmunity property laws applicable with 
respect to such incon&e, such an&ounts shall be treated as received one-half 
by each spouse. 

(5) In no eve~t can the sum of the amounts designated in paragraph (b) 
of this section reduce the an&ount of the retirement income, or the ere&lit with 
respect thereto, to less than zero. 

(d) The detern&ination of the lin&itation of section 87(d) may be illustrated 
by the following exan&ples: 

Example (I ). If an individual eligible for the retirement income credit, age 68 
at the close of the taxak»e year 1954, received as his only income durin ~ the tax- 
able year $800 of interest and $1, 700 as compensation for personal services ren- 
dered by hin& during such year, the individual is entitled for such taxable year to 
a retirement income credit on $400 of the interest. Since the individual had 
not attained the age of 75 before the close of the taxable year, the limitation of 
section 87(d) is determined by subtracting from $1, 200 the amount of $800, 
that is, the amount of ea&med income ($1, 700) which is in excess of $900. The 
limitation is thus $400 ($1, 200 less $800) and the retirement income credit is 
computed on $400 of the retire&nent iucome (the interest item). If the in- 
dividual had attained the age of 75 before the close of the taxable year 1954, 
no amount wouhl be subtracted from $1, 200 by reason of his earned income and 
the limitation would then be $1, 200 instead of $400, and the r'etirement income 
credit v ould be computed on the entire amount of tl&e interest item of $800. 

Example (2). Assun&e that the individual in exan&pie (1) received the same 
items of income for his 1957 taxable year. Since the individual bas attained 
the age of 05 but not the age of 72 before the close of such taxable year, the 
limitation of section 87(d) is determined by subtracting frora $1, 200 the amount 
of $500, that is, the amount of earned income ($1, 700) which is in excess of 
$1, 200. The li&nitation is thus $700 ($1, 200 less $500) and the retirement income 
credit is computed on $700 of the retirement income (the interest item). If 
the individual had attained the a e of 72 before the close of the taxable year 
1957, no amount would be subtracted from $1, 200 by reason of his earned income, 
and the limitation would then be $1, 200 instead of $700, and the retirement income 
credit would be computed on the entire amount of the interest item of $800. 

PAR. 7. Section 1. 87 — 5 is amended to read as follows: 
$ 1. 87 — 5 ILLUSTRAYIoN OF APPI, ICATION OF SEcTIoN 87. — The application of 

section 87 may be illustrated by the following example: 
Ega&&&pie. Assume that an individual eligible for the retirement income 

credit, 70 years of age, unn&arried, computed his tax under section 8, has the 
following items of incon&e for the calendar year 1956: 

Dividend income (of which $5&0 is excluded from gross income uuder 
section 116) $750 

Pension under the Railroad Retire&uent Act of 1987 (entirely ex- 
cluded from gross income) 600 

Disability payments under a workmen's compensation act (entirely 
excluded from gross income under section 104) 400 



Rental income 600 
Earned at odd jobs 1, 600 

First, the taxpayer must compute his tax before the credit, :&s follows: 
Adjusted "ross income ($700 divideml +$600 rental income +$1, 600 

earned income) $2, 000 

Tax before any credit (determined by table in section 6) 280 
Less dividend received credit under section 84 

Tax before retirement income credit . 202 
iYext, the taxpayer must compute his retiren&ent income, credit as follows: 

Retirement income includes: 
Dividend income $700 
Rental income 600 

Total retirement income 1, 600 
But the limitations in section 37(d) provide that this amount may not exceed 

a maximum amount for the taxable year 1956, determined as follows: 
Maximum amount (before reduction) $1, 200 
Less railroad retirement pension 6&00 

Less earned income in excess of $1, 200 
600 
100 

Amount of retirement income upon which the credit is computed 500 
The retirement income credit is computed by applying the 20-percent rate 

to the maximum amount of retirement income reduced by the railroad retirement 
pension and the earned income in excess of $1, 200, as follows: 

hlaximunI amount of retirement income as reduced above $500 
0 percent rate . 20 

Retirement income credit 100 

Because this Treasury Decision merely provides for the extension 
of the corporate normal-tax rate under the Tax Rate Extension Acts 
of 1056 and 1057, and incorporates the liberalizing provisions of 
Public Law 808 (84th Cong. ), it is found unnecessary to issue the 
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 efFective date limitation of section 4(c) of that 
act. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1054 (68A Stat. 017; 
96 U. S. C. 7805). ) 

RUSSELL C. EIARRINGTON& 

Cornnua8ioner of Interna/ I&. 'e~enue. 
Approved June 5, 1957. 

DAN THROOP SMITII, 
Deputy to the Secretary. 

(Filed by the Division of the Federal Register on June 10, 1957, 8: 51 a. m. , 
and published in the issue of the Federal Register for J'une 11, 1957, 22 F. R. 
4076. ) 

PART III. — CBANGES IN RATES DURING A TAXABLE YEAR 

SECTION 01. — EFFECT OF CHANGES 

M CFR 1. 91 — 1: Changes in rate during a taxable year. 

The Income Tax Regulations relating to corporate normal tax are 
amended. See T. D. 6287, page 7. 
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SECTION 87. — RETIREMENT INCOME 

26 CFR 1. 87: Statutory provisions: retirement income, 

The Income Tax Regulations relating to the limitation on the re- 
tirement income credit are amended. See T. D. 6287) page 

Rev. Rul. 57 — 277 26 CFR 1. 87 — 3: Retirement income. 
(Also sections 652, 661, 662; 1. 652 (b) — 1, 

1. 661 (b) — 1, 1. 662 (b) — 1. ) 
For the purpose of computing the retirement income credit of an 

individual beneficiary of an estate or trust who has attained the age 
of cfi, the proportionate share of the taxable dividends, interest, 
and rents which he derives from such estate or trust constitutes 
retirement income within the meaning of section 37(c) (I) of the 
Internal Revenue Code of 1S54. 

Advice has been requested whether taxable income consisting of 
rents, dividends, and interest received from an estate by a beneficiary 
who has reached the age of 65 qualifies as retirement income for the 
purpose of the retirement income credit allowed under the provisions 
of section 87 of the Internal Revenue Code of 1954. 

Section 87(a) of the Code provides that, in the case of a retired 
individual wlio lias received $600 of earned income in each. of any 
ten calendar years before the beginning of the taxable year, there 
shall be allowed as a credit against his Federal income tax for the 
taxable year an amount computed. according to that section and based 
upon the individual's retirement income. 

Section 87(c) (1) of the Code defines the term "retirement income, " 
in the case of an individual who has attained the age of 65 before 
the close of the taxable year, as meaning income from pensions and 
annuities, interest, rents, and dividends, to the extent included in 
gross income. 

In accordance with sections 652(b), 661(b), and 662(b) of the 
Code, the amount of income for the taxable year required to be dis- 
tributed currently by an estate or trust shall have the same char- 
acter in the hands of the beneficiary as in the hands of the estate or 
trust. For this purpose, the amounts shall be treated as consisting of 
the same proportion of each class of items entering into a computa- 
tion of the distributable net income of an estate or trust as the total 
of each class bears to the total distributable net income of the estate 
or trust unless the terms of the governing instrument specifically al- 
locate diferent classes of income to di8erent beneficiaries. 

Accordingly, it is held that, for the purpose of computing the 
retirement income credit of an individual beneficiary of an estate or 
trust who has attained the age of 65, the proportionate share of the 
taxable dividends, interest and rents which he derives from such 
estate or trust constitutes retirement income within the meaning of 
section 37(c) (1) of the Code. 



26 CFR 1. 37-4: Limitations on amount of 
retirement income. 

(Also Section 105; 1. 105 — 4. ) 

[ )87. 

Rev. Rul. 57 — 101 

For the purpose of the limitation on retirement income provided 
by section 87(d) (1) of the Internal Revenue Code of 1954, pen- 
sions and annuities which are excludable from gross income under 
section 105 of the Code do not reduce retirement income in accord- 
ance with section 87(e) of the Code. However, wages or payments 
in lieu of wages (except amounts received as a pension or annuity) 
that a. re received for a period during which an employee is absent 
from work on account of personal injuries or sickness, irrespective 
of whether they are excludable under section 105(d) of the Code 
or are in excess of the amount excludable, constitute earned income 
and should be taken into consideration for the purpose of the limi- 
tation on retirement income provided by section 87(d) (2) of the 
Code 

Advice has been requested whether amounts excluded under section 
105(d) of the Internal Revenue Code of 1M4 are to be used in deter- 
mining the limitation on retirement income provided by section 87 (d) 
of the Code. 

Section 87 of the Code, as amended, provides in part as follows: 
(d) * * ~ For purposes of subsection (a) the amount of retirement income 

shall not exceed $1, 200 less— 
(1) in the case of any individual, anv amount received by the individual 

as a pension or annuity— 
(A) under Title II of the Social Security. Act 
(B) under the Railroad Retirement Acts of 1985 or 1987, or 
(C) otherwise excluded from gross income and 

(2) in the case of an individual who has not attained the age of 72 before 
the close of the taxable vear, any amount of earned income (as defined in 
subsection (g) )— 

(A) in excess of 8900 received by the individual in the taxable year 
if such individual has not attained the age of 65 before the close of the 
taxable year, or 

(B) in excess of 81, 200 received by the individual in the taxable year 
if such individual has attained the age of 65 before the close of the 
taxable year. 

(e) * * * Subsection (d) (1) shallnot apply to any amount excluded from gross 
income under section * "' * 104 (relating to compensation for injuries or sick- 
ness), 105 (relating to amounts received under accident and health plans) 

The amount of retirement income on which the credit is based can- 
not exceed $1, 200 less any amount received by the taxpayer as a pension 
or annuity under the Social Security Act or the Railroad Retirement 
Act of 1935 or 1M7, as amended, or otherwise excluded from the gross 
income. Since these amounts are already excluded from income and, 
hence, do not form a part of the base on which the tax is computed, they 
are onset against the amount of allowable retirement income. Section 
87(e) of the Code in e8ect provides that for the purposes of section 
87(d) (1), pensions in the nature of disability payments (for example, 
under workmen's compensation acts or by reason of service in the 
Armed Forces) which are excluded from gross income under section 
104 (relating to compensation for injuries or sickness) or under sec- 
tion 105 (relating to amounts received under accident or health, plans) 
do not reduce the amount of retirement income. 

For the purposes of section 87(d) (2) of the Code, wherein it is pro- 
vided that the retirement income shall be reduced by any amount of 
earned income in excess of $000 or $1, 200, depending on the age of 
the individual, the question that arises is of a diQerent nature, that 



is, whether amounts excluded under section 105 (d. ) and the amounts in 
excess thereof, which are received as wages or payments in lieu of wages 
for a period during which an employee is absent from work on ac- 
count of personal injury or sickness, constitute earned income. 

Wages received for a period during which an employee is absent 
from work on account of personal injuries or sickness constitute earned 
income within the meaning of section 911(b) of the Code as limited 
by section 87(g) thereof. The fact that the income is excluded by 
applicable provision of law, section 105(d) of the Code, does not 
change the character of the income. It merely becomes excluded 
earned income. In the case of Augu8tu8 B. Chidester, Administrator 
v. United 8tate8, 82 Fed. Supp. 82, it was held that sick leave pay 
constitutes earned income for the purpose of the exclusion under 
section 116(a) of the 1989 Code. 

Accordingly, it is held that, for the purpose of the limitation on 
retirement, income provided by section 87(d) (1) of the Internal 
Revenue Code of 1954, pensions and annuities which are excludable 
from gross income under section 105 of the Code do not reduce 
retirement income in accordance with section 87(e) of the Code. How- 
ever, ~ages or payments in lieu of wages (except amounts received as 
a pension or annuity) that are received for a period during which 
an employee is absent from work on account of personal injuries or 
sickness, irrespective of whether they are excludable under section 
105(d) of the Code or are in excess of the amount excludable, consti- 
tute earned income and should be taken into consideration for the 
purpose of the limitation on retirement income provided by section 
87(d) (2) of. the Code. 

Rev. Rul. 57 — 141 
A large investment of capital by a doctor, dentist, or other pro- 

fessional taxpayer in office equipment, such as X-ray machines, is 
not a material income-producing factor in the taxpayer's business, 
therefore, the amount of professional fees received shall not be re- 
duced by any expenses connected with the earning of such income 
but are considered "earned income" in their entirety for the pur- 
pose of the limitation in section 37 (d) (2) of the Code. 

Advice has been requested with respect to what constitutes earned 
income for the purposes of the retirement income limitation provided 
by section 87(d) (2) of the Internal Revenue Code of 1954 in the case 
of doctors and dentists or other professional taxpayers who have large 
investments in once equipment. 

Section 87(d) (2) of the Code provides as follows: 
(d) LIMITATIoN oN RETIREMENT INcoME. — For purposes of subsection (a), the 

amount of retirement income shall not exceed $1, 200 less— 
(2) in the case of any individual who has not attained the age of 72 be- 

fore the close of the taxable year, any amount of earned income (as dined 
in subsection (g) ) 

(A) in excess of $900 received by the individual in the taxable year if 
such individual has not attained the age of 65 before the close of the 
taxable year, or 

(0) in excess of $1200 received by the individual in the taxable year 
if such individual has attained the age of 65 before the close of the 
taxable year. 

Subsection (g) of section 87 provides that for purposes of section 
87(d) (2), the term "earned income" has the meaning assigned to such 
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term in section 911(b), except that such term does not include any 
amount received as a pension or annuity. 

Section 911(b) of the Code provides in part as follows: 
kor purposes of this section, the term "earned income" means wages, salaries, 

or professional fees, and other amounts received as compensation for personal 
services actually rendered, * * ~, In the case of a taxpayer engaged in a trade 
or business in which both personal services and capital are material income- 
producing factors, * * ", a reasonable allowance as compensation for the per- 
sonal services rcnderetl by the taxpayer, not in excess of 80 percent of his share 
of the net profits of such trade or business, shall be considered as earned income. 

Inasmuch as the amount of capital employed has only an incidental 
e6'ect on the amount of profits derived from professional fees, the 
growth of the profession being dependent primarily on the reputation 
~and technical skill of a doctor, dentist or other professional taxpayer, 
it is held that, such capital is not a material income-producing factor 
in the taxpayer's business. Accordingly, the entire amount received 
as professional fees, without any reduction for expenses connected 
with the earning of such income, is considered to be "earned income" 
for the purpose of the limitation provided by section 87(d) (2) of the 
Code. See Mim. 8802, C. B. IX — 1, 121 (1980). 

SUBCHAPTER B. — COMPUTATION OF TAXABLE INCOME 

PART I. — DEFINITION OF GROSS INCOME, ADJUSTED GROSS INCOME, AND 
TAXADI E INCOME 

SECTION 61. — GROSS INCOME DEFINED 

Rev. Rul. 57 — 1 (Also Sections 8121, 8806, M01; 26 CFR 
81. 8121(a) — 1, 818806 (b) — 1. ) 

(Also Part 11, Section 22(a); Regula- 
tions 118, Section 89. 22 (a) — 1. ) 

Strike benefit payments paid by a labor union to unemployed mem- 

bers, as well as nonmembers, as the result of a labor strike are in- 
cludible in the gross income of the recipients in the year received, 
even though distributed on the basis of need and irrespective of 
the nature and form of the benefit payments received. 

O. D. 552; C. B. 2, 78 (1920), and I. T. 1293, C. B. I — 1, 68 (1922), 
amplified; I. T. 8280, C. B. 1988-2, 186; I. T. 8447, C, B. 1941-1, 191; 
S. S. T. 247, C. B. 1988 — 1, 449, and Revenue Ruling 181, C. B. 1958 — 2, 
112, distinguished. 

The Internal Revenue Service has been requested to reconsider the 
position it stated in O. D. 552, C. B. No. 2, 78 (1020), which holds that 
strike benefits received by a member of a labor union are includible 
in his gross income for the year during which received. A similar 
position was taken in I. T. 12M, C. B. I — 1, 68 (1922), to hold that 
amounts paid by an organized union as unemployment benefits to its 
unemployed members are includible in the gross income of the re- 
cipients. 

Members of a labor union pay dues to the union, a portion of which 
js laid a, side in a special fund to be used in case of a strike or lockout. 
Strike benefits are paid according to individual need and have no 
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correlation to the amount of dues paid by the recipient, or to the 
aniount of benefits received by other members. The strike benefit pay- 
inents, which are not paid pursuant to any contract are paid to mem- 
bers as well as nonmembers of the union. Presumably, any benefits to 
nonmembers are equally in furtherance of the objectives of the strike. 
The specific question presented is whether the strike benefit payments 
paid under the above circumstances constitute income or whether they 
are tax free gifts to the recipients. 

Section 61 of the Internal Revenue Code of 1054 states that "Except 
as otherwise provided in this subtitle, gross income means all income 
from whatever source derived ~ * *. " This section has the same 
breadtli of scope as section 22 (a) of the Internal Revenue Code of 1M9 
and executes the mandate of the 16th Amendment to the Constitution. 
See U. S. Senate Report No. 1622, 83rd Congress, 168. For a recent 
reiteration of this principle, see Comnussioner v. Glensham Glass 
Company et al. , 848 U. S. 426, Ct. D. 1788, C. B, 1955 — 1, 207. As 
pointed out by the Court in that case, Congres~s applied no limitation as 
to the source of taxable receipts, nor restrictive labels as to their nature. 

Strike benefit payments are included ivithin the broad definition of 
gross income and do not fall within any of the exclusions provided for 
in the Code, including the exclusions for gifts under section 102. They 
are paid only upon the event of a strike which is a means employed 
by the union and its members for securing economic benefits, and, for 
this reason, thev do not constitute amounts gratuitously paid or re- 
ceived. The determination that strike benefit payments are includible 
in gross income is not affected by the fact that such payments may 
take the form of staple goods which are distributed on the basis of 
need or the fact that such payments or distributions are also made to 
persons who are not members of the union. 

The above position does not confiict with I. T. '3280, C. B. 1M8 — 2, 1M, 
wherein unemployment compensation benefits, paid by a state agency 
from funds withdrawn from the Federal Unemployment Trust Fund 
pursuant to Title IX of the Social Security Act, were not considered 
as taxable income, or I. T. 8447, C. B. 1041 — 1, 101, wherein benefits 
under the Social Security Act were held not subject to taxation. The 
benefits in these cases were held not to constitute taxable income be- 
cause it was believed that Congress intended that such benefits be 
not subject to tax. However, there is no evidence that Congress in- 
tended to exclude strike benefits from income. Nor does the above 
position confiict with S. S. T. 247, C. B. 1988 — 1, 440, wherein it divas 
held that strike benefits do not constitute "wages" for the purposes 
of the Social Security Act, since such benefits do not constitute re- 
muneration for services paid by an employer to an employee. Con- 
sistent v-ith the holding therein made, it is held that strike benefits 
do not constitute wages paid by the union to its members for purposes 
of income tax withholding and the taxes imposed by the Federal In- 
surance Contributions Act and th. e Federal Unemployment Tax Act, 
Such benefits are nevertheless income and, as such, are includible in 
gross income for Federal inconie tax purposes. 

Revenue Ruling 131, C. B. 1058 — 2, 112, which holds that disaster 
benefits provided by an employer for his employees are not taxable 
income, is also distinguishabIe from the instant situation. That 
Revenue Ruling stated, in part, "such contributions, measured solely 
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by need, are considered gratuitous and spontaneous. " Such situation 
does not exist in the instant case since the payments made are neither 
spontaneous nor primarily donative in character but are made in 
furtherance of a strike, ivhich is a means employed to secure legiti- 
mate economic benefits for members of the union, 

Revenue Ruling 54 — 190, C. B. 1954 — 1, 46, holds that noncontractual 
payments made out of a, union fund are nevertheless taxable to the 
recipient union members. In tliat ruling, the pensions paid to the 
members ivere directly attributable to their employment while mem- 
bers of the union as well as to their payment of union dues. The pen- 
sions could not be said to be paid to them without consideration and, 
therefore, were not gifts. 

Accordingly, the strike benefit payments received under these cir- 
cumstances do not constitute gifts but constitute income and are in- 
cludible in the gross income of the recipients even though distributed 
on the basis of their need and regardless of whether the recipients 
are members or nonmembers of the union. If the benefits are paid 
in goods rather tlran cash, the fair market value of the goods at the time 
received is the amount to be included in gross income. 

Rev. Rul, 57 — 9 
Amounts withheld by banks or finance companies to cover possible 

losses on notes purchased from dealers constitute income to dealers 
employing the accrual method of aecountiug, to the extent of their 
interest therein at the time the amounts are recorded on the books of 
the bank or finance company as a liability to the dealer, regardless 
of whether charges for worthless notes are also made to the account 
pursuant to an agreement between the parties. Losses sustained 
on worthless notes shall be separately established by the dealer as 
required by section 166 of the Internal Revenue Code of 1964. 

The Internal Revenue Service has been requested to state its position 
with respect to the treatment, for Federal income tax purposes, of 
amounts withheld by banks and finance companies to cover possible 
losses on notes purchased from automobile or other dealers employing 
the accrual method of accounting, and which are recorded on the books 
of the bank or finance company as a liability of the bank or finance 
company to the dealer. 

The steps generally involved in transactions concerning automobile 
dealers are as follows: When a car is purchased on credit from a dealer, 
the purchaser makes a down-payment, either in the form of cash or by 
turning in another car at an agreed value, the balance being satisfied 
by the purchaser's promissory note and a supporting conditional sales 
contract. The face amount of the note refiects two elements — the 
balance of what would be the purchase price of the car, if bought for 
cash, and a finance charge. As between the purchaser and the dealer, 
the transaction is closed and completed at this point with the attendant 
tax consequences to the dealer. 

It is then common practice for the dealer to sell or discount the pur- 
chaser's note and sales contract to some financial institution. The 
finance company or bank acquires the note at a value somev'hat less 
than its face value, the difference representing a charge for its service. 
Simultaneously, either cash or unrestricted credit is given to the dealer 
to the extent of the amount refiected in the face va, lue of the note that 
corresponds to the unpaid balance of the cash retail price of the car. 



The difference between the face value of the note and the sum of the 
finance company's charge and its credit or immediate payment to the 
dealer (representing part of the finance charge previously mentioned) 
is then credited on the books of the finance company as a liability of 
the finance company to the dealer. The accumulation of these credits 
is generally known as a "dealers reserve" and is the specific object of 
the present consideration. 

Settlement of the liability represented by the reserve is subject to 
agreement between the particular dealer and the financial institution 
involved. In some instances, the agreement does not contemplate the 
charging of any items against the reserve account, while in others the 
account refiects a running record of various transactions between the 
parties, that is, both credits and charges are entered, depending upon 
the nature of. the item. Thus, in certain instances, the dealer and the 
finance company may agree that notes purchased or discounted are to 
be charged to the reserve account in the event they become worthless. 

With regard to those instances where losses incurred by a finance 
company on notes purchased from automobile dealers may not be 
charged against the reserve, the credits to the reserve, by the finance 
company in favor of a dealer who employs the accrual method of ac- 
counting constitute income to the dealer at the time such credit is made, 
even though the dealer is not immediately or even currently able to 
draw on the entire reserve. See 6. C. M. 9571, C. B. X — 2, 153 (1931), 
and Shoemaker-A'ash, Inc. v. Comm&gioner, 41 B. T. 4. . 417. The 
principles involved in the purchase of notes from automobile dealers 
by banks or finance companies as described above are equally applicable 
where notes are purchased, under similar conditions, from dealers in 
items other than automobiles. 

Where a dealer's reserve is in the nature of a running account, the 
charging thereto of worthless notes pursuant to agreement between 
the parties has no bearing upon the fact that taxable income has been 
received by the dealer, or upon the time of its realization as otherwise 
evidenced by the credits to such reserve. 

Accordingly, it is held that credits to such reserve, in the case of 
a dealer employing the accrual method of accounting, constitute in- 
come to the dealer at the time such credits are made regardless of 
whether charges to the account for worthless notes are also made 
pursuant to an agreement between the parties. Losses sustained on 
worthless notes are to be separately established by the dealer as re- 
quired by the provisions of section 166 of the Internal Revenue Code 
of 1954 relating to bad debts. 

In arriving at these conclusions, consideration has been given the 
case of B&irie Johnson et al. v. United States, 233 Fed. (2d) 952. 
See also, ARert 3A 

Broadly 

et tie. v. Comm& 

almoner, 

27 T. C. No. 23. 

(Also Sections 162, 404, 584, 3121, 3306, 3401; 
1. 584 — 1, 31. 3121 (a) — 1. ) 

Rev. Rul. 57 — 37 

Contributions conveying fully vested and nonforfeitable interests 
made by an employer into separate and independently controlled 
trusts for each employee, each trust created pursuant to a collective 
bargaining agreement for the purpose of furnishing unemployment 
and certain other benefits to its eligible employees, constitute addi- 
tional compensation to the employees for the taxable year in ivhich 
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such contributions are made, and, as such, are subject to income 
tax withholding under section 3402 of the Internal Revenue Code ot 
1954 and the taxes imposed by the Federal Insurance Contributions 
Act and the Federal Unemployment Tax Act at the time paid into 
the trusts. Such amounts constitute business expenses deductible 
from gross income under section 404(a) (5) of the Code in the tax- 
able year in which paid. The consolidated funds of the trusts will 
qualify as common trust funds within the meaning ot section 584 of 
the Code provided the funds are maintained by the trustee in accord- 
ance with the requirements of section 584 (a) (2) of the Code. 

Advice has been rquested as to the Federal income and employment 
tax treatment of contributions made by an employer, pursuant to a 
collective bargaining agreement, to individual trusts providing for 
certain unemployment and other benefits to its employees. 

In 1055, corporation 3f entered into an agreement with representa- 
ti. ves of its hourly-rated employees. The agreement, which was the 
result of collective bargaining negotiations and supplementary to a 

eneral labor agreement, provided for the establishment of a "security 
enefit plan, " liereinafter referred to as the plan. Under the plan, 

certain unemployment and other benefits are to be paid to the 
employees covered by the collective bargaining agreement, provided 
they are eligible to participate in the plan. Pursuant to the provisions 
of the plan thus established, corporation 3f entered into an agreement 
with a trustee, selected by it, establishing for each employee eligible to 

articipate in the plan, a trust, to be known as the employee's "security 
enefiit account. " Under the plan, corporation 3f contributes to each 

employee's security benefit account aii amount computed at a specified 
rate per hour for each hour actually worked by the employee subsequent 
to the date on which he became eligible to aprticipate in the plan. 
Contributions to each of such accounts will continue to be made by 
corporation 3E until the balance in the account reaches a specified maxi- 
mum amount; thereafter, no further contributions to the account are 
required to be made until the balance in the account falls below the 
maximum amount provided for in the plan. The trustee will hold 
the amount contributed by corporation N to each of such accounts and 
the interest earned thereon as a separate trust estate for the exclusive 
benefit of the particular employee. No part of the amount contributed 
by corporation iV is recoverable by such corporation. The amounts 
held in the individual employees' accounts, however, may be consoli- 
dated by the trustee for investment purposes. 

In the event a participating employee's lay-ofi results from a reduc- 
tion in force or is temporary in character, or the employee is absent 
from work because of injury or sickness for at least two consecutive 
pay periods, he will be eligible to receive payments from his security 
benefit account for each full pay period of such lay-oR or absence. 
The plan provides that, for the protection of the employee, the funds 
held by the trustee in the emplovees' security benefit accounts may 
not be sold, transferred, assigned, pledged, or otherwise encumbered. 
Upon termination of employment or retirement of the employee, the 
balance in his security benefit account will be paid to him. In the 
event of his death, such balance will be distributed to his designated 
beneficiary or to his estate. Upon termination of the plan, the trustee 
will, within one year of the termination date, liquidate the assets 
of the trusts and pay to each participating employee his pro rata, 
share thereof, computed on the basis of the balances in the security 
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benefiit accounts on the date of such termination. Therefore, each 
participating employee has a fully vested and nonforfeitable benefi- 
cial interest in all amounts contributed or credited to his security 
benefit account. 

In accordance with the provisions of the plan, corporation Sf entered 
into a trust agreement with a national bank which, acting as trustee, 
agreed to accept and hold the funds contributed to the security bene- 
fit account of. each eligible employee as a separate trust estate for the 
exclusive benefit of each such employee. The trust agreement, pro- 
vides that the funds of all the separate trusts may be commingled, 
managed, and invested as one or more consolidated funds in United 
States Government bonds or other equivalent securities. The trustee 
is required to credit, as of December 81 of each year, earnings, includ- 
ing capital gains less capital losses, from investment of the consoli- 
dated funds to the individual employee's security benefit account. 
Ho~ever, the trustee is prohibited from making any payment from 
a security benefit account to the beneficiary thereof until corporation 
cV certifies that the benefiiiciary is eligible to receive such payment. 
The trust agreement provides, also, that no part of any trust shall ever 
be diverted to or recovered by corporation 3I, or be used for or 
diverted to purposes other than the exclusive benefit of the persons 
entitled thereto, and that no modification of the trust agreement shall 
be made to make any such use or diversion possible thereunder. 

Section 61 of the Internal Revenue Code of 1954 provides, in part, 
that gross income means all income from whatever source derived, 
including compensation for services. As stated in Commissioner v. 
J'ohn H. 8nuth, 324 U. S. 177, Ct. D. 1688, C. B. 1945, 49, "Section 
22(a) of the Revenue Act [of 1988, to which section 61 of the 1954 
Code corresponds] is broad enough to include in taxable income any 
economic or financial benefit conferred on the employee as coi ipen- 
sation, whatever the form or mode by which it is efi'ected. " Contri- 
butions paid into an irrevocable and nonforfeitable trust by an em- 
ployer for the benefit of an employee are taxable to the employee 
when the contributions are made. Revenue Ruling 55 — 691, C. B. 
1955 — 2, 21. 

Section N01 of the 1954 Code provides that, for the purpose of 
income tax withholding, the term "wages" means all remuneration 
paid in cash or other form to an employee for services performed 
(with certain exceptions not here material) for his employer. Sections 
8121 and 8806 of the Code contain similar provisions in defining the 
term "wages, " for purposes of the taxes imposed by the Federal 
Insurance Contributions Act and the Federal Unemployment Tax 
Act (chapters 21 and 28, respectively, of subtitle C, 1954 Code). 

In the instant case, each employee eligible to participate in the plan 
agreed through his bargaining representatives that amounts computed 
at a specified rate on hours worked shall be contributed by corporation 
cV to the trustee of the employee's security benefit account. Such con- 
tributions, though not made directly to each employee, constitute 
additional compensation to such employees, are includible in his gross 
income under section 61 of. the Code, and are subject to income tax with- 
holding under section 8402 of the Code, and to the taxes imposed by 
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tlie Federal Insurance Contributions Act and the Federal Unemploy- 
iiieiit Tax Act, supra, at the time paid into the trusts. 

Section 162(a) of ~the Code provides tliat there shall be allowed as a 
deduction from gross income all ordinary and necessary expenses paid 
or incurred during the taxable year in carrying on a trade or business, 
including a reasonable allowance for salaries or other compensation 
for personal services rendered. Iiowever, section 404(a) of the Code 
provides that if. contributions are paid under a stock bonus, pension, 
profit-sharing, or annuity plan, or if compensation is paid or accrued 
on account of any employee under a plan deferring tlie receipt of such 
compensation, such contributions or compensation shall not be deduc- 
tible under section 169 or section 919 (relating to expenses for the pro- 
duction of income), but if they satisfy the conditions of either of such 
sections, they shall be deductible under section 404 of the Code, subject 
to certain limitations as to amounts. Section 404(a) (5) provides tliat 
contributions so paid under a plan (other than pension trusts, em- 
ployees' annuities, or stock bonus and profit-sharing trusts), ~here the 
employees' rights to or derived from such employer's contributions or 
such compensation are nonforfeitable at the time tlie contribution or 
compensation is paid, are deductible by the employer in the year paid. 

In the instant case, the contributions by 3f corporation represent 
compensation for services rendered by the covered employees and, thus, 
constitute ordinary and necessary expenses within the meaning of that 
term as used in section 169(a) of the Code. However, since such com- 
pensation is paid under a plan which defers the receipt thereof to the 
participating employees or their beneficiaries, the deductibility of the 
payments is governed by the provisions of section 404 of the Code. 
The employees' rights to or derived from the contributions to the 
employees' accounts are nonforfeitable at the time contributed. . 
Therefore, the amounts thereof will be deductible under the provisions 
of section 404(a) (5) of the Code in the taxable year or years during 
which so contributed. 

The trust agreement contains no expression of intent contrary to 
the declaration of establishing thereby a separate and individual trust 
for each employee eligible to participate in the Plan. Therefore, it 
is held. that a separate trust was created for each employee by the 
said agreement. 

If any of the trusts so created. has for a taxable year any taxable 
income, or gross income of $600 or more, regardless of the amount of 
taxable income, or has a nonresident alien beneficiary, the trustee will 
be required to make a Fiduciary Income Tax Return, Form 1041, 
for each such trust. 

The consolidated funds will qualify as common trust funds under 
section 584 of the Code, provided the funds are maintained in accord- 
ance with section 584(a) (9) of the Code in conformity with the rules 
and regulations, prevailing from time to time, of the Board of Gover- 
nors of the Federal Reserve System partaining to the collective invest- 
ment of trust, funds by national banks. If the provisions of section 
584 (a) (9) are complied with, the consolidated funds will not be subject 
to Federal income tax. However, for information purposes only, 
the trustee should file a Partnership Return, Form 1065, for the 
consolidated f unds. 

y 34737' — 58 — 3 
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(Also Section 120: 26 CFR 1. 120 — 1. ) Rev. Rul. 57-46 

The amount of $5 per workday designated as a "subsistence 
allowance" for police officials and all commissioned law enforce- 
ment officers under Act 284, Acts of South Carolina, 1955, is not 
a "statutory subsistence allowance" within the meaning of section 
120 of the 19o4 Code but constitutes compensation for services 
rendered and is includible in gross income under sectiou 61(a) of the 
Code. 

Advice has been requested whether the "statutory subsistence allow- 
ance" provided under Act 284, Acts of South Carolina, 1955, an Act 
to Provide for a Subsistence Allowance From the Amounts Appro- 
priated by Acts of the General Assembly for Police Ofiicials and All 
Commissioned Law Enforcement OScers, approved by the Governor 
May 25, 1955, is excludable from gross income as "a statutory subsist- 
ence allowance" within the meaning of section 120 of the Internal 
Revenue Code of 1954. 

Act 234, 8upra, provides that beginning with the fiscal year 1955 — 56, 
of the amounts appropriated by Acts of the General Assembly for 
police oScials and all commissioned law enforcement oScers, the 
sum of five dollars a day for each regular workday shall be designated 
as "a statutory subsistence allowance. " 

Pursuant to the South Carolina law, highway patrolmen are as- 
signed territories which allow them to live at home to the extent that 
they eat all three meals at home each day. No expenses are incurred 
while on duty, as State-owned automobiles are furnished, together 
with all gas, oil and repairs. If, at any time, a particular patrolman 
is assigned temporary duty away from his station, such patrolman 
is reimbursed for actual subsistence in an amount not to exceed $7. 50 
per day while in the State or $10 when outside the State. Act 234, 
supra, does not provide for any kind of expenses incident to the per- 
formance of police duty, the travel allowance for expenses up to $7. 50 
or $10 per day for temporary duty assignments away from an ofIicial 
station having been provided for in earlier legislation. Act 234 has 
not aA'ected the amount of money received by patrolmen. It merely 
designates that, of the amount appropriated for a patrolman's salaam, 
the amount of $5 a day for eacli regular workday or $80 each week 
represents a statutory subsistence allowance. No concurrent laws 
have been enacted to specifically increase or decrease the rates of pay 
o f highway patrolmen. 

Section 61(a) of the Internal Revenue Code of 1954 provides for 
the inclusion in gross income of amounts received as compensation 
for services, including fees, commissions, and similar items. 

Section 1~20(a) of the Code provides that gross income does not 
include any amount received as a statutory subsistence allowance by 
an individual who is employed as a police oKcial by a State, a Terri- 
tory, or a possession of the United States, by any political subdivision 
of any of the foregoing, or by the District of Columbia. 

Section 120(b) provides that the amount to which subsection (a) 
applies shall not exceed $5 per day and that, if any individual receives 
a subsistence allowance to which subsection (a) applies, no deduction 
shall be allowed under any other provision of Chapter 1 for expenses 
in respect of which he has received such allowance, except to the extent 
that such expenses exceed the amount excludable under subsection (a) 
and the excess is otherwise allowable as a deduction under Chapter 1. 
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The term "statutory subsistence allowance" as used in section 120 
of the Code is an established amount, apart from salary or other com- 
pensation, which. is authorized to be paid to an individual who is 
employed as a police oScial for meals and other incidental expenses 
in connection with his duties, and must accordingly be designated to 
provide for the cost of subsistence expenses incident to the perform- 
ance of police duties. The allowance under Act 234, supra, does not 
satisfy such a test. The mere designation of an amount paid to a 
police ofhcer as a "subsistence allowance" will not serve to exclude such 
amount within the meaning of section 120 of the Code. 

Accordingly, it is held that the so-called "subsistence allowance" 
of $5 per day payable under Act 234, Act of South Carolina, 1055, 
is not a "statutory subsistence allowancen within the mea, ning of section 
120 of the Code but constitutes compensation for services rendered and 
is includible in gross income under section 61(a) of the Code. In this 
connection see Revenue Ruling 55 — 475, C. B. 1%5 — 2, 87. 

Rev. Rul. 5'7-47 

A taxpayer received a sum of money from her tax consultant as 
recompense for an error made by the latter in the preparation and 
Sling of the taxpayer's individual income tax return. The error 
had caused the taxpayer to pay more tax than she would have 
owed had the correct method been employed. Held, no taxable in- 
come is derived from that part of the recovery received by the tax- 
paver which does not exceed the amount of tax which she was 
required to pay because of the error, but the remainder of the re- 
covery, representing interest on the amount deemed overpaid and 
the fee paid to the consultant for preparing the return, must be 
included in her gross income in computing her taxable income. 

A. dvice has been requested in regard to the taxability of an amount 
received by a taxpayer as recompense for an error made by her tax 
consultant, under the circumstances described below. 

A certain taxpayer received a sum of money from her tax consultant 
as recompense for an error made by the latter in the preparation and 
filing of the taxpayer's individual income tax return. The error 
caused the taxpayer to pay more tax than she would have owed had 
the correct method been employed. When the error was discovered, 
the statutory period of limitation for recovery of the overpayment 
of the tax had expired, so the tax consultant paid her, by way of 
recompense, an amount equal to the difFerence between the tax which 
the taxpayer would have paid except for the error and the amount 
which she was actually required to pay, plus an amount equal to the 
sum of (1) six per cent interest on such difFerence from the date the 
taxpayer paid fier tax and (2) the fee which she paid the tax con- 
sultant for the preparation of her return. Such fee had been deducted 
by the taxpayer for income tax purposes and the full amount of the 
deduction served to reduce her tax for the year of such deduction. 

Under the provisions of section 164(b) (1) of the Internal Revenue 
Code of 1954, no deduction is allowed for Federal income taxes in 
computing taxable income. The amount received by the taxpayer 
by way of recompense for the tax paid by her on account of the error 
made by her tax consultant therefore is not includible in gross income. 
Edward H. Clurk v. Cornmiagioner, 40 B. T. A. M3. 
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However, section 212 (8) of the Code allows as a deduction expenses 
for the production of income "in connection with the determination, 
collection, or refund of any tax, " and this includes expense in prep- 
aration of tax returns. David L. Lotto, 7 T. C. 868, acquiescence, C. B. 
1946 — 2, 8. Section 111 of the Internal Revenue Code of 1954 provides 
that gross income shall not include income "attributable to the re- 
covery during the taxable year of a bad debt, prior tax, or delinquency 
amount, to the extent of the recovery exclusion" with respect thereto, 
which did not result in a reduction of the taxpayer's income tax. 
Since the taxpayer deducted the fees paid to the tax consultant and 
received full tax benefit for such deduction, section 111 does not pro- 
vide for excluding from her gross income that part of the recovery 
which represented a return to her of such fee. Further, there is no 
provision for excluding from gross income the amount received by 
her as interest to compensate her for the loss of use of funds which 
she could have retained except for the error made by the tax 
consultant. 

In view of the foregoing, it is held that no taxable income is de- 
rived from that part of the recovery received by the taxpayer which 
does not exceed the amount of tax which she was required to pay 
because of the error made by her tax consultant, but that the remainder 
of the recovery must be included in gross income in computing her 
taxable income. 

Xonacquiescence in the case of Edward FI. Clark v. Comrais~i oner, 
40 B. T. A. 888, C. B. 1989 — 2, 45, has been withdrawn. See page 4 
of this Bulletin. 

Rev. Rul. 57 — 59 
Patronage dividend distributions, made by a nonexempt farmers' 

cooperative to its members who owned the crop at the time delivered 
to the cooperative, are excludable from the gross income of the 
cooperative if made in accordance with a pre-existing agreement. 
Similarly, if a nonexempt cooperative sells part of its products to 
members and the remainder to nonmembers but pays such dividends 
to members only, such dividends, to the extent attributable to sales 
to members, are excludable from the gross income of the cooperative, 
but any such dividends distributed to members, attributable to sales 
made to nonmembers, are taxable to the cooperative and to its 
members. 

Advice has been requested as to the treatment, for Federal income 
tax purposes, of patronage dividend distributions in cash, merchan- 
dise, or document form, by a farmers' nonexempt cooperative market- 
ing crops and selling supplies, where the members did not, produce 
the crops but oivned them at the time they were delivered to the co- 
operative and the cooperative distributes patronage dividends at- 
tributable to sales to members as well as nonmembers. 

Patronage dividends distributed by a farmers' nonexempt coopera- 
tive on account of crops purchased from its members are excludable 
from its gross income to the extent they are distributed, on a true 
patronage basis in accordance with a pre-existing agreement, to mem- 
bers who owned the crops when they were acquired by the cooperative, 
even though such members did not produce the crops. 

Similarly, if a nonexempt cooperative sells part of its products to 
members and the remainder to nonmembers, but pays patronage 



dividends to its member-patrons only, such dividends are excludable 
from the gross income of the cooperative to the extent they are at- 
tributable to sales to members and are allocated on a true patronage 
basis in accordance with a pre-existing agreement, even though mem- 
ber-patrons may purchase such products for resale to others. 

However, profits distributed to members, which are derived from 
sales by the cooperative to nonmembers, are taxable to the cooperative 
and to the members. See I. T. 8208, C. B. 1968 — 2, 127; I. T. 1499, 
C. B. I — 2, 189 (1922), which hold, in part, that any profits made on 
business ~x ith nonmembers of a cooperative association which may be 
distributed to members in the guise of rebates are taxable to the as- 
sociation and the members; and S. M. 2595, C. B. III — 2, 238 (1924), 
which holds, in part, tlrat profits made by a farmers', fruit growers', 
or like association, upon sale to nonmembers, constitute taxable in- 
come, irrespective of the fact that such profits were returned to mem- 
bers by reduction of cost or otherwise. 

If patronage dividends which meet the foregoing requirements are 
not paid in cash or merchandise, but each distributee-patron is noti- 
fied of the amount allocated to lxim pursuant to a pre-existing obli- 
gation, the principles stated in Revenue Ruling 54 — 10, C. B. 1954 — 1, 
24, with respect to amounts that may be excluded by an exempt co- 
operative and the tax treatment thereof as to its patrons, are also ap- 
plicable to a, nonexempt cooperative and its patrons. Compare Colony 
Fnrm8 Coopernt@ e Dn~ry, Inc. v. Comnri88ioner, 17 T. C. 688, ac- 
quiescence, C. B. 1952 — 1, 1, and Soetk~e8t B'nrdmnre Co. v. Commi8- 
aioner, 24 T. C. No. 12, acquiescence, C. B. 1955 2& 9. 

A. ccordingly, patronage dividend distributions, made by a non- 
exempt farmers' cooperative to its members who owned the crop at 
the time delivered to the cooperative, are excludable from the gross 
income of the cooperative if made in. accordance with a pre-existing 
agreement, Similarly, if a nonexempt cooperative sells part of its 
products to members and the remainder to nonmembers, but pays such 
dividends to members only, such dividends, to the extent attributable 
to sales to members, are excludable from the gross income of the co- 
operative, but any such dividends distributed to members, attributable 
to sales made to nonmembers, are taxable to the cooperative and to 
its members. 

Rev. Rul. 5Y — 60 

Under the provisions of a kindergarten mileage law enacted by the 
legislature of a state, a school board may exercise an option of paying 
the parent or other person three cents a mile for transporting children 
to and from a kindergarten school, where bus service is not available 
during the necessary hours of schooling. Hebe, where payments are 
made under the above-described circumstances by a school board to a 
parent or other person not in the trade or business of transporting 
children to school, the money is considered as reimbursement for the 
recipient's personal expenses and is not includible in his gross income 
for Federal income tax purposes. The automobile expenses incurred 
in connection with such transportation are personal expenses for which 
no deduction is allowable. See Rev. Rul. 55 — 555, C. B. 1955 — 2, 20. 
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Rev. Rul. 57 — 102 

A benefit payment to a blind person under the Public Assistance 
Law of the Commonwealth of Pennsylvania is not includible in the 
gross income of the recipient. 

Advice has been requested whether a benefit payment to a blind per- 
son received under the Public Assistance Law of the Commonwealth 
of Pennsylvania is includible in his gross income. 

The benefits to the blind by the State of Pennsylvania are paid 
under the Public Assistance Law, as amended, P. L. 899, 2051, enacted 
by the State of Pennsylvania and approved June 24, 1987, Title 62, 
Section 2509 (c) Purdon's Pennsylvania Statutes Annotated, 1956, 
for the purpose of providing for and regulating assistance to certain 
classes of persons requiring relief. Provision is made therein for the 
administration of the Act by the Department of Public Assistance 
and county boards of assistance created for this purpose. It authorizes 
the Department of Public Assistance to cooperate with, and to accept 
and disburse money received from, the United States Government for 
assistance to such persons. 

The benefit payments which a blind person receives from the State 
of Pennsylvania constitutes a disbursement from a general welfare 
fund in the interest of the general public. Such payments are not 
includible in the gross income of the recipients for Federal income tax 
purposes. See I. T. 8447, C. B. 1941-1, 191. 

(Also Section 8402. ) Rev. Rul. 57 — 164 

Lump-sum readjustment payments pursuant to section 265 of the 
Armed Forces Reserve Act of 1952, 66 Stat. 481, as amended by 70 
Stat. 517, received by members of a reserve component are includible 
in the gross income of the recipients and are subject to the withholding 
of income tax under section 8402 of the Internal Revenue Code of 
1954. 

Noncash remuneration paid to retail commission salesmen. See Rev. 
Rul. 57 — 18, page 854. 

Payments made by employers directly to their employees for the 
purchase of individual hospitalization and surgical insurance. See 
Rev. Rul. 57 — 88, page 808. 

Amounts received as a reimbursement for contributions paid to a 
union negotiated qualified pension plan. See Rev. Rul. 57 — 104, 
page 166. 

Payments made to a church organization for services performed by 
its volunteer unpaid workers. See Rev. Rul. 57 — 185, page 807. 

Rental payments for the use of property which a city leases. See 
Rev. Rul. 57 — 261, page 262. 
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SECTION 68. — TAXA. BLE INCOME DEFINED 
Determination of the fraction limiting the credit for foreign taxes 

where alternative tax method is used. See Rev. Rul. 57 — 116, page 245. 

SECTION 71. — ALIMONY AND SEPA. RATE MAINTENANCE 
PAYMENTS 

(Also Section 215. ) Rev. Rul. 57 — 125 

Premiums paid by a husband on his life insurance policies, of 
ivhich the wife is to remain the first beneficiary in accordance with a 
property settle~e~t agreement which becanie a part of the divorce 
decree, are not periodic payments within the meaning of section 71 
and section 215 of the Internal Revenue Code of 1954. 

Advice has been requested whether payments covering life insur- 
ance premiums made by a husband on policies insuring his life, pur- 
suant to a property settlement agreement which became a part of the 
divorce decree, qualify a, s alimony payments under section 71 and 
section 215 of the Internal Revenue Code of 1954. 

In the instant case, the property settlement agreement provided 
that the particular policies described therein would be continued in 
full force and efFect by the husband and that he would pay all pre- 
miums on such insurance, keep them in good standing, would not make 
any loans against them, ~and ~ould not change the beneficiaries, that 
is, that the wife ivould remain the first beneficiary and his two 
children alternate beneficiaries. 

The decree granting the divorce provided that the property settle- 
ment would be made a, part of and incorporated in the decree of divorce 
and the parties should conform to the agreement as though all the 
terms were set forth in the decree, thus stipulating that the wife 
should remain as first beneficiary in all the insurance policies described 
in the agreement. 

The husband made no formal assignment but believed the divorce 
decree and property settlement divested him of any control of, benefit, 
from, or interest in the policies and placed all such incidents in his 
former wife in the form of alimony. 

Section 71(a) (1) of the Code provides, in part, as follows: 
* * * If a wife is divorced or legally separated from her husband under 

a decree of divorce or of separate maintenance, the wife's gross income 
includes periodic payments (whether or not made at regular intervals) 
received after such decree in discharge of (or attributable to property trans- 
ferred, in trust or otherwise, in discharge of) a legal obligation ivhich, be- 
cause of the marital or family relationship, is imposed on or incurred by the 
husband under the decree or under a written instrument incident to such 
divorce or separation, 

Section 215 of the Code makes the following provision: 
* * * In the case of a husband described in section 71, there shall be allowed 

a a deduction amounts includible under section 71 in the gross income of his 
wife, payment of which is made within the husband's taxable vear. " ". 

I. T. 4001, C. B. 1050 — 1, 27, states, in part, that premiums paid by a 
husband on life insurance policies absolutely assigned to his former 
wife and with respect to which she is the irrevocable beneficiary are 
includible in the gross income of the wife under section 22(k) of the 



h 7l l 28 

Internal Revenue Code of 1989 and deductible by the husband under 
section 28(u) of that Code. Premiums paid by the husband on the life 
insurance policies not assigned to the wife and with respect to which 
she is only the contingent beneficiary are neither includible in the gross 
income of the wife nor deductible by the husband. This position is 
equally applicable to sections 71(a) (1) and 215 of the Internal Revenue 
Code of 1954 since they are the counterparts of sections 22(k) and 
28 (u), respectively, of the 1989 Code. 

In the instant case the husband did not assign the policies in such a 
manner as to divest himself of their ownership and control. The 
court decree merely directed him to continue them in full force and 
effect, to continue his wife as the first beneficiary, to pay all premiums 
and keep the policies in good standing and not to make loans against 
them. The effect of these provisions is not to divest him of any control 
thereof, since any act contrary to the court's direction which the tax- 
payer could take with respect to the policies would have to be recog- 
nized by the insurer in accordance with the contract. The only 
restraint would be the risk of punitive action by the court against the 
husband for disobedience of its decree. 

Since the taxpayer is still the owner of the policies the premiums 
are not periodic payments of alimony which are includible in the gross 
income of his divorced wife, Neither are such payments deductible 
by him. 

Accordingly, it is held that payments covering life insurance pre- 
miums made by a taxpaver for the benefit of his divorced wife, on 
policies not assigned to lier, pursuant to a property settlement whicli 
became a part of the divorce decree, are not periodic payments within 
the meaning of section 71 and section 215 of the Internal Revenue Code 
of 1954. 

Amounts paid to a wife for her maintenance and support pursuant 
to a State court decree awarding alimony pendente lite, which decree 
was subsequent to a Mexican decree. See Rev. Rul. 57 — 118, page 106. 

SECTION 72. — ANNUITIES; CERTAIN PROCEEDS OF 
ENDOWMENT AND LIFE INSURANCE CONTRACTS 

26 CFR 1. 72 — 8: Efi'ect of certain employer 
contributions with respect to premiums 
or other consideration paid or contri- 
buted by an employee. 

Rev. Rul. 57 — 75 

In determining the consideration paid for annuities by employees 
of states and their political subdivisions whose salaries were not, 
subject to Federal income taxes prior to 1030, the amounts con- 
tributed by the employer to be included, pursuant to section I" (f) of 
the Internal Revenue Code of 1054, where the employer's contribu- 
tions prior to 1089 were used to purchase individual contracts for 
specified employees, or were allocated among specified employees 
under a group contract, or were allocated among specified employees 
in a self-insured fund, are the amounts so allocated to each indi- 
vidual employee. Where the employer's contributions prior to 1000 
were not allocated for the benefit of specified employees at the time 



the contributions were made, an estimated allocation among indi- 
vidual employees may be made for the purpose of applying section 
72(f) of the Code, provided the method used for making the esti- 
mated allocation is reasonable and consistent with the circumstances 
and the provisions of the plan under which such contributio~s were 
made. 

[k 72 

A. dvice has been requested whether, under an employees' pension 
plan of a state or political subdivision thereof, where the amounts 
contributed by the employer during the years prior to 1939 were not 
allocated for the benefit of specified employees, a» estimated allocation 
among individual employees may be made for the purpose of applying 
section 72(f) of the Internal Revenue Code of 1954. 

Section 72 of the Code provides for the taxation of amounts re- 
ceived as annuities under annuity contracts under two methods which 
exclude from gross income amounts received which are considered 
to be a return of the investment in the contract, as defined in section 
72(c) (1). Subsection (d) of section 72 provides that where part of 
the consideration paid for the contract is contributed by the employer 
and the aggregate amount receivable by the employee during the three- 
year period beginning with the date of. the first payment is equal to 
or greater than the consideration for the contract contributed by the 
employee, then all amounts received shall be excluded from gross 
income until there has been excluded an amount equal to the considera- 
tion for the contract contributed by the employee; thereafter, all 
amounts so received shall be included in gross income. Where that 
portion of the consideration for the contract which is contributed by 
the employee is not recoverable within the first three years, commenc- 
ing with the first date of payment, subsection (b) of section 72 pro- 
vides an exclusion ratio whereby an amount which bears the same ratio 
to the amount received as the employee's investment in the contract 
bears to the expected return under the contract, shall be excluded 
from gross income. 

Section 72(f) of the Code provides that, for the purposes of deter- 
mining the consideration contributed by an employee for an annuity, 
amounts contributed by the employer shall be included to the extent 
that (1) such amounts were includible in the gross income of the 
employee, or (2) if such amounts had been paid directly to the em- 
ployee at the time they were contributed, they would not have been 
includible in the gross income of the employee under the low applica- 
ble at the time of such contribution. See section 1. 72 — 8 of the Income 
Tax Regulations. 

Under the Federal income tax laws in efFect for the years 1913 
through 1938, compensation of oKcers and employees of a state or 
political subdivision thereof engaged in the exercise of essential gov- 
ernmental functions, including public school teachers, was, in general, 
excluded from gross income unless paid directly or indirectly by the 
United States or an agency or instrumentality thereof. See T. D. 5214, 
C. B. 1943, 1188. Employer contributions paid into a pension plan 
during such years, which would have been so excludable had they 
been paid directly to the employees, may be treated as consideration 
paid by the employees under section 72(f). See Rev. Rul. 56 — 82, C. B. 
1956 — 1, 59. 
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Where there is available a record of the amount of employer con- 
tributions actually allocated to individual employees at the time such 
contributions were paid, such entries should be used in determining 
the amount of the section 72(f) (2) consideration. Where there is 
no record of the actual allocation of employer contributions paid, or 
where such amount is not readily ascertainable from the records main- 
tained during the pre-1989 period, an estimated allocation may be 
made using a method reasonable and consistent with the provisions 
of the plan in effect at the time the employer's contributions were paid 
in respect of each participant, as well as the circumstances under which 
such employer contributions were required to be used to meet the cost 
of the current benefits payable at that time. In making such an esti- 
mated allocation, the general principles in the two following para- 
graphs should be observed. 

If there was any unfunded liability under the plan as at January 
1, 1989, it cannot properly be assumed that the employer's full share 
of the cost of benefits accrued prior to 1989 was actually contributed 
prior to 1989. Furthermore, if the respective employer's contribu- 
tions were paid into the retirement fund over a period of years, it can- 
not reasonably be assumed that the funds to meet the entire cost of 
the benefits accrued before 1989 were contributed by the employer 
in a lump sum immediately before January 1, 1939. Instead, it must 
be assumed that contributions were made in such amounts and at such 
times as will be reasonably consistent with the actual method of fund- 
ing used during the specified period the employee actually performed 
services prior to 1989 in an essential government function. 

Since section 72(f) (2) refers only to actual employer contributions 
which would not have been income to the employee if paid to him at 
the time the contributions were paid into the fund, it is necessary that 
the method used to estimate each employer's contributions for the bene- 
fiit of any individual over a period of years eliminate any interest or 
subsequent forfeitures and increment on the trust assets which may 
have been used to provide his benefit. The amounts estimated to have 
been contributed by the employer for benefits accrued prior to 1989 
should be consistent with the assumptions (interest, mortality, etc. ) 
used for valuation purposes for the years prior to 1989, rather than 
those used in valuation at the time of retirement occuring subsequent 
to such period, since the employer's actual contributions presumably 
would have been determined on the former actuarial basis. Similarly, 
the amounts should be calculated with reference to the anticipated 
retirement benefit used in the last valuation of the plan before 1989, 
if that benefit was substantially difFerent from the benefit actually 
paid at retirement. Furthermore, section 72(f) (2) consideration shall 
not include employer contributions, or that portion of an estimated 
allocation of any such contribution, where the participant at the time 
the contribution was actually paid, or deemed to have been paid, was 
not an employee performing services for the employer in connection 
with an essential governmental function. See Mim. 8888, C. B. 1988 — 1, 
181. 

Although the Internal Revenue Service does not assume responsi- 
bility for proposing metliods of allocating employer contributions 
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in particular plans, because the provisions of such plans and the cir- 
cumstances of contributions vary widely, an adaptation or refinement 
of the following procerlure may produce reasonable and acceptable 
results in determining the consideration paid by an employee for an 
annuity where, as in the instant case, contributions of the employer 
were made prior to 1989 but were not then allocated. for the benefit 
of the specified employees: 

(a) determine the total contributions of the political sub- 
division, with respect to current service costs, in each year prior 
to 1989 for which any living retired employee had service credited 
under the plan, expressed as a percentage of total compensation 
considered. under the plan for all covered employees in the par- 
ticular year; 

(b) apply such percentage to the covered compensation in 
each respective year for each employee then covered under the 
plan for whom a determination must be made, to determine the 
employer contributions paid in each such year on behalf of each 
such employee for current service; 

(c) aggregate the annual amounts so determined for each 
employee for whom a determination must be made; and 

(d) if the political subdivision made any additional contribu- 
tions before 1989, such as with respect to original prior service 
under the plan, and if any living retired employee had credited 
service to which such additional contributions were applicable, 
a portion of such additional contributions should also be allocated 
to each such employee, taking account, in some reasonable manner, 
of the actual prior service credits of each such employee as com- 
pared to those of the whole group for which such contributions 
were made. 

The sum of the amounts determined in (c) and (d), if any, and the 
amount contributed by the employee himself would constitute the 
retired employee's consideration paid for the annuity under section 
72 of the Code. 

Accordingly, it is held that, in determining the consideration paid 
for annuities by employees of states and their political subdivisions 
whose salaries were not subject to Federal income taxes prior to 1989, 
the amounts contributed by the employer to be included, pursuant to 
section 72 (f) of the Code, where the employer's contributions prior to 
1939 were used to purchase individual contracts for specified em- 
ployees, or were allocated among specified employees under a group 
contract, or were allocated among specified employees in a self-insured 
fund, are the amounts so allocated to each individual employee. 
)%here the employer's contributions prior to 1989 were not allocated 
for the benefit of specified employees at the time the contributions were 
made, an estimated allocation among individual employees may be 
made for the purpose of applying section 72(f) of the Code, provided 
the method used for making the estimated allocation is reasonable 
and consistent with the circumstances and the provisions of the plan 
under which such contributions were made. 
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26 CFR 1. 72 — 9: Tables. T. D. 6233 

TITLE as — INTERNAL REVENUE, lo54. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INcoME TAx; TAxABLE YEARs BEGINNING AFTER DEcEMBER SL 1955 

Regulations under section 72 of the Internal Revenue Code of 
1054 amended. 

DEPARTMENT OI' THE TREASURY& 
Orricr; OF COMMISSIONER OF INTERNAL REVENUE& 

Washington K) D. C. 
To Officers and Ernp/oyees of the Interna/Eevenue Service and Others 

Concerned: 
In order to correct clerical errors in the Income Tax Regulations 

issued under section 72 of the Internal Revenue Code of 1954 (T. D. 
6211, 21 F. R. 8856) [C. B. 1956 — 2, 29], section 1. 72 — 9 is amended 
as follows: 

PARACRAPH 1. In the sixth division of Table II, the expected return 
multiple of 48. 8 which appears in the tenth column opposite male, age 
29 and female, age 34) is amended to read 48. 7. 

PAR. 2. In the seventh division of Table II, the expected return 
multiple of 56. 5 which appears in the second column opposite male, 
age 26 and female, age 31, is amended to read 46. 5. 

PAR. 8. In the fourth division of Table IIA, the expected return 
multiple of 26. 6 which appears in the first column opposite male, age 
29 and female, age 34) is amended to read 28. 6. 

PAR. 4. In the tenth division of Table IIA, the expected return 
multiple of 12. 0 which appears in the fourth column opposite male, 
age 57 and female, age 62, is amended to read 12. 1. 

PAR. 5. In the fourth division of Table III, the percent value of 9 
which appears in the second column opposite male, age 51 and female, 
age 56, is amended to read 10. 

Beca~use this Treasury Decision merely corrects clerical errors made 
in the regulations issued under section 72 of the Internal Revenue Code 
o f 1954) it is f ound that it is unnecessary to issue this Treasury Decision 
with notice and public procedure thereon under section 4(a) of the 
Administrative Procedure Act) approved June 11, 1946, or subject to 
the eRective date limitation of section 4(c) of said act. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A. Stat. 917; 
26 U. S. C. 7805) . ) 

RUSSELL C. HARRINGTON) 
Cornrnissioner of Intermil Revenue 

Approved May 9, 1957. 
DAN THROOP SMITH& 

Deputy to the Secretary. 
(Filed by the Division of the Federal Register on May 14, 1957, 8: 45 a. m. and 
published in the issue of the Federal Register for May 15, 1957, 22 F. R. 8416. ) 



SECTION 74. — I RIZES AND AWARDS 
26 CFR 1. 74 — 1: Prizes and awards. Rev. Rul. 57 — 19 

An award to be presented each year for a five-year period to an 
outstanding teacher of a college was established by a charitable 
foundation. The award is not in payment of any particular service 
which the teacher rendered to the college but is based upon a period 
of over-all past service to the academic work of the college (i. e. , 
it is not conditioned on any future service thereto), The selection 
of the recipient. of the award is made by a committee composed of 
students, alumni, and adniinistrative officials of the college from a 
group of faculty names suggested by the senior class and alumni. 
None of the suggested persons know that they are being considered 
and none has done any special work specifically designed to win the 
award. Held, the teacher award made in accordance with the estab- 
lished plan constitutes an award made primarily in recognition of 
educational achievement and is excludable from the gross income of 
the recipient as provided by section 74(b) of the Internal Revenue 
Code of 1954. 

Rev. Rul. 57 — 67 
The required filing of a v ritten form and the appearance for a 

personal interview by a student selected for an award in reco nition 
of his past academic and citizenship achievements, for the purpose 
of determining the recipients of final awards, do not constitute 
participation in a contest or proceeding within the meaning of sec- 
tion 74(b) of the Internal Revenue Code of 1954. The award is 
excludable from gross income. 

Advice has been requested whether the required filing of a written 
form and the appearance for a personal interview, by a student se- 
lected for an award in recognition of his past academic and citizenship 
achievements, constitute participation in a contest or proceeding 
within the meaning of section 74(b) of the Internal Revenue Code of 
1954 and whether the award is includible in gross income. 

A corporation makes awards of certificates, trophies, and cash to 
high school students in a given area for the purpose of encouraging 
them in their academic and citizenship training, The awards are 
given primarily in recognition of the students' past achievements in 
scholastic and citizenship fields. Based on certain judging standa, rds, 
the faculty of each high school selects a certain number of certificate 
winners from its student body. They also select a lesser number of 
trophy winners, who will be judged with winners from other schools 
for possible cash awards. The students themselves do not apply for 
consideration for the awards or participate in any function other 
than their usual student and youth activities. The students selected 
by the high school faculty as trophy winners are required to fill out a 
form to be used by the area judging group for determining the pos- 
sible recipients of cash awards. These trophy winning students are 
also required to appear for interviews before the area judging group 
so that some appraisal may be made of their character, person~ality, 
cooperation in group discussion, and soundness and logic of thought. 

Under the provisions of section 74 of the Code, gross income includes 
amounts received as prizes and awards, unless such prizes or awards 
are excludable from gross income under subsection (b). Subsection 



(b) excludes from gross income those prizes and awards which are 
made primarily in recognition of religious, charitable, scientific) edu- 
cational, artistic, literary or civic achievements, but only if (1) the 
recipient was selected without any action on his part to enter the 
contest or proceeding, and (2) the recipient is not required to render 
substantial future services as a condition to receiving the prize or 
award. 

The students, who were first awarded certificates and then trophies, 
with no action on their part to enter a contest or proceeding, may 
possibly win a cash award for the same prior achievements. The fact 
that the determination of the recipients of the final, or cash, awards 
is partially based on personal interviews and. written forms does not 
result in the awards being taxable to the recipients by reason of a 
participation in a contest or proceeding. The appearances for per- 
sonal interviews and the filing of written forms are not for the purpose 
of entering the con(, est or proceeding. 

Accordingly, it is held that the required filing of a written form 
and the appearance for a personal interview by a student selected for 
an award in recognition of his past academic and citizenship achieve- 
ments, for the purpose of determining the recipients of final awards, 
do not constitute the participation in a contest or proceeding within 
the meaning of section 74 (b) of the Internal Revenue Code of 1954. 
Tlie award is excludable from gross income. 

PART III. — ITEMS SPECIFICALLY EXCLUDED FROM GROSS INCOME 

SECTION 102. — GIFTS AND INHERITANCES 

26 CFR 1. 102. Statutory provisions; gifts and T. D. 6220 ' 
inheritances. 

(Also Sections ]03, 109, 110, 111, 112, 113, 114, 
115, 118) 119, 120) 1. 103, 1. 109, 1. 110, 1. 111, 
1. 112, 1. 113, 1. 114) 1. 115) 1. 118, 1. 119, 1. 120. ) 

TITLE 26 — INTERNAL RLrVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 91, 1959 

Regulations under sections 102, 108, 109, 110, 111, 112, 118, 114, 115, 
118, 119, 120, and 121 of the Internal Revenue Code of 1954, as 
amended by section 501 (t), Public Law 881 (84th Cong. ). 

DEPARTMENT OF THE TREASURY' 
OrrIGE OF COMMISSIONER OI' INTERNAL REVENUE) 

Washington 85, D. C. 
To Officers and Employees of the Internal Ref)enue 8ervJt'ce and Others 

Concerned: 
On . June 26, 1956, a notice of proposed rulemaking regarding the 

regulations for taxable years beginning after December 31, 1953) and 
ending after August 16, 1954, under sections 102, 103) 109, 110, 111, 

' The publication of this Treasury Decision in 21 F. R. 10484, dated December 2S, 1956, contains (I) a series of instructions for modifying the notice of proposed rulemaking pub- 
lished in 21 F. R. 4629, dated June 26, 1956, and (2) the full context of the regulations 
with such modifications. As here published, the Treasury Decision refiecis the full con- 
text of such regulations, with modifications. The individual instructions have been 
omitted. 



112, 113, 114, 115, 118, 119, 120, and 121 of the Internal Revenue Code 
of 1954 was published in tile Federal Register (21 F. R. 4629). After 
consideration of all such relevant matter as was presented by interested 
persons regarding the rules proposed, the regulations as so published 
have been modified and are hereby adopted as set fort'h below: 

TABLE OF CONTEXTS 
Section 
1. 102 Statutory provision; gifts and inheritances. 
1. 102 — 1 Gifts and inheritances. 
1. 108 Statutory provisions; interest on certain governmental obligations. 
1. 108 — 1 Interests upon obligations of a State, Territory, etc. 
1. 108 — 2 Dividends from shares and stock of Federal agencies or instrumental- 

ities. 
1. 108 — 8 Interest upon notes secured by mortgages executed to Federal agencies 

or instrumentalities. 
1. 108-4 Interest upon United States obligations. 
1. 108 — 5 Tre-surv bond exemption in the case of trusts or partnerships. 
1. 106 — b Interest upon United States obligations in the case of nonresident 

aliens and foreign corporations, not engaged in business in the 
United States. 

1. 109 Statutory provisions; improvements by lessee on lessor's property. 
1. 109-1 Exclusion from gross income of lessor of real property of value of 

improvements erected by lessee, 
1. 110 Statutory provisions; income taxes paid by lessee corporation. 
1. 110 — 1 Income taxes paid by lessee corporation. 
1. 111 Statutory provisions; recovery of bad debts, prior taxes, and delinquent 

accounts. 
1. 111 — 1 Recovery of certain items previously deducted or credited. 
1. 112 Statutory provision; certain combat pay of members of the Armed 

Forces. 
1. 112 — 1 Compensation of members of the Armed Forces of the United States 

for service in a combat zone during an induction period, or for service 
while hospitalized as a result of such combat zone service. 

1. 118 Statutory provisions; mustering-out payments for members of the 
Armed Forces. 

1. 118 — 1 Mustering-out payments for members of the Armed Forces. 
1. 114 Statutory provisions; sports programs conducted for We American 

National Red Cross. 
1. 114-1 Proceeds from certain sports programs conducted for the benefit of the 

American National Red Cross. 
1. 115 Statutory provisions; income of States, municipalities, etc. 
1. 115 — 1 Bridges to be acquired by State or political subdivisions. 
1. 118 Statutory provisions; contributions to the capital of a corporation. 
1. 118 — 1 Contributions to the capital of a corporation. 
1. 119 Statutory provisions; meals or lodging furnished for the convenience 

of the employer. 
1, 119 — 1 Meals or lodging furnished for the convenience of the employer. 
1. 120 Statutory provisions; statutory subsistence allowance received by police. 
1. 120 — 1 Statutory subsistence allowance received by police. 
1. 121 Statutory provisions; cross-references to other Acts. 

Aursoarrx: g $ 1. 102 to 1. 108 — 6, incl. , 1. 109 to 1, 115 — 1, incl. , and 1, 118 to 1. 121, 
incl. , issued under sec. 7805, I. R. C. 954; 68A. Stat. 917; 26 U. S. C. 7805. 

$ 1. 102 STATUTORY' PROVISIONS; GIFTS AND INIIERITANCES. 

SEC. 102. GII'TS AND INHERITANCES. 

(a) GENERAr. RurF. . — Gross income does not include the value of prop- 
erty acquired by gift, bequest, device, or inheritance. 

(b) I~coME. — Subsection (a) shall not exclude from gross income— 
(I) The income from any property referred to in subsection 

(a); or 
(2) Where the gift, bequest, device, or inheritance is of income 

from property, the amount of such income. 
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irhere, under the terms of tl&c gift, bequest, devise, or inheritance, the 
payment, creditin" or clistril&ution thereof is to 1&e &nade at intervals, 
then, to the extent that it is paid or credited or to be distributed out of 
income from property, it shall be treated for purposes of para raph 
(2) as a ift, beiluest, devise, or inheritance of income from propertv. 
Any amount irrcluded in the moss income of a beneficiary under subchap- 
ter J shall be treated for purposes of para raph (2) as a gift, bequest, 
devise, or inheritance of income from property. 

$ 1 102 — 1 GirTs ANi& INiixRITANGE. — (a) General rule. — Property 
received as a gift, or received under a will or under statutes of descent 
and distribution, is not includible in gross income, although the in- 
come from such property is includible in gross income. An amount of 
principal paid under a marriage settlement is a gift. Ho~ever, see 
section 71 and the regulations thereunder for rules relating to alimony 
or allowances paid upon divorce or separation. Section 102 does not 
apply to prizes and awards (see section 74 and $ 1. 74 — 1) nor to scholar- 
ships and fellowship grants (see section 117 and the regulations there- 
under). 

(b) Income from gifts and inheritances. — The income from any 
property received as a gift, or under a will or statute of descent and 
distribution shall not be excluded from gross income under paragraph 
(a) of this section. 

(c) Gifts and inheritances of income. — If the gift, bequest, devise, 
or inheritance is of income from property, it shall not be excluded 
from gross income under paragraph (a) of this section. Section 102 
provides a special rule for the treatment of certain gifts, bequests, 
devises, or inherit. ances which by their terms are to be paid, credited, or 
distributed at intervals. Except as provided in section 663(a) (1) and 
paragraph (d) of this section, to the extent any such gift, bequest, 
devise, or inheritance is paid, credited, or to be distributed out of 
income from property, it shall be considered a gift, bequest, devise, or 
inheritance of income from property. Section 102 provides the same 
treatment for amounts of income from property which is paid, 
credited, or to be distributed under a gift or bequest whether the gift 
or bequest is in terms of a right to payments at intervals (regardless of 
income) or is in terms of a right to income. To the extent the amounts 
in either case are paid, credited, or to be distributed at intervals out 
of income, they are not to be excluded under section 102 from the tax- 
payer's gross income. 

(d) Effect of sul&chapter J. — Any amount required to be included in 
the gross income of a beneficiary under sections 652, 662, or 668 shall 
be treated for purposes of this section as a gift, bequest, devise, or 
inheritance of income from property. On the other hand, any amount 
excluded from the gross income of a beneficiary under section 
668(a) (1) shall be treated for purposes of this section as property 
ac uired by gift, bequest, devise, or inheritance. 

e) Income taxed to grantor or assignor. — Section 102 is not in- 
tended to tax a donee upon the same income which is ta, xed to the 
grantor of a trust or assignor of income under section 61 or sections 671 
through 677, inclusive. 

1. 103 STATUTORY PROVISIONS ) INTEREST ON CERTAIN GOVERN- 

MENTAL OBLIGATIONS. 



SEC. 108. INTEREST ON CERTAIN GOVERNMENTAL OBLIGA- 
TIONS. 

(a) GENERA i. Rui. E. — Gross incoine does not in«lude interest on— 
(1) The obligations of a State, a Territory, or a possession of the 

United States, or any political sub&iivision of anv of the foregoing, 
or of the District of Columbia; 

(2) The obligations of the United States; or 
(8) The obligations of a corporation organized under Act of 

Congress, if such corporation is an instrumentality of the United 
States and if under the respective Acts authorizing the issue of the 
obligations the interest, is wholly cxeinpt from the taxes imposed by 
this subtitle. 

(b) KxcEFrioiv. — Subsection (a) (2) shall not apply to interest on obli- 
gations of the Unite(i States issued after Septeniber 1, 1917 (other than 
postal savings certificates of deposit, to the extent they represent deposits 
made before 5larch 1, 1941), unless under the respective Acts authorizing 
the issuance thereof such interest is wholly exempt from the taxes im- 
posed by this subtitle. 

(c) CRoss REFEEENcEs. — For provisions relating to the taxable status 
of— 

(1) Bonds and certifica. tes of indebtedness authorized by the I irst 
Liberty Bond Act, see sections 1 and 6 of that Act (40 Stat. 85, 86; 
31 U. S. C. 746. 755); 

(2) Bonds issued to restore or maintain the gold reserve, see sec- 
tion 2 of the Act of March 14, 1900 (81 Stat. 46; 81 I. . S. C. 408); 

(8) Bonds, notes, certificates of indebtedness. and Treasury hills 
authorized by the Second Liberty Bond Act, see sections 4, 5 (b) and 
(d), 7, 18(b), and 22(d) of that Act, as amended (40 Stat. 290; 
46 Stat. 20, 775; 40 Stat. 291, 1810; 55 Stat. 8; 31 U. S. C. 752a, 
754, 747, 753, 757c); 

(4) Bonds, notes, and certificates of indebtedness of the United 
States and bonds of the War Finan«e Corporation owned by certain 
nonresidents, see section 8 of the Fourth Liberty Bond Act, as 
amended (40 Stat. 1311, 5 4; 81 U. S. C. 750); 

(5) Certificates of indebtedness issued after February 4, 1910, see 
section 2 of the Act of that date (86 Stat. 192; 81 U. S. C. 769); 

(6) Consols of 1980, see section 11 of the Act of March 14, 1900 (81 
Stat. 48; 81 U. S. C. 751); 

(7) Obligations and evidences of ownership issued by the United 
States or any of its agencies or instrumentalities on or after March 
28, 1942, see section 4 of the Public Debt Act of 1941, as aniended (c. 
147, 61 Stat. 180; 81 U. S. C. 742a); 

(8) Commodity Credit Corporation obligations, see section 5 of 
the Act of March 8, 1988 (52 Stat. 103; 10 U. S. C. 718a — 5); 

(9) Debtentures issued by Federal Housing Administrator, see 
sections 204(d) and 207(i) of the National Housing Act, as amended 
(52 Stat. 14, 20; 12 U. S. C. 1710, 1718): 

(10) Debentures issued to mortgagees by United States Maritime 
Commission, see section 1105 (c) of the Merchant Marine Act, 1936, 
as amended (52 Stat. 972: 46 U. S. C. 1275); 

(11) Federal Deposit Insurance Corporation obligations, see 
section 15 of the Federal Deposit Insurance Act (64 Stat. 890; 
12 U. S. C. 1820); 

(12) Federal Home Loan Bank obligations, see section 18 of the 
Federal Home Loan Bank Act, as amended (49 Stat. 295, g 8; 12 
U. S. C. 1488); 

(18) Federal savings and loan association loans, see section 5(h) 
of the IIome Owners' Loan Act of 1988, as amended (48 Stat. 188; 12 
U. S. C. 1464); 

(14) Federal Savings and Loan Insurance Corporation obliga- 
tions, see section 402 (e) of the National Housing Act (48 Stat. 1257; 
12 U. S. C. 1725); 

(15) IIome Owners' Loan Corporation bonds, see section 4(c) of 
t&e Home Owners' Loan Act of 1988, as amended (48 Stat. 644, c. 168; 
12 U. S. C. 1468); 

434787' — 58 — 4 
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(16) Obligations of Central Bank for Cooperatives, production 
credit corporations, production credit associations, and banks for 
cooperatives, see section 63 of the Farm Credit Act of 1988 (48 Stat. 
267; 12 U. S. C. 1188c); 

(17) Panama Canal bonds, see section 1 of the A. et of December 21, 
1904 (84 Stat. 5; 81 U. S. C. 748), section 8 of the Aet of June 28, 
1902 (82 Stat. 484; 81 U. S. C. 744), and section 89 of the Tariff Aet 
of 1909 (86 Stat. 117; 81 U. S. C. 745); 

(18) Philippine bonds, ete. , issued before the independence of the 
Philippines, see section 9 of the Philippine Independence Act (48 
Stat, 468; 48 U. S. C. 1239); 

(19) Postal savings bonds, see section 10 of the Act of June 25, 
1910 (36 Stat. 817; 89 U. S. C. 760); 

(20) Puerto Riean bonds, see section 8 of the Act of March 2, 1917, 
as amended (50 Stat. 844; 48 U. S. C. 745); 

(21) Treasury notes issued to retire national bank notes, see sec- 
tion 18 of the Federal Reserve Aet (88 Stat. 268; 12 U. S. C. 447); 

(22) United States Housing Authority obligations, see sections 
5(e) and 20(b) of the United States Housing Aet of 1987 (50 Stat. 
890, 898; 42 U. S. C. 1405, 1420); 

(28) Virgin Islands insular and municipal bonds, see section 1 of 
the Act of October 27, 1949 (68 Stat. 940; 48 U. S. C. 1408). 

$1. 108 — 1 INTEREsT UPQN OBLIGATIoNs oF A STATE) TERRITQRY) 
ETo. — Interest upon the obligations of a State, Territory, or a posses- 
sion of the United States, or any political subdivision thereof, or the 
District, of Columbia is not includible in gross income. Obligations 
issued by or on behalf of the State, Territory, or possession of the 
United States, or a duly organized political subdivision acting by 
constituted authorities empowered to issue such obligations, are the 
obligations of a State, Territory, or possession of the United States, 
or a political subdivision thereof. ('ertificates issued by a political 
subdivision for public improvements (such as sewers, sidewalks, 
streets, etc. ) which are evidence of special assessments against specific 
property, which assessments become a lien against such property and 
which the political subdivision is required to enforce, are, for pur- 
poses of this section, obligations of the political subdivision even 
though the obligations are to be satisfied out of special funds and not 
out of general funds or taxes. The term "political subdivision, " for 
purposes of this section, denotes any division of the State, Territory, 
or possession of the United States which is a municipal corporation, 
or to which has been delegated the right to exercise part of the sov- 
ereign power of the State, Territory, or possession of the United 
States. As thus defined, a political subdivision of a State, Territory, 
or possession of the United States may or may not, for purposes of 
this section, include special assessment districts so created, such as 
road. , water, sewer, gas, light, reclamation, drainage, irrigation, levee, 
school, harbor, port improvement, and similar districts and divisions 
of a State, Territory, or possession of the United States. 

$ 1. 108 — 9 DIVIDENDS FROM SHARES AND STOOK OF FEDERAL AGEN- 
OIEs QR INsTRUMENTALITIEs. — (a) I88ued before cVorch 88, 1Np. — (1) 
Section 96 of the Federal Farm Loan Act of July 17, 1916 (19 U. S. C. 
981), provides that Federal land banks and national farm-loan asso- 
ciations, including the capital and reserve or surplus therein and the 
income derived therefrom, shall be exempt from taxation, except taxes 
upon real estate. Section 7 of the Federal Reserve Act of December 
M, 1918 (19 U. S. C. 581), provides that Federal reserve banks, in- 
cluding the capital stock and surplus therein and the income derived 



therefrom, shall be exempt from taxation, except taxes upon real 
estate. Section 18 of the Federal EIome Loan Bank Act (12 U. S. C. 
1488) provides that the Federal Home Loan Bank including its fx an- 
chise, its capital, reserves, and surplus, its advances, ancl its income 
shall be exempt from all taxation, except taxes upon real estate. Sec- 
tion 5 (h) of the Home Owners' Loan Act of 1088 (12 U. S. C. 
1464(h) ) provides that shares of. Federal savings and loan associations 
shall, both as to their value and the income therefrom, be exempt from 
all ta~xation (except surtaxes, estate, inheritance, and gift taxes) im- 
posed by the United States. Under the above-mentioned provisions, 
income consisting of dividends on stock of Federal land banks, na- 
tional farm-loan associations, Federal home loan banks, and Federal 
reserve banks is not, in the case of stock issued before March 28, 1942, 
includible in gross income. Income consisting of dividends on share 
accounts of Federal savings and loan associations is includible in gross 
income but, in the case of shares issued before March 28, 1042, is not 
subject to the normal tax on income. For taxability of such income 
in the case of such stock or shares issued on or after March 28, 1942, 
see section 6 of the Public Debt Act of 1042 (81 U. S. C. 742a) and 
paragraph (b) of this section. For the time at which a stock or 
share is issued within the meaning of this section, see paragraph (b) 
of this section. 

(2) Regardless of the exemption from income tax of dividends paid 
on the stock of Federal reserve banks, dividends paid by member banks 
are treated like dividends of. ordinary corporations. 

(8) Dividends on the stock of the central bank for cooperatives, the 
roduction credit corporations, production credit associations, and 
anks for cooperatives, organized under the provisions of the Farm 

Credit Act of 1988, constitute income to the recipients, subject to both 
the normal tax and surtax (see section 68 of the Farm Credit Act of 
1088 (12 U, S. C. 1188c) ). 

(b) Issued on or a jtex cV arch 88, l9$8. — (1) By virtue of the provi- 
sions of section 6 of the Public Debt Act of 1942, the tax exemption 
provisions set forth in paragraph (a) of this section with respect to in- 
come consisting of dividends on stock of the Federal land banks, 
national farm-loan associations, and Federal reserve banks, or on 
share accounts of Federal savings and loan associations, are not ap- 
plicable in the case of dividends on such stock or shares issued on or 
after March 28, 1042. 

(2) For the purposes of this section, a stock or share is deemed to be 
issued at the time and to the extent that payment therefor is made to 
the agency or instrumentality. The date of issuance of the certificate 
or other evidence of ownership of such stock or share is not determina- 
tive if payment is made at an earlier or later date. Where old stock is 
retired in exchange for new stock of a different character or preference, 
the new stock shall be deemed to have been issued at the time of the 
exchange rather than when the old stock was paid for. These rules may 
be illustrated by the following examples: 

maniple (I). A, the owner of an investment share account, consist- 
ing of 10 shares, in a Federal savings and loan association, has a single 
certificate issued before March 28, 1942, evidencing such ownership. 
In order that A may dispose of half of such shares, the association at 
his request issues, after March 2, 1942, two 5-share certificates in substi- 
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tution for the 10-share certificate. The shares evidenced by the two 
new certificates are deemed to have been issued before March 28, 1942, 
the shares having been paid for before such date. 

Earp/e (8). The X Bank, a member of a Federal reserve bank, 
owns 50 shares of Federal reserve bank stock, evidenced by a single 
stock certificate issued before March 28, 1942. On December 81, 1942, 
the X Bank reduces the amount of its capital stock, as a result of which 
it is required to reduce the amount of its Federal reserve bank stock to 
40 shares. It surrenders the 50-share certificate to the Federal reserve 
bank and receives a new 40-share certificate. The 40 shares evidenced 
by such certificate are deemed to have been issued before March 28, 
1942. On December 81, 1948, the X Bank increases the amount of its 
capital stock, as a result of which it is required to purchase 10 addi- 
tional shares of the Federal reserve bank stock. The Federal reserve 
bank issues a 10-share certificate evidencing ownership of the new 
shares. Of the 50 shares then owned by the X Bank, 40 were issued 
prior to March 28, 1942, and 10 were issued after March 2, 1942. 

Encamp/e (8) . A, the owner of a savings share account in the amount 
of $100 in a Federal savings and loan association, has a passbook con- 
taining a certificate issued prior to March 28, 1942, evidencing such 
ownership. Subsequent to March 27, 1942, A deposits $10, 000 in the 
account. With respect to the $10, 000 deposit, the share is deemed to 
have been issued after March 27, 1942. 

1. 108 — 8 INTEREST UPON NOTES SECURED BY' MORTGAGES EXECUTED 
To FEDERAL AGENcIEs oR INsTRUMENTALITIEs. — Section 26 of the Fed- 
eral Farm Loan Act of July 17, 1916 (12 U. S. C. 981), and section 210 
of such act, as added by section 2 of the act of March 4, 1928 (12 U. S. C. 
1111), provide that first mortgages executed to Federal land banks, 
joint-stock land banks, or Federal intermediate credit banks, and the 
mcome derived therefrom, shall be exempt from taxation. According- 
ly, income consisting of interest on promissory notes held by such banks 
and secured by such first mortgages is not subject to the income tax. 

5 1. 103-4 INTEREsT UPGN UNITED STATEs OBLIGATIDNs. — (a) I88Med 
be jove cVarch 1, 1@1. — (1) Interest upon obligations of the United 
States issued on or before September 1, 1917, is exempt from tax. In 
the case of obligations issued by the United States after September 1, 
1917, and in the case of obligations of a corporation organized under 
Act of Congress, if such corporation is an instrumentality of the United 
States, the interest is exempt from tax only if and to the extent pro- 
vided in the acts authorizing the issue thereof, as amended and sup- 
plemented. 

(2) Interest on Treasury bonds issued before March 1, 1941, is 
exempt from Federal income taxes except surtaxes imposed upon the 
income or profits of individuals, associations, or corporations. How- 
ever, interest on an aggregate of not exceeding $5, 000 principal amount 
of such bonds is also exempt from surtaxes. Interest in excess of the 
interest on an aggregate of not exceeding $5, 000 principal amount of 
such bonds is subject to surtax and must be included in gross income. 

(3) Interest credited to postal savings accounts upon moneys de- 
osited before March 1, 1941, in postal savings banks is wholly exempt 
rom income tax. 



(b) Issued on or after 3Iaxch 1, 10/1. — (1) Under thc provisions of 
sections 4 and 5 of the Public Debt Act of 1941, interest upon obliga- 
tions issued on or after March 1, 1941, by the United States, or any 
agency or instrumentality thereof, shall not have any exemption, as 
such, from Federal income tax except in respect of. any such obligations 
which the Federal Maritime Board and Maritime Administration 
(formerly United States Maritime Commission) or the Federal IIous- 
ing A. dministration has, before March 1, 1041, contracted to issue at a 
future date. The interest on such obligations so contracted to be issued 
shall bear such tax-exemption privile&«es as were at the time of such 
contract provided in the law authorizing their issuance. For the 
purposes hereof, under section 4 (a) of the Public Debt Act of 1941, 
a Territory and a possession of the United States (or any political 
subdivisions thereof), and the District of Columbia, and any agency or 
instrumentality of any one or more of the foregoing, shall not be con- 
sidered as an agency or instrumentality of the United States. 

(o) In the case of. obligations issued as the result of a refunding 
operation, as, for example, where a corporation exchanges bonds for 
previously issued bonds, the refunding obligations are deemed, for the 
purposes of this section, to have been issued at the time of the exchange 
rather than at the time the original bonds were issued. 

1. 108 — 5 TREASURY BOND EXEMPTION IN THE GASE OF TRUSTS OR 

PARTNERSHIPS. — (a) When the income of a trust is taxable to bene- 
ficiaries, as in the ease of a trust the income of which is to be distributed 
to the beneficiaries currently, each beneficiary is entitled to exemption 
as if he owned directly a proportionate part of the Treasury bonds 
held in trust. 9 hen, on the other hand, income is taxable to the trustee, 
as in the case of a trust the income of which is accumulated for the 
benefit of unborn or unascertained persons, the trust, as the owner of 
the bonds held in trust, is entitled to the exemption on account of such 
ownership. In general, see sections 6M(b) and 662 (b) and the 
regulations thereunder. 

(b) As the income of. a partnership is taxable to the individual 
partners, each partner is entitled to exemption as if he owned directly 
a proportionate part of the bonds held by the partnership. For rules 
relating to partially tax-exempt interest see section 702 (a) (7) and the 
regulations thereunder. 

$ 1. 108 — 6 INTEREST UPON UNITED STATES OBLIGATIONS IN THE 
CASE OF NONRESIDENT ALIENS AND FOREIGN CORPORATIONS, NOT EN- 
GAGED IN BUsINEss IN THE UNITED STATEs. — By virtue of section 4 of 
tlie Victory I iberty Loan Act of March 8, 1919 (81 U. S. C. 750), 
amending section 3 of the Fourth Liberty Bond Act of July 9, 1018 
(81 U. S. C. 750), the interest received on and after March 8, 1010, on 
bonds. notes, and certificates of indebtedness of the United States 
while beneficially owned by a nonresident alien individual, or a foreign 
corporation, partnership, or association, if such individual, corpora- 
tion, partnership, or association is not engaged in business in the 
United States, is exempt from income taxes. 5uch exemption applies 
only to such bonds, notes, or certificates as have been issued before 
March 1, 1041. Interest derived by a nonresident alien individual, or 
by a, foreign corporation, partnership. or association on such bonds, 
notes, or certificates issued on or after %larch 1, 1941, is subject to tax 
as in the case of taxpayers generally as provided in $ 1. 103 — 4 (b). 
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1. 109 STATUTORY PROVISIONS) IMPROVEMENTS BY LESSEE ON LES- 
SOR S PROPERTY. 

SEC. 109. IMPROVEMENTS BY LESSEE ON LESSOR'S PROPERTY. 
Gross income does not include income (other than rent) derived by a 

lessor of real property on the termination of a lease, representing the 
value of such property attributable to buildings erected or other im- 
provements made by the lessee. 

$ 1. 109 — 1 EXCLUSION FROM GROSS INCOME OF LESSOR OF REAL PROP- 
FRTY QF VALvE oF IMI'RovEMENTs EREGTED BY LEssrr. . — (a) Income 
derived by a lessor of real property upon the termination, through 
forfeiture or otherwise, of the lease of such property and attributable 
to buildings erected or other improvements made by the lessee upon 
the leased property is excluded from gross income. However, where 
the facts disclose that such buildings or improvements represent in 
whole or in part a liquidation in kind of lease rentals, the exclusion 
from gross inccme shall not apply to the extent that such buildings 
or improvements represent such liquidation. The exclusion applies 
only with respect to the income realized by the lessor upon the ter- 
mination of the lease and has no application to income, if any, in the 
form of rent„which may be derived by a lessor during the period of 
the lease and attributable to buildings erected or other improvements 
made by the lessee. It has no apphcation to income which may be 
realized by the lessor upon the termination of the lease but not at- 
tributable to the value of such buildings or improvements. Neither 
does it apply to income derived by the lessor subsequent to the ter- 
mination of the lease incident to the ownership of such buildings or 
improvements. 

(b) The provisions of this section may be illustrated by the fol- 
] owing example: 

Example. The A Corporation leased in 1945 for a period of 50 
years unimproved real property to the 8 Corporation under a lease 
providing that the 8 Corporation erect on the leased premises an 
OSce building costing $500, 000, in addition to paying the A Corpo- 
ration a lease rental of $10, 000 per annum beginning on the date of 
completion of the improvements, the sum of $100, 000 being placed 
in escrow for the payment of the rental. The building was completed 
on January 1, 1950. The lease provided that all improvements made 
by the lessee on the leased property would become the absolute prop- 
erty of the A Corporation on the termination of the lease by forfeiture 
or otherwise and that the lessor would become entitled on such ter- 
mination to the remainder of the sum, if any, remaining in the escrow 
fund. The 8 Corporation forfeited its lease on January 1, 1955, 
when the improvements had a value of $100, 000. Under the provisions 
of section 109, the $100, 000 is excluded from gross income. The 
amount of $50, 000 representing the remainder in tbe escrow fund 
is forfeited to the A Corporation and is included in the gross income 
of that taxpayer. As to the basis of the property in the hands of the 
A Corporation. , see $ 1. 1019 — 1. 

$ 1. 110 STATUTCRY PRovIsIoN: INcoME TAxEs PAID BY LEssEE 
CORPORATION . 

SEC. 110. INCOME TAXES PAID BY LESSEE CORPORATION. If— 
(1) A lease was entered into before January 1, 1954, 
(2) Both lessee and lessor are corporations, and 



(S) Under the lease, the lessee is obligated to pay, or to reimburse 
the lessor for, any part of the tax imposed by this subtitle on the 
lessor with respect to the rentals derived by the lessor from the 
lesse, 

then gross income of the lessor does not include such payment or re- 
imbursement, and no deduction for such payment or reimbursement 
shall be ano~red to the lessee. For purposes of the preceding sentence, 
a lease shall be considered to have been entered into before January 1, 
1954, if it is a, renevval or continu Ince of a lease entered into before such 
date and if such renewal or continuance was made in accordance with 
an option contained in the lease on December 31, 1953, 

$ 1. 110 — 1 INcoME TAxEs PAID RY LKssKE CURPCRATIUN. — (a) If a 
lease was entered into before January 1, 1054, if both lessee and lessor 
are corporations, and if, under the lease, the lessee is obligated to pay, 
or to reimburse the lessor for, any portion of the tax imposed by sub- 
title A of the Internal Revenue Code of 1054 upon the lessor with 
respect to the rentals derived by the lessor from such lease, such pay- 
ment or reimbursement of t. ax shall be excluded from gross income 
of the lessor and no deduction therefor shall be allowed to the lessee. 
For purposes of this section, a renewal or continuance after December 
81, 1958, of a lease entered into before January 1, 1954, shall be con- 
sidered a lease entered into before January 1, 1954, if such renewal or 
continuance is nrade in accordance with an option contained in the 
original lease on December 81, 1958, or in accordance with an option 
contained (on December 81, 1958) in an instrument by which the 
original lease iras renewed or continued. Thus, assume that a corpo- 
ration lessor and a corporation lessee enter into a lease on January 1, 
1047. The lease expires on December 81, 1958, but may be renewed 
for two years at the option of the lessee. On December 81, 1958, the 
lessee exercises his option, and the parties further agree, in writing, 
that the terms of the lease may be extended for an additional two 
years at the lessee's option. On December 81, 1955, the lessee exercises 
his option. The renewal period covering 1954 and 1955 are controlled 
by the provisions of section 110. Similarly, section 110 is applicable 
to the second two-year period to which the lease has been extended. 
However, section 110 would not be applicable to any further extension 
of the terms of the lease, since such further extension would not, be 
made pursuant to an option existing on December 81, 1058. 

(b) In the case of a lease to which the provisions of section 110 
are not applicable, any amounts paid or reimbursed by the lessee cor- 
poration with respect to taxes imposed by subtitle A of' the Internal 
Revenue Code of 1954 upon the lessor corporation for rentals derived 
by the lessor corporation under such lease shall be included in the 
gross income of the lessor corporation and shall, if otherwise allow- 
able, be allowed as a deduction to the lessee corporation. 

$ 1. 111 STATUTORY PROVISIONS; RECOVERY OP HAD DEBTS) PRIOR 

TAXES, AND DEI INQUKNCY AMOUNTS. 

SEC. 111. RECOVERY OF BAD DEBTS, PRIOR TAXES, AND DE- 
LINQUENCY AMOUNTS. 

(a) GENERAL RULE. — Gross income does not include income at- 
tributable to the recovery during the taxable year of a bad debt, prior 
tax, or delinquency amount, to the extent of the amount of the recovery 
exclusion with respect to such debt, tax, or amount. 



(b) DEFINIrroNS. — Kor purposes of subsection (a)— 
(1) BAU DERr. — The term "bad debt" means a debt on account 

of the worthlessness or partial worthlessness of which a deduction 
was allowed for a prior taxable year. 

(2) PRIoR TAx. — The term "prior tax" means a tax on account 
of which a deduction or credit was allowed for a prior taxable year. 

(8) DELINQUENT AMQUNT. — The term "delinquency amount" 
means an amount paid or accrued on account of which a deduction 
or credit was allowed for a prior taxable year and which is attributa- 
ble to failure to file return with respect to a tax, or pay a tax, within 
the time required by the law under which the tax is imposed, or 
to failure to file return with respect to a tax or pay a tax. 

(4) REcovERY ExcLU8IoN. — The term "recovery exclusion", with 
respect to a bad debt, prior tax, or delinquency amount, means the 
amount, determined in accordance with regulations prescribed by 
the Secretary or his delegate, of the deductions or credits allowed, 
on account of such bad debt, prior tax, or delinquency amount, which 
did not result in a reduction of the taxpayer's tax under this sub- 
title (not including the accumulated earnings tax imposed by section 
591 or the tax on personal holding companies imposed by section 
541) or corresponding provisions of prior income tax laws (other 
than subchapter K of chapter 2 of the Internal Revenue Code of 
1989, relating to World War II excess profits tax), reduced. by the 
amount excludable in previous taxable years with respect to such 
debt, tax, or amount under this section. 

(C) SPECIAL RULES FOR ACCUMULATED EARNINGS TAX AND FOR PER- 
soNAI. HOLOING CoMPANF TAx. — In applying subsections (a) and (b) 
for the purpose of determining the accumulated earnings tax under sec- 
tion 581 or the tax under section 541 (relating to personal holding com- 
panies)— 

(1) A recovery exclusion allowed for purposes of this subtitle 
(other than section 581 or section 541) shall be allowed whether 
or not the bad debt, prior tax, or delinquency amount resulted in a 
reduction of the tax under section 581 or the tax under section 541 
for the prior taxable year; and 

(2) Where a bad debt, prior tax, or delinquency amount was not 
allowable as a deduction or credit for the prior taxable year for 
purposes of this subtitle other than of section 581 or section 541 
but was allowable for the same taxable year under section 581 
or Section 541, then a recovery exclusion shall be allowable if such 
bad debt, prior tax, or delinquency amount did not result in a reduc- 
tion of the tax under section 581 or the tax under section 541. 

$ 1. 111 — 1 RECOVER% OF CERTAIN ITEMS PREVIOUSLY' DEDUCTED OR 

CREDITEI&. — (a) Ceneral. — Section 111 provides that income attribut- 
able to the recovery during any taxable year of bad debts, prior taxes, 
and delinquency amounts shall be excluded from gross income to the ex- 
tent of the "recovery exclusion" with respect to such items. The rule of 
exclusion so prescribed by statute applies equally with respect to all 
other losses, expenditures, and accruals made the basis of deductions 
from gross income for prior taxable years, including war losses re- 
ferred to in section 127 of the Internal Revenue Code of 1M9, but not 
including deductions with respect to depreciation, depletion, amortiza- 
tion, or amortizable bond premiums. The term "recovery exclusion" 
as used in this section means an amount equal to the portion of the 
bad debts, prior taxes, and delinquency amounts (the items specifically 
referred to in section 111), and of all other items subject to the rule of 
exclusion which, when deducted or credited for a prior taxable year, 
did not result in a reduction. of any tax of the taxpayer under subtitle 
A (other than the accumulated earnings tax imposed by section 531 
or the personal holding company tax imposed by section 541) of the 



Internal Revenue Code of 1054 or coircsponcling provisions of prior 
income tax laws (other than the 8'orld AVar II. excess profits tax im- 
posed under subchapter L" of. chapter 2 of the Internal Revenue Cocle 
of 1030). 

(1) 8ection 111 items. — The term "section 111 items" as used in this 
section means bad debts, prior t;ixes, delinquency amounts, and all 
other items subject to the rule of exclusion, for which a cleduction 
or credit was allowed for a prior taxable year. If a bad debt was 
previously charged against a, reserve by a taxpayer on the reserve 
method of treating bad debts, it was not deducted, and it is therefore, 
not considered a section 111 item. Iliad debts, prior taxes, and de- 
linquency amounts are defined in section 111 (b) (1), (2), and (3), 
respectively. An example of a delinquency amount is interest on 
delinquent taxes. An example of the other itenis not expressly re- 
ferred to in section 111 but nevertheless subject to the rule of exclusion 
is a loss sustained upon the sale of stock ancl later recovered, in whole 
or in part, through an action against the party from whom such stock 
had been purchased. 

(2) Definition of "recovery. " — Recoveries result from the receipt 
of amounts in respect of the previously deducted or credited section 
111 items, such as from the collection or sale of a bad debt, refund or 
credit of taxes paid, or cancellation of. taxes accrued. Care should be 
taken in the case of bad debts which were treated as only partially 
worthless in prior years to distinguish between the item described 
in section 111, that is, the part of such debt which was deducted, and 
the part not previously deducted, which is not a section 111 item and is 
considered the first part collected. The collection of the part not de- 
ducted is not considered a "recovery. " Furthermore, the term "re- 
covery" does not include the gain resulting from the receipt of. an 
amount on account of a section 111 item which. , together with previous 
such receipts, exceeds the deduction or credit previously allowed for 
such item. For instance, a $100 corporate bond purchased for $40 
and later deducted as worthless is subsequently collected to the extent 
of $50. The $10 gain (excess of $50 collection over $40 cost) is not a 
recovery of a section 111 item. Such gain is in no case excluded from 
gross income under section 111, regardless of whether the $40 recovery 
is or is not excluded. 

(8) Treatment of debt deducted in more than one year by reason 
of partial viorthtessness. — In the case of a bad debt deducted in part 
for two or more prior years, each such deduction of a part of the debt 
is considered a separate section 111 item. A recovery with respect to 
such debt is considered first a recovery of those items (or portions 
thereof), resulting from such debt, for which there are recovery ex- 
clusions. If there are recovery exclusions for two or more items re- 
sulting from the same bad debt, such items are considered recovered 
in the order of the taxable years for which they were deducted, be- 
ginning with the latest. The recovery exclusion for any such item is 
determined by considering the recovery exclusion with respect to the 
prior year for which such item was deducted as being first used to 
offset all other applicable recoveries in the year in which the bad debt 
is recovered. 

(4) 8pecial provisions as to worthless bonds, etc. , which are treated 
as capital tosses. — Certain bad debts arising from the worthlessness 
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of securities and certain nonbusiness bad debts are treated as losses 
from the sale or exchange of capital assets. See sections 165(g) and 
166(d). The amounts of the deductions allowed for any year under 
section 1911 on account of such losses for such year are considered 
to be section 111 items. Any part of such losses which, under section 
1211, is a deduction for a subsequent year through the capital loss 
carryover (any later receipt of an amount with respect to such de- 
ducted loss is a recovery) is considered a section 111 item for the year 
in which such loss was sustained. 

(b) Computation of recovery exclusion. — (1) Amount of recovery 
exclusion alloicable for year of recovery. — For the year of any re- 
covery, the section 111 items which were deducted or credited for one 
prior year are considered as a group and the recovery thereon is con- 
sidered separately from recoveries of any items which were deducted 
or credited for other years. This recovery is excluded from gross 
income to the extent of the recovery exclusion with respect to this 
group of items as (i) determined for the original year for which such 
items were deducted or credited (see subparagraph (o) of this para- 
graph) and (ii) reduced by the excludable recoveries in intervening 
years on account of all section 111 items for such original year. A. 
taxpayer claiming a recovery exclusion shall submit, at the time the 
exclusion is claimed. the computation of the recovery exclusion 
claimed for the original year for which the items were deducted or 
credited, and computations showing the amount recovered in inter- 
vening years on account of the section 111 items deducted or credited 
for the original year. 

(9) Determination of recovery exclusion for original year for 
ichich items mere deducted or credited. — (i) The recovery exclusion 
for the taxable year for which section 111 items were deducted or 
credited (that is, the "original taxable year") is the portion of the 
aggregate amount of such deductions and credits which could be dis- 
allowed without causing an increase in any tax of the taxpayer im- 
posed under subtitle A (other than the accumulated earnings tax 
imposed by section 581 or the personal holding company tax imposed 
by section M1) of the Internal Revenue Code of 1954 or correspond- 
ing provisions of prior income tax laws (other than the World War 
II excess profits tax imposed under subchapter E of chapter 9 of the 
Internal Revenue Code of 1989). For the purpose of such recovery 
exclusion, consideration must be given to the e8ect of net operating loss 
carryovers and carrybacks or c~apital loss carryovers. 

(ii) This rule shall be applied by determining the recovery exclu- 
sion as the aggregate amount of the section 111 items for the original 
year for which such iteIns were deducted or credited reduced by 
whichever of the following amounts is the greater: 

(a) The difference between (1) the taxable income f' or such 
original year and (8) the taxable income computed without re- 
gard to the section 111 items for such original year. 

(b) In the case of a taxpayer subject to any income tax in 
lieu of normal tax or surtax or both (except the alternative tax 
on capital gains imposed by section 1901, which is disregarded), 
the difi'erence between (1) the income subject to such tax for such 
original year and (8) the income subject to such tax computed 
without regard to the section 111 items for such original year. 
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(Neither the amount determined under (1) nor the amount under 
(8) of (a) or (b) of this subdivision shall in any case be considered 
less than zero. ) For this determination of the recovery exclusion, the 
aggregate of the section 111 items must be further decreased by the 
portion thereof which caused a reduction in tax in preceding or suc- 
ceeding taxable years through any net operating loss carryovers or 
carrybacks or capital loss carryovers atTected by such items. This 
decrease is the aggregate of the largest amount determined for each 
of such preceding and succeeding years under (a) and (b) of this 
subdivision, the computation of each carryover or carryback to the 
preceding or succeeding year being made under (1) of (a) and (b) 
of this subdivision with regard to the section 111 items for the original 
year and such computation being made under (8) of (a) and (b) of 
this subdivision without regard to such items. For the purpose of 
the preceding sentence, the computations under both (1) and (8) of 
(a) and (b) of this subdivision shall be made without regard to any 
section 111 items for such preceding or succeeding year and the carry- 
overs and carrybacks to such year shall be determined without regard 
to any section 111 items for years subsequent to the original year. 

(iii) The determination of the recovery exclusion for original tax- 
able years subject to the provisions of the Internal Revenue Code of 
1989 shall be made under $ 89. 29(b) (19) — 1(b) (9) of. Regulations 118. 

(8) Example. — The provisions of this paragraph-may be illus- 
trated by the following example: 

Example. A single individual with no dependents has for his 1954 
taxable year the following income and deductions: 

With deduction of Without deduction 
section 111 items of section 111 items 

Gross income $25, 000 $25, 000 
Less deductions: 

Depreciation $20, 000 $20, 000 
Business bad debts and taxes 6, 300 
Personal exemption 600 26, 900 600 20, 600 

Taxable income or (loss) (1, 900) 4, 400 
Adjustment under section 172(d)(4) 600 

Net operating loss (1, 300) 

The full amount of the net operating loss of $1, 800 is carried back and 
allowed as a deduction for 195o. The aggregate of the section 111 
items for 1954 is $6, 800 (bad debts and taxes). The recovery ex- 
clusion on account of section 111 items for 1954 is $600, determined by 
reducing the $6, 800 aggregate of the section 111 items by $5, 700, i. e. , 
the sum of (1) the difFerence between the amount of the taxable income 
for 1954 computed without regard to the section 111 items ($4, 400) 
and the amount of the taxable income for 1954 (not less than zero) 
computed by taking such items into account, and (o) the amount of the 
net operating loss ($1, 800) which caused the reduction in tax for 
19M by reason of the carryback provisions. If in 1956 the taxpayer 
recovers $400 of the bad debts, all of the recovery is excluded from the 
income by reason of the recovery exclusion of $600 determined for the 
original year 1954. If in 1957 the taxpayer recovers an additional $800 
of the bad debts, only $o00 is excluded from gross income. That is, 
the recovery exclusion of $600 determined for the original year 1954 



is reduced by the $400 recovered in 1956, leaving a balance of $200 
which is used in 1957. The balance of the amount recovered in 1957, 
$100 ($300 less@00), is included in gross income for 1957. 

(c) Proeisiong a8 to taxes i~npo8ed by section 581 (relating to the 
accumulated earnings tax) and 8ection 8'$1 (relating to the tax on 
personal holding companies. A recovery exclusion allowed for pur- 
poses of subtitle A (other than section 531 or section 541) of the In- 
ternal Revenue Code of 1954 shall also be allowed for the purpose 
of determining the accumulated earnings tax under section 531 or the 
personal holding company tax under section 541 regardless of whether 
or not the section 111 items on which such recovery exclusion is based 
resulted in a reduction of the tax under section 531 or section 541 (or 
corresponding provisions of prior income tax laws) for the prior 
taxable year. I&"urthermore, if there is recovery of a section 111 
item which was not allowable as a deduction or credit for the prior tax- 
able year for purposes of subtitle A (not including section 531 or 
section 541) of the Internal Revenue Code of 1954 or corresponding 
provisions of prior income tax laws (other than subchapter E of 
chapter 9 of the Internal Revenue Code of 1939, relating to World War 
II excess profits tax), but was allowable for such prior taxable year in 
determining the tax under section 531 or section 541 (or correspond- 
ing provisions of prior income tax laws) then for the purpose of de- 
termining the tax under section 531 or section 541 a recovery exclusion 
shall be allowable with respect to such recovery if the section 111 
item did not result in a reduction of the tax under section 531 or section 
541 (or corresponding provisions of prior income tax laws). 

g 1. 112 STATUTQRY PRovIsIQNs j CERTAIN CCMBAT PAY oF MEMBERS 
OF TEIE ARMED FORCES. 

SEC. 112. CERTAIN COMBAT PAY OF MEMBERS OF THE ARMED 
Ii'ORCES. 

(a) ENLIsTED PERsoNNEL. — Gross income does not include compensa- 
tion received for active service as a member below the grade of com- 
missioned officer in the Armed Forces of the United States for any month 
during any part of which such member— 

(1) Served in a combat zone during an induction period, or 
(2) Was hospitalized as a result of wounds, disease, or injury 

incurred while serving in a combat zone during an induction period; 
but this paragraph shall not apply for any month during any part of 
which there are no combatant activities in any cornbat zone as de- 
termined under subsection (c) (8) of this section. 

(b) CDMMissioNED OFFicEss. — Gross income does not include so much 
of the compensation as does not exceed $200 received for active service 
as a commissioned offfcer in the Armed Forces of the United States for 
any month during any part of which such otffcer— 

(1) Served in a combat zone during an induction period, or 
(2) Was hospitalized as a result of wounds, disease, or injury 

incurred while serving in a combat zone during an induction period; 
but this paragraph shall not apply for any month during any part 
of which there are no combatant activities in any combat zone as 
determined under subsection (c) (8) of this section. 

(c) DEFINrrloNS. — For purposes of this section— 
(1) The term "commissioned office" does not include a commis- 

sioned warrant officer. 
(2) The term "combat zone" means any area which the President 

of the United States by Executive Order designates, for purposes 
of this section or corresponding provisions of prior income tax laws, 
as an area in which Armed Forces of the United States are or have 
(after June 24, 1MO) engaged in combat. 
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(3) Service is performed in a conibat zone only if performecl 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 I'resident by Executive Order as 
the date of the termination of combatant activities in such zone; 
except that June 2o, 1050, shall be considered the date of the com- 
mencing of combatant activities in the cornbat zone desiguated in 
Executive Order 10105. 

(4) The terra 'compensation" rloes not include pensions and re- 
tirement pay. 

(5) The term "induction period" means any period iluring which, 
under laws heretofore or hereafter enacteil relating to the induction 
of individuals for training and service in the Armed Forces of the 
United States, individuals (other than individuals liable for induc- 
tion by reason of a. prior deferment) are liable for induction for 
such training and service. 

$ 1. 119 — 1 COMPENSATION OF MEMBERS OF TITE ARMED FORCES OF 
THE UNITED STATES FOR SERVICE IN A COMBAT ZONE DURING AN IN- 
DUCTION PERIOD( OR FOR SERVICE WHILE HOSPITALIZED AS A RESULT OF 
SUcH CoMBAT-ZoNE SERvIGE. — (a) In addition to the exemptions and 
credits otherwise applicable, section llo provides that there shall be 
excluded from gross income: 

(1) Compensation received for active service as a member below the 
grade of commissioned Ofhcer in the Armed Forces of the United States 
for any month during any part of which such member (i) served in a 
combat zone during an induction period, or (ii) was hospitalized 
at any place as a result of wounds, disease, or injury incurred while 
so serving provided that during all of such month there are combatant 
activities in some combat zone. 

(2) In the case of compensation received for active service as a com- 
missioned OScer in the Armed Forces of the United States for any 
month during any. part of which such Ofhcer (i) served in a combat zone 
during an induction period, or (ii) was hospitalized at any place as a 
result of wounds, disease, or injury incurred while so serving provided 
that during all of such month there are combatant activities in some 
combat zone, so much of such compensation as does not exceed @00. 

(b) The exclusions under section 119 and this section are applicable 
only if active service is performed in a, combat zone during an induc- 
tion period. Compensation is subject to exclusion whether or not it is 
received outside a combat zone or while the recipient is hospitalized 
or in a, year di8erent from that in which the service was rendered for 
which the compensation is paid. Service is performed in a combat 
zone only if it is performed in an area which the President of the 
United States has designated by Executive order, for the purpose of 
section 119, as an area in which Armed Forces of the United States are 
or have engaged in combat, and only if it is performed on or after the 
date desi~ated 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 bv the President by Executive order as the date of the 
termination of combatant activities in such zone. Section 112(c) (8) 
provides that June 25, 1950, shall be considered the date of commenc- 
ing of combatant activities in the combat zone designated in Executive 
Order 10195. In Executive Order 10585 the President designated 
January 81, 1955, as of midnight thereof, as the date of termination 
of combatant activities in the combat zone designated in Executive 
Order 10195. If a member of the Armed Forces serves in a combat 
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zone for any part of a month during an induction period, he is entitled 
to the exclusion for such month to the same extent as if he has served 
in such zone, for the entire month. If a member of the Armed Forces 
is hospitalized for a part of a month as a result of wounds, disease& or 
injury incurred while serving in such zone during an induction period, 
he is entitled to the exclusion for the entire month provided there are 
some combatant activities in any combat zone during all of such month. 

(c) If an individual is hospitalized for wound, disease, or injury 
while serving in a combat zone, the wound, disease, or injury will, 
unless the contrary clearly appears, be presumed to have been incurred 
while serving in a combat zone. In certain cases, however, a ~ound, 
disease, or injury may have been incurred while serving in a combat 
zone even though the individual was not hospitalized for it while so 
serving. And, in exceptional cases, a wound, disease, or injury will 
not have been incurred while serving in a combat zone even though the 
individual was hospitalized for it while so serving. 

(d) These principles may be illustrated by the following examples 
(in each case service is performed in a combat zone during an induc- 
tion period): 

Exam pie (1) . An individual is hospitalized in a combat zone for a 
specific disease after having served in such zone for three weeks. The 
incubation period of such disease is from two to four weeks. Such 
disease was incurred while serving in the combat zone. 

Ezarnp/e (8). The facts are the same as in example (1) except that 
the incubation period is one year. Such disease was not incurred while 
serving in the combat zone. 

Example (8). A. member of the Air Force, stationed outside the 
combat, zone, is shot while participating in an aerial fiight over the 
combat zone, but is not hospitalized until he returns to his home base. 
Such injury was incurred while serving in a combat zone. 

Example (g). An individual is hospitalized for a specific disease 
three weeks after having departed from a combat zone. The incuba- 
tion period of such disease is from two to four weeks. Such disease 
was incurred while serving in a combat zone. 

(e) An individual is hospitalized only until such time as his status 
as a hospital patient ceases by reason of his discharge from the hospital. 

(f) The term "induction period" means any period in which indi- 
viduals are generally subject to induction into the Armed Forces of 
the United &tates under the Universal Military Training and Service 
Act (50 App. U. S. C. 451) or under similar acts hereafter enacted. 
The term does not, apply to any period in which individuals are not 
generally subject to induction but are subject to induction. by reason 
of a prior deferment. 

(g) The term "commissioned ofhcer" does not include a commis- 
sioned warrant ofhcer, and, accordingly, a commissioned warrant oScer 
is entitled to the exclusion allowed to enlisted personnel under section 
119(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 of the United States, see section 7701(a) (15) . 

(h) 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 requirements of the statute, then each is entitled to the 
benefit of an exclusion. In the case 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 112 
operates before apportionment of the gross income of the spouses in 
accordance with community property la~~. For example, a man and his 
wife are domiciled in a community property State and he is entitled, 
as a commissioned Ofhcer, to the benefit of the exclusion of $200 for 
each month under section 119(b). He receives $1, 000 as compensation 
for active service for three months in a combat zone. Of such amount, 
$600 is excluded from gross income under section 119(b) and only 
$400 is taken into account in determining the gross income of both 
husband and. wife. 

(i) A member of. the Armed Forces is in active service if he is actual- 
ly serving in the Armed Forces of the United States. Periods during 
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 112 and this 
section, 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 pay- 
ment 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 will be 
excluded under section 119 from the gross income of the estate to the 
same extent that it ~ould have been excluded from the gross income 
of the decedent if he had lived and received such compensation. 

1 1 18 STATUTCRY PRovIsIoNs j MUsTERING OUT PAYMENTs FQR 

MEMBERS OI' THE ARMED FORCES. 

SEC. 113. MUSTERING-OUT PAYMENTS FOR MEMBERS OF THE 
ARMED FORCES. 

Gross income does not include amounts received during the taxable 
year as mustering-out payments with respect to service in the Armed 
Forces of the United States. 

$ 1. 118 — 1 MUSTERING-OUT PAYMENTS FOR MEMBERS OF TH: E ARMED 
FoROEs. — For the purposes of the exclusion from gross income under 
section 118 of mustering-out payments with respect to service in the 
Armed Forces, mustering-out payments are payments made to any 
recipients pursuant to the provisions of the Mustering-Out Payment 
Act of 1944 and Subchapter IV of the Veterans Readjustment Assist- 
ance Act of. 195o. (See 88 U. S. C. 691e and 1011 — 1016. ) 

1. 114 STATUTCRY PRovIsIQNs j SP0RTs PRQGRAMs CQNDUGTED FoR 
THE AMERICAN NATIONAL RED CROSS. 

SEC. 114. SPORTS PROGRAMS CONDUCTED FOR THE AMERI- 
CAN NATIONAL RED CROSS. 

(a) GENERAL RULE. — In the case of a taxpayer which is a corporation 
primarily engaged in the furnishing of sports programs, gross income 
does not include amounts received as proceeds from a sports pro ram 
conducted by the taxpayer if— 

(I) The taxpayer agrees in writing with the American National 
Red Cross to conduct such sports program exclusively for the benefit 
of the American National Red Cross; 
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(2) The taxpayer turns over to the American National Bed Cross 
the proceeds from such sports program, minus the expenses paid 
or incurred by the taxpayer— 

(A) Which would not have been so paid or incurred but for 
such sports prograru, and 

(B) Which would be allowable as a deduction under section 
162 (relating to trade or business expenses) but for subsection 
(b) of this section; and 

(8) The facilities used for such program are not regularly used 
during the taxable year for the conduct of sports programs to which 
this subsection applies. 

For purposes of this subsection, the term "proceeds from such sports 
program" includes all amounts paid for admission to the sports program, 
plus all proceeds received by the taxpaver from such program or activi- 
ties carried on in connection therewith. 

(b) TRE&TMEN T or ExrENsEs. — ExpenseS described in subsection 
(a) (2) shali be allowed as a deduction under section 102 only to the 
extent that such expenses exceed the amount excluded from gross income 
by subsection (a) of this section. 
1. 114 — 1 PRCOEEDs FRCM CERTAIN SPORTS PRGGRAMs CQNDUGTED 

FOR THE BENEFIT OI' TIIE AMERICAN NATIONAL RED CROSS. — ( a) In 
general. — Under section 114, a corporation primarily engaged in the 
furnishing of sports programs may exclude from its gross income 
amounts received as proceeds from a sports program conducted by 
such corporation if each of the following requirements is met: 

(1) The corporation agrees in writing with the American Na- 
tional Red Cross to conduct such sports program exclusively for 
the benefit of the American National Red Cross; 

(9) The corporation turns over to the American National Red 
Cross all the proceeds from such sports program, less only the 
expense paid or incurred by such corporation which would not 
have been paid or incurred but for such sports program and 
which would be allowable as deductions as ordinary and neces- 
sary business expenses under section 162(a) except for the pro- 
visions of section 114(b); and 

(8) The facilities of the corporation used in conducting such 
sports program are not regularly used during the taxable year 
for the conduct of sports programs to which section 114(a) 
applies: 

(b) Certain corporations ineHgible. — Section 114 does not apply 
in the case of a corporation organized or operated primarily to con- 
duct or furnish, or to participate in the conduct or furnishing of, one 
or more sports programs for the American National Red Cross. 

(c) Proceeds from a eport8 program. — The proceeds from a sports 
program conducted for the benefit of the American National Red 
Cross include all amounts received by the conducting corporation, 
irrespective of when received, on account of such sports program, 
which amounts would be includible in the gross income of such conduct- 
ing corporation, except for the provisions of section. 114. Where the 
activities carried on in connection with the sports program include 
the sale or rental of radio, television, or movie rights, refreshments, 
souvenirs, parking facilities, programs, advertising, or other goods 
and services, whether sold or rented directly or through concession- 
aires, the amounts received by the conducting corporation from such 
sports program include all amounts received from such activities, but 
only where such amounts would not have been received by the con- 



ducting corporation but for the presentation of the particular sports 
program. Where the conducting corporation receives payments for 
concessions on an annual or seasonal basis, and such payments are not 
increased because of the particular sports program, such payments 
are not considered as proceeds from such sports program, and any 
expenses paid or incurred by the conducting corporation on account 
o'. such concession operations may not be taken into account under C 

section 114(a) (2) in determining the net amount of the proceeds from 
such sports program which the conducting corporation is required to 
turn over to the American Xational Red Cross; nor are the proceeds 
of a sports program considered to include amounts received by the 
conducting corporation which do not constitute gross income of such 
corporation, such as admissions taxes or the breakage on a pari-mutual 
wagering pool which is required to be paid over to the State. 

(d) Sports programs. — (1) Section 114 applies where the program 
furnished by the conducting corporation consists of sports events 
such as baseball, football, basketball& or racing but it does not apply 
to programs or events such as motion pictures, circuses, or dances 
which are not ordinarily considered to be competitive sporting events. 

(2) A sports program includes all of the events normally making 
up a full program in the particular sport. A single race of a racing 
program consisting of more than one race would not constitute a 
sports program, nor would one baseball or basketball game of a 
doubleheader program constitute a sports program. 

(e) Treatment of expenses. — Expenses described in section 114 (a) 
(2) shall be allowable as deductions under section 162 only to the 
extent that such expenses exceed the amount excluded from gross 
income under section 114 (a) . 

$ 1. 115 STATUTORY PROVISIONS: INCOME OI' STATES) MUNICIPALI- 

TIES) ETC. 
SEC. 115. INCOME OF STATES MUNICIPALITIES, ETC. 

(a) GENERAL RULE. — Gross income does not include— 
(1) Income derived from any public utility or the exercise of any 

essential governmental function and accruing to a State or Terri- 
tory, or any political subdivision thereof, or the District of Co- 
lumbia; or 

(2) Income accruing to the government of auy possession of the 
United States, or any political subdivision thereof. 

(b) CDNTRACTS MADE BEFQRE SEPTEMRER 8, 1916, RELATING To PUBLIc 
UTILITIEs. — Where a State or Territory, or any political subdivision 
thereof, or the District of Columbia, before September 8, 1910, entered 
in good faith into a contract with any person, the object and purpose 
of which was to acquire, construct, operate, or maintain a public utility— 

(1) If- 
(A) By the terms of such contract the tax imposed by this 

subtitle is to be paid out of the proceeds from the operation 
of such public utility before any division of such proceeds be- 
tween the person and the State, Territory, political subdivision, 
or the District of Columbia; and 

(B) A part of such proceeds for the taxable year would 
(but for the imposition of the tax imposed by this subtitle) 
accrue directly to or for the use of such State, Territory, 
political subdivision, or the District of Columbia, 

then a tax on the taxable income from the operation of such public 
utility shall be levied, assessed, collected, and paid in the manner 
and at the rates prescribed in this subtitle, but there shall be re- 
funded to such State, Territory, political subdivision, or the District 
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of Columbia (under regulations prescribed by the Secretary or 
his delegate) an amount which bears the same relation to the amount 
of the tax as the amount which (but for the imposition of the tax 
imposed by this subtitle) would have accrued directly to or for the 
use of such State, Territory, political subdivision, or the District 
of Columbia, bears to the amount of the taxable income from the 
operation of such public utility for such taxable year. 

(2) If by the terms of such contract no part of the proceeds 
from the operation of the public utility for the taxable year would, 
irrespective of the tax imposed by this subtitle, accrue directly 
to or for the use of such State, Territory, political subdivision, or 
the District of Columbia, then the tax on the taxable income of 
such person from the operation of such public utility shall be 
levied, assessed, collected, and paid in the manner and at the rates 
prescribed in this subtitle. 

(c) CGNTEAcTs MADE BEFoRE MAT 29, 1928, RELATINQ To BRIDGE 
AcquzsTTxoNs. — Where a State or political subdivision th reof, pur- 
suant to a contract entered into before May 29, 1928, to which it is not a 
party, is to acquire a bridge— 

(1) It- 
(A) By the terms of such contract the tax imposed by this 

subtitle is to be paid out of the proceeds from the operation of 
such bridge before any division of such proceeds, and 

(B) A part of such proceeds for the taxable year would (but 
for the imposition of the tax imposed by this subtitle) accrue 
directly to or for the use of or would be applied for the benefit 
of such State or political subdivision, 

then a tax on the taxable income from the operation of such bridge 
shall be levied, assessed, collected, and paid in the manner and at 
the rates prescribed in this subtitle, but there shall be refunded to 
such State or political subdivision (under regulations to be pre- 
scribed by the Secretary or his delegate) an amount which bears 
the same relation to the amount of the tax as the amount which 
(but for the mposition of the tax imposed by this subtitle) would 
have accrued directly to or for the use of or would be applied for 
the benefit of such State or political subdivision bears to the amount 
of the taxable income frown the operation of such brid, e for such 
taxable year. Xo such refund shall be made unless the entire 
amount of the refund is to be applied in part payment for the 
acquisition of such bridge. 

(2) lf by the terms of such contract no part of the proceeds from 
the operation of the, bridge for the taxable year would, irrespective 
of the tax imposed by this subtitle, accrue directly to or for the 
use of or be applied for the benefit of such State or political sub- 
division, then the tax on the taxable income from. the operation of 
such bridge shall be levied, assessed, collected, and paid in the 
manner and at the rates prescribed in this subtitle. 

$ 1. 115 — 1 HRlnczs Yo Bz AcqIIIRzn m- STATz oR PoI. ITIcAI, SIIR- 
DIvIsIoNs. — (a) Any State or political subdivision thereof claiming a 
refund under the provisions of section 115(c) of an amount equal to 
all or a portion of any income tax levied, assessed, collected, and paid 
shall file a claim therefor on Form 848 (to which there shall be at- 
tached as exhibits the matter hereinafter prescribed) with the district 
director of internal revenue for the internal revenue district in which 
the tax was paid, ~~ hich claim shall be executed on behalf of such State 
or political subdivision thereof by the treasurer or other 6scal ofhcer 
thereof and shall contain: 

(1) A. statement of the name of the taxpayer, of the amount of tax 
levied, assessed, collected, and paid for the taxa~ble year or period in 
respect of which the claim is made, and the amount of refund thereby 
sought ) 



(9) A full statement of the facts considered by the claimant suS- 
cient to entitle it to receive the refund, including copies of all contracts 
and other documents bearing on the case, and a statement that the 
claim is submitted under the provisions of section 115(c); 

(8) A showing which will establish to the satisfaction of the district 
director that the fiscal ofhcer presenting the claim has authority to 
receive the amount of the refund on belralf of the State or political 
subdivision which he assumes to represent and to apply without de- 
lay the entire amount of such refund in part payment for the acqui- 
sition of such bridge, including copies of the laws, ordinances, or 
similar enactments considered by the claimant sufficient to establish 
its authority to receive the refund and so to apply it, together with a 
statement that such fiscal oScer will receive and immediately so 
ap ly the entire amount of the refund; and 

4) A statement, verified by a written declaration that it is made 
under the penalties of perjury, made by or on behalf of the tax- 
payer that the taxpayer thereby joins with and concurs in the request 
of the State or political subdivision thereof that a refund of an amount 
equal to all or a portion of the tax previously paid by such taxpayer 
be made to such State or political subdivision, that the taxpayer 
agrees to receive the amount refunded from the State or political 
st7bdivision to which it is paid and immediately to apply the entire 
amount of such refund in part payment for the acquisition of such 
bridge, and that if for any reason the contract which is the basis of 
the claim for refund is not fully executed and performed, the tax- 
payer will repay to the United States upon its demand the 

entitle 

amount of the refund with interest at 6 percent per annum from the 
date the refund is made without seeking or claiming the benefit of 
any statute of limitations which prior thereto may have run against 
the United States. 

(b) Xo refund shall be made of any amount in excess of the amount 
of the tax levied, assessed, collected, and paid by the taxpayer for 
any taxable year or period. A sepa~rate claim shall be made in re- 
spect of each separate taxable year or period. If by the terms R the 
contract on which the claim is based two or more States or political 
subdivisions of a State or States are entitled to acquire the bridge, 
the claim for refund in respect of each separate taxable year or 
period must be made jointly by the States or political subdivisions 
thereof so entitled. The amount refunded under section 115(c) and 
this section is not considered an overpayment, within the meaning 
of section 6611, relating to interest on overpayments, and no inter- 
est shall be allo~ed or paid upon the amount of the refund. 

(c) A. check or voucher in payment of a claim for refund allowed 
under section 115(c) will be drawn in the name of the fiscal officer 
or oScers having authority, as established under paragraph (a) (&) 
of this section, to receive the same, and will contain a~n express pro- 
vision that it is issued for the sole purpose and subject to the con- 
ditions prescribed in section 115 (c) and this section. 
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$ 1. 118 STATUTORY PROVISIONS) CONTRIBUTIONS To THE CAPITAL 
Or A CORPORATION. 

SEC. 118. CONTRIBUTIONS TO THE CAPITAL OF A CORPORA- 
TION. 

(a) GENERAL Rvra. — In the case of a corporation, gross income does 
not include any contribution to the capital of the taxpayer. 

(b) CRoss REFEaENcE. — For basis of property acquired by a corpora- 
tion through a contribution to its capital, see section 302. 

$ 1. 118 — 1 CONTRIBUTIONS To TIIE CAPITAL OF A CORPORATION. — In 
the case of a corporation, section 118 provides an exclusion from 
gross income with respect to any contribution of money or property 
to the capital of the taxpayer. Thus, if a corporation requires ad- 
ditional funds for conducting its business and obtains such funds 
through voluntary pro rata pa~yments by its shareholders, the amounts 
so received being credited to its surplus account or to a special ac- 
count, such amounts do not constitute income, although there is no 
increase in the outstanding shares of stock of the corporation. In 
such a case the payments are in the nature of assessments upon, and 
represent an additional price paid for, the shares of stock held by 
the individual shareholders, and will be treated as an addition to 
and as a part of the operating capital of the company. Section 118 
also applies to contributions to capital made by persons other than 
shareholders. For example, the exclusion applies to the value of 
land or other property contributed to a corporation by a govern- 
mental unit or by a civic group for the purpose of inducing the cor- 
poration to locate its business in a particular community, or for the 
purpose of enabling the corporation to expand its operatin~g facilities. 
However, the exclusion does not apply to any money or property 
transferred to the corporation in consideration for goods or services 
rendered, or to subsidies paid for the purpose of inducing the tax- 
payer to limit production. See section 862 for the basis of property 
acquired by a corporation through a contribution to its capital by its 
stockholders or by nonstockholders. 

f 1. 119 STATUTORY PROVISIONS j MEALS OR LODGING FURNISHED 'FOR 

TIIE CONVENIENCE OF THE K&1PLOYER. 

SEC. 110 MEALS OR LODGING FURNISHED FOR THE CON- 
VENIENCE OF THE EMPLOYER. 

There shall be excluded from gross income of an employee the value of 
any meals or lodging furnished to him bv his einployer for the con- 
venience of the employer, but only if— 

(1) In the case of meals, the meals are furnished on the business 
premises of the employer, or 

(2) In the case of lodging, the employee is required to accept such 
lodging on the business premises of his employer as a condition of 
his employment. 

In determining ivhether meals orTodging are furnished for the conveni- 
ence of the employer, the provisions of an employment contract or of a 
State statute fixing terms of employment shall not be determinative of 
whether the meals or lodging are intended as compensation. 

$ 1. 119 — 1 MEALS AND LODGING FURNISHED FOR THE CONVENIENCE 
oF TIIE EMPLoYER. — (a) Appeals. — (1) The value of meals furnished to 
an employee by his employer shall be excluded from the employee's 
gross income if two tests are met: (i) Tlie meals are furnished on the 
business premises of the employer, and (ii) the meals are furnished for 



the convenience of the employer. The exclusion shall apply irrespec- 
tive of whether under an employment contract or a statute fixing the 
terms of employment such meals are furnished as compensation. 

(9) The question of whether meals are furnished for the convenience 
of the employer is one of fact to be determined by analysis of all 
the facts and circumstances in each case. Ordinarily, meals furnished 
to the employee during the working day will be deemed furnished 
for the convenience of the employer. likewise, meals furnished im- 
mediately preceding or immediately following working hours of the 
employee will be deemed to be for the convenience of' the employer if 
the furnishing of such meals serves a business purpose of the employer 
other than providing additional or indirect compensation to the ein- 
ployee. Meals furnished on nonworking days, or at times when the 
employee's presence on the employer's business premises does not serve 
a business purpose of the eniployer, do not qualify for the exclusion. 
If the employee is required to occupy living quarters on the business 

remises of his employer as a condition of his employment (as de- 
ned in paragraph (b) of this section), the exclusion applies to the 

value of any meals furnished to the employee on such premises. There 
is no requirement that the employee accept such meals as a condition 
of employment to qualify for the exclusion. 

(b) Lodging. — The value of lodging furnished to an employee by 
his employer shall be excluded from the employee's gross income if 
three tests are met: (1) The lodging is furnished on the business 
premises of the employer, (9) the lodging is furnished for the con- 
venience of the employer, and (3) the employee is required to accept 
such lodging as a condition of his employment. The phrase "required 
as a condition of his employment" means required in order for the 
employee to perform properly the duties of his employment. The 
exclusion shall apply irrespective of whether under an employment 
contract or a statute fixing the terms of employment such lodging is 
furnished a, s compensation. 

(c) Eule8. — (1) For purposes of this section, the term "business 
premises of the employer" generally means the place of employment 
of the employee. For example, meals and lodging furnished in the 
employer's home to a domestic servant would constitute meals and 
lodging furnished on the business premises of the employer. Sinai- 
larly, meals furnished to cowhands while herding their employer's 
cattle on leased land would be regarded as furnished on the business 
premises of the employer. 

(2) The exclusion provided by section 119 applies only to meals 
and lodging furnished in kind, without charge or cost to the em- 
ployee. If the employee has an option to receive additional com- 
pensation in lieu of meals or lodging in kind, or is required to reim- 
burse the employer for meals or lodging furnished in kind, the value 
of such meals and lodging is not excluded from gross income. How- 
ever, the mere fact that an employee, at his option, may decline to 
accept meals and lodging tendered in kind will not of itself. require 
inclusion of the value thereof in gross income. Cash allowances for 
meals or lodging received by an employee are includible in gross in- 

come to the extent that such allowances constitute compensation. 
(d) Encamp/e8. — The provisions of section 119 may be illustrated by 

the followin& examples: 



Encamp/e (1). A waitress who works from 7 a. m. to 4 p. m. is 
furnished without charge two meals a workday. In order to insure 
that the waitress will commence work on time, the employer en- 
courages her to have her breakfast on his business premises before 
starting work, although she is not required to have her breakfast 
there. She is required to have her lunch on such premises. The 
waitress is permitted to exclude the value of these meals from her 
gross income under paragraph (a) of this section. 

Encamp/e (8). The waitress in example (1) is allo~ed. to have 
meals on the employer's premises without charge on her days O6'. 
The traitress is not permitted to exclude the value of such meals from 
her gross income. 

Encamp/e (8). A Civil Service employee of a State is employed 
at an institution and is required by his employer to be available for 
duty at any time. Accordingly, the employer furnishes the employee 
irith meals and lodging at the institution. Under the applicable State 
statute, his meals and lodging are regarded as part of the employee's 
compensation. The employee would nevertheless be entitled to ex- 
clude the value of such meals and lodging from his gross income. 

Encamp/e ($). An employee of an institution is given the choice 
of residing at the institution free of charge, or of residing elsewhere 
and receiving a cash allowance in addition to his regular salary. If 
he elects to reside at the institution the value to the employee of the 
lodging furnished by the employer will be includible in the employee's 
gross income because his residence at the institution is not required. 
in order for him to perform properly the duties of his employment. 

g 1. 190 STATUTORY PROVISIONS) S'rATUTORY SUBSISTENCE ALLow- 
ANCE RECEIVEB BY POLICE. 

SEC. 120. STATUTORY SUBSISTENCE ALLOWANCE RECEIVED 
BY POLICE. 

(a) GENERAL RULE. — Gross income does not include any amount 
received as a statutory subsistence allowance by an individual who is 
employed as a police oiDcial by a State, a Territory, or a possession of 
the United States, by anv political subdivision of any of the foregoing, 
or by the District of Columbia. 

(b) LI&IITXTIONS. — 
(1) Amount to which subsection (a) applies shall not exceed $~ 

per day. 
(2) If any individual receives a subsistence auowance t&»whhh 

subsection (a) applies, no deduction shall be allowed under anr other 
provision of this chapter for expenses in respect of which he has 
received such allowance, except to the extent that such expenses 
exceed the amount excludable under subsection (a) anil the excel 
is otherwise alloirable as a deduction under this chapter. 

$ 1, 190 — 1 STATl TCRY SUBsIsTENGE ALLowAN cE REUEIYL'D BY 
Por, IUE. — (a) Section 120 excludes from the gross income of an indi- 
vidual employecl as a police OScial by a State, Territory, or possession 
of the United States, by any of their political subdivisions, or 1 y the 
District of Columbia, any' amount received as a statutory subsistence 
a11owance to the extent. that such allow ance does not exceed &, i per day'. 
For purposes of this section, the term "statutory subsistence allowance' 
means an established amount, apart from salary or other compensation, 
ivhich is authorized under the laws of a State, a Territory, or a posses- 
sion. of the United States, by any political subdivision of any of the 
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foregoing, or by the District of Columbia, , to be paid to an individual 
who is employed as a police OScial of such government:il unit for meals 
and other incidental expenses in connectioii with his o[[icial duties. A 
subsistence allowance paid to a police oflicial by any of the foregoing 
governmental units which is not so provided by statute may not be ex- 
cluded from gross income under the provisions of section 120. The 
term "police OKcial" includes an employee of any of the foregoing gov- 
ernmental units who has police duties, such as a sheriiT, a detective, a 
policeman, or a State police trooper, however designated. 

(b) The exclusion provided by section 120 is to be computed on a 
daily basis, that is, for each day for which the statutory allowance is 
paid. If the statute providing the allowance does not specify the daily 
amount of such allowance, the allowance shall be converted to a daily 
basis for the purpose of applying the limitation provided herein. For 
example, if a State statute provides for a weekly subsistence allow- 
ance, the daily amount is to be determined by dividing the weekly 
amount by the number of days for which the allowance is paid. Thus, 
if a State trooper receives a weekly statutory subsistence allowance 
of $40 for 5 days of the week, the daily amount would be $8, that is, 
$40 divided by 5. Ho~ever, for purposes of this section, only $5 per 
day may be excluded, or $25 on a weekly basis. 

(c) Expenses in respect of which the allowance under section 120 is 
paid may not be deducted under any provision of the income tax laws 
except to the extent that (1) such expenses exceed the amount of the 
exclusion, and (2) the excess is otherwise allowable as a deduction. 
For example, if a State statute provides a subsistence allowance of $3 
per day and the taxpayer, a State trooper, incurs expenditures of $4. 50 
for meals while away from home overnight on of[lcial police duties only 
$8 would be excludable under this section. Expenses relating to such 
exclusion ($8) may not be deducted under any provision of the income 
tax laws. However, the remaining $1. 50 may be an allowable deduc- 
tion under section 162 as traveling expenses while away from home in 
the performance of ojIicial duties. See $ 1. 162 — 2. 

$ 1. 121 STATUTDRY PRovIsIQN8 j CRoss REFERENcEs To OTHER AcTs. 
SEC. 121. CROSS REFERENCES TO OTHER ACTS. 

(a) For exemption of— 
(1) Adjustments of indebtedness under wage earners' plans, see 

section 679 of the Bankruptcy Act (52 Stat. 988; 11 U. S. C. 1079); 
(2) Allowances and expenditures to meet losses sustained by 

persons serving the United States abroad, due to appreciation of 
foreign currencies, see the Acts of March 6, 1984 (48 Stat. 466; 5 
U, S. C. 118c) and April 25, 1988 (52 Stat. 221; 5 U. S. C. 118c — 1); 

(8) Amounts credited to the Maritime Adininistration under 
section 9(b) (6) of the Merchant Ship Sales Act of 1946, see section 
9 (c) (1) of that Act (60 Stat. 48; 50 U. S. C. App. 1742); 

(4) Benefits under World War Adjusted Compensation Act, see 
section 808 of that Act, as amended (48 Stat. 125; 44 Stat. 827, $ 8; 
88 U. S. C. 618); 

(5) Benefit under World War Veterans' Act, 1924, see section 8 
of the Act of August 12, 1935 (49 Stat. 609; 88 U. S. C. 454a); 

(6) Dividends and interest derived from certain preferred stock 
by Reconstruction Finance Corporation, see section 804 of the Act of 
March 9, 1988, as amended (49 Stat. 1185; 12 U. S. C. 51d); 

(7) Earnings of ship contractors deposited in special reserve 
funds, see section 607(h) of the Merchant Marine Act, 1986, as 
amended (52 Stat. 961, 5 28; 46 U. S. C. 1177); 
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(a) For exemption of — Continued 
(8) Income derived from Federal Reserve banks, including 

capital stock and surplus, see section 7 of the I&'ederal Reserve Act 
(88 Stat. 258; 12 U. S. C. 581); 

(9) Income derived from Ogdensburg bridge across Saint 
Lawrence River, see section 4 of the Act of June 14, 1988, as 
amended (54 Stat. 259, $ 2); 

(10) Income derived from Owensboro bridge across Ohio River 
and nearby ferries, see section 4 of the Act of August 14, 1987 
(50 Stat. 648); 

(11) Income derived from Saint Clair River bridge and ferries, 
see section 4 of the Act of June 25, 1980, as amended (48 Stat. 140, 
51); 

(12) Leave compensation payments under section 6 of Armed 
Forces Leave Act of 1946, see section 7 of that Act (60 Stat. 967; 
87 U. S. C. 86); 

(18) Mustering-out payments made to or on account of veterans 
under the kuusterin -Out Payment Act of 1944, see section 5(a) of 
that Act (58 Stat. 10; 88 U. S. C. 691e); 

(14) Railroad retirement annuities and pensions, see section 12 
of the Raikroa&k Retirement Act of 1985, as amended (50 Stat. 816; 
45 U. S. C. 2281); 

(15) Railroad unemployment benefits, see section 2(e) of the 
Railroad Unemployment Insurance Act, as amended (52 Stat. 1097; 
58 Stat. 845, $ 9; 45 U. S. C. 852); 

(16) Special pensions of persons on Army and Navy medal of 
honor roll, see section 8 of the A. ct of April 27, 1916 (89 Stat. 54; 
38 U. S. C. 898) h 

(17) Gain derived from the sale or other disposition of Treasury 
Bills, issued after June 17, 1930, under the Second Liberty Bond Act, 
as amended, see Act of June 17, 1980 (C. 512, 46 Stat. 775; 81 U. S. C. 
754). 

(18) Dependency and indemnity compensation paid to survivors 
of members of a uniformed service and certain other persons, see sec- 
tion 210 of the Servicemen's and Veterans' Survivor Benefits Act. 

(b) For extension of military income-tax-exemption benefits to com- 
missionerl officers of Public Health Service in certain circumstances, see 
section 212 of the Public Health Service Act (58 Stat. 689; 42 U. S. C. 
213) . 

[Sec. 121(a) (18) added by section 501(t) of P. L. 881 (84th Cong. ) 
efiective January 1, 1957] 

0. GornoN DELz. , 
Acting Cornrnissioner of Internal Revenue. 

Approved December 81, 1056. 
W. RANDOLPII BURGESS) 

Acting Secretary of tike Treasury. 

(Filed by the Division of the Federal Register on Decembez 28, 1956, at 8: 48 
a. m. , and published in the issue of the Federal Register for December 28, 
1956, 21 F R" 10484 ) 

o6 GFR 1. 102 — 1: Gifts and inheritances. Rev. Rul. 57 — 288 

Grants of funds made by the United States Government to eli- 
gible members of certain groups, bands, or tribes of American 
Indians for their relocation and vocational training are considered 
to be gifts which are excludable from the gross income of the re- 
cipients for Federal income tax purposes. 

Advice has been requested with respect to the status for Federal 
income tax purposes of grants received from the United States 
Government'by eligible members of certain groups, bands or tribes 
of American India~ns under the relocation abend vocational training 
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program operated by the United States Department of the Interior, 
Bureau of Indlall Avail's. 

Public Law 587& 68 Stat. 718, 25 U. S. C. 564, Public Law 588, 68 
St'at. 724, 25 U. 4. C. 691, and Public Law 762, 68 Stat. 1099, 25 
U. S. C. 741, were. enacted by the L&'ighty-third Congress, second 
session, to provide for the termination of Federal supervision over 
the groups, bands, or tribes of Indians named in those Acts. Those 
Acts also authorize the Secretary of the Interior to undertake a special 
program of education and training designed to help the members of 
the tribe to earn a livelihood, to conduct their own afFairs, and to 
assume their responsibilities as citizens without special services be- 
cause of their status as Indians. 

Pursuant to those Acts and authorization, a, program of vocational 
training for those eligible Indians who desire to relocate and secure 
traiiiing has been placed in operation by the Department of the 
Interior, Bureau of Indian AfFairs. Under this program, eligible 
Indians are assisted to relocate from the reservation area to urban 
industrial centers and secure vocational training at such centers. 

Within the limits of available appropriations grants, are made, 
subject to strict supervision by the Bureau of Indian Affairs, to 
eligible Indians for language training, orientation in non-Indian 
community customs and living standards, vocational training and 
related subjects, transportation to the place of training or instruction, 
and subsistence during the course of training or instruction. The 
recipients of such financial assistance are required to certify that 
they are not able, out of available funds or other resources, to finance 
their relocation and training costs, and they must further certify that 
they will return any unused funds to the Bureau of Indian AfFairs. 

Section 102 of the Internal Revenue Code of 1954 provides that 
ross income does not include the value of property acquired by gift, 
equest, devise, or inheritance. 
The Indians herein concerned are ~ards of the United States 

Goverrunent. The grants made to them are su%cient to cover only 
the expenses incurred by them for vocational training and related 
expenses. The Government receives no consideration for such grants 
and the Indians incur no obligations other than to carry out the re- 
location and vocational training plans, regular school attendance, etc. , 
as a result of the payments. Such action is in accord with the intent 
of the Federal Government to help the American Indian become self- 
supporting and ultimately free and equal citizens. See House Con- 
current Resolution 108, 67 Stat. B1M. 

In view of the foregoing, the Internal Revenue Service considers 
that Congress intended sucli payments to be gifts and, as such, they 
are excludable from the gross income of the recipients for Federal 
income tax purposes. 

SECTION 108. — INTEREST ON CERTAIN GOVERNMENTAL 
OBLIGATIONS 

26 CFR 1. 108: Statutory provisions; interest 
on certain governmental obligations. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 



o6 CFR 1. 103 — 1: Interest upon obligation of. a 
State, Territory, etc. 

Rev. Rul. 57 — 49 

Where twenty-five series of municipal bonds, the interest on which 
is wholly exempt from Federal income taxes, maturing in 1956 to 
1980, inclusive, and bearing interest at rates varying from four down 
to one percent per annum, were originally purchased in 1955 from 
a municipality, upon accepted bid, by a dealer in securities for a lump 
(unallocated) sum slightly above their total par (face) amount, 
and thence purchased from him by investors at diiferent prices for 
each series ranging from 21 percent above par down to 82 percent 
below par, no part of any such purchase discount constitutes dis- 
count at which bonds were issued, nor otherwise additional com- 
pensation provided or incurred by the municipality for the use of 
money loaned, and, therefore, will not be exempt as additional mu- 
nicipal bond interest upon its realization by them. If the investors 
hold the bonds until redemption thereof by the municipality, they 
will then realize recognized gain of the entire excess of the (par) 
redemption price received over the purchase price which thev paid. 
If, instead, the investors sell the bonds, they will then realize recog- 
nized gain of the entire excess of the sale price received or accrued 
over such purchase price, or sustain recognized loss of the excess of 
such purchase price over the sale price received or accrued. Such 
gains or losses to the investors will be taxable or allowable to them 
as capital gains or losses, i. e. , in accordance with and subject to 
the capital gain and loss provisions of the Internal Revenue Code 
of 1954. 

Advice has been requested regarding the proper treatment, for Fed- 
eral income tax purposes, of "discount" at which investors purchased 
from a dealer in securities certain interest-bearing serial municipal 
bonds which, together with other bonds issued by the municipality at 
the same time, were originally purchased from it by him for a lump 
sum slightly above the total par (face) amount of all the bonds. 

The dealer in securities in November, 1%5, made a bid to the City 
of E of 8004m dollars, plus accrued interest to date of delivery, for 
8000m dollars face amount of its serial bonds composed of twentv-five 
series, of 820m dollars face amount each, maturing in 1056 to 1980, 
inclusive, and bearing annual interest at four percent on ten series, 
t~ o percent on seven series, two and one-quarter percent on five series, 
and one percent on three series, respectively. The amount ofi'ered for 
the bonds was a single lump stlm for all of them, payable upon their 
delivery, without any allocation or specification of bid price as to 
particula~r bonds or series of bonds. The bid, accompanied by a sub- 
stantial remittance to bind it, was accepted by the city and, pursuantly, 
it delivered all the bonds to the dealer in December, 1055. The bonds 
were issued with interest coupons attached and are redeemable upon 
maturity at par. In making such bid for all the bonds of not less 
than their total par (face) amount, the dealer specified rates of in- 
terest on the various series which he believed would result in the low- 
est available total interest cost to the city on all of the bonds and still 
enable him to market them at a net (overall) profit. In this connec- 
tion, it manifestly was recognized that, sold separately, some of the 
series would sell at premiums, some at pa~r, and some at discounts, and 
that some of the premiums a~nd cliscounts would be very substantial 
in view of the wide variance between some of the series in maturities 
anti interest rates, especially the latter. The city was prohibited by 
a statute of the State of J, wherein it was located, from selling any of 
the bonds at less than par. Hov ever, the important fact here is that 



all the bonds were originally purchased from the city by a dealer at 
a single unallocated price of not less than their total par (face) 
amount, pursuant to a bona fide and arm' s-length bid and acceptance. 
The dealer thence offered and sold the bonds to the public at diferent 
prices for each series rangiiig from $121 per $100 face amount dov n 
to $68 per $100 face amount. All such purcliasers were investors. 
They are holdin~ the bonds as such and not as dealers. 

Section 108(a)(1) of the Internal Revenue Code of 1954 provides 
that gross income does not include interest on the obligations of a 
State, a Territory, or a possession of the United Sta, tes, or any po- 
litical subdivision of any of the foregoing, or of the District of 
Columbia. 

Although the exemption provided in section 103(a) (1), supra, 
expressly relates to "interest" on the obligations therein specified, it 
was held, in G. C. M. 10452, C. B. XI — 1, 18 (1982), that the amoimt 
of discount at which noninterest-bearing state or municipal bonds 
were issued was exempt, under corresponding statutory provisions, 
upon its realization when the bonds were redeemed, and that, where 
the bonds were sold by the original purchasers before redemption, 
each holder thereof was entitled to apportion the amount of the (issue) 
discount according to the relative extent of his respective holding 
period. In I. T. 2629, C. B. XI — 1, 20 (1%2), it was similarly held 
with respect to the amount of discount at which interest-bearing 
municipal bonds were issued. See also G. C. M. 21890, C. B. 1940 — 1, 
85. In O. D. 647, C. B. No. 8, 128 (1920), it was stated, "In no case 
may such exemption exceed the total discount at which the securities 
were originally sold by the State or municipality. " 

Such rulings are based on the principle that. discount at which bonds 
and similar obligations were issued constitutes compensation (where 
noninterest-bearing), or a, dditional compensation (where interest- 
bearing), which the obligor has contracted to pay for the use of the 
money loaned and, hence, is equivalent to interest for Federal income 
tax purposes. Stated difFerently, the issue discount is recognized as be- 
ing interest in substance although provided in the form of such dis- 
count. Therefore, if "interest" on a particular bond is wholly exempt 
from Federal income taxes, then any discount at, which it was issued is 
also exempt. 

All tlie municipal bonds involved in the instant case were originally 
purchased, together with other bonds issued by the municipality at 
the same time, by a dealer at a single unallocated price of. not less than 
their total par (face) amount and, accordingly, were not issue4 at a 
discount. Nor does it appear that the discount at which the dealer 
sold some of the bonds to investors was additional compensation 
otherwise provided or incurred by the municipality for the use of the 
money loaned to it. As aforestated, the municipality obtained the 
loaned funds from the dealer pursuant to his lump-sum bid, submitted 
and accepted, at a price above the total par (face) amount of the bonds 
which it issued to him for such funds. Such bid and acceptance were 
bona fide and arm' s-length. He acquired ownership of bonds as an 
origina/ purchaser, and acted for himself, and not as broker or agent 
for the municipality in selling them to tlie public. 

In view of the foregoing, the discount at which the dealer sold to 
investors some of the municipal bonds originally purchased by him 
from the municipality at above par is not exempt to them as additional 
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municipal bond interest, for Federal income tax purposes, upon its 
realization by them. If the investors hold the bonds until redemp- 
tion thereof by the municipality, they will then realize recognized 
gain of the entire excess of the (par3 redemption price received over 
the purchase price which they paid. If, instead, the investors sell 
the bonds, they will then realize recognized gain of the entire sale 
price received or accrued over such purchase price, or sustain recog- 
nized loss of the excess of. such purchase price over the sale price re- 
ceived or accrued. Such gains or losses to the investors will be tax- 
able or allowable as capital gains or losses, i. e. , in accordance with and 
subject to the capital gain and loss provisions of the 1954 Code. 

(Also Section 115. ) Rev. Rul. 57 — 151 

The income earned by the Oklahoma County Utility Services 
Authority, a trust created under State law for the furtherance of 
public functions, is not subject to lcederal income tax. Mortgage 
bonds and debenture notes issued by such Authority for the pur- 
pose of financing facilities for certain utility services to a county 
are considered to be issued in behalf of a political subdivision and 
the interest paid thereon is also exempt from Federal income tax. 

Advice has been requested whether the income realized by the 
Oklahoma County Utility Services Authority, a trust created under 
State laws for the furtherance of public functions, and the interest 
paid on obligations issued by it are exempt from Federal income 
tax. 

Under the terms of an Oklahoma statute entitled "Trusts for the 
Furtherance of Public Functions, " Title 60 Oklahoma Statutes 1951, 
sections 176 — 180, as amended by Laws 1958, express trusts may be 
created with the State or any political subdivision thereof as the 
beneficiary for the purpose of furthering any authorized function of 
the beneficiary. Title 60, section 176, Oklahonia Statutes. Before 
the trusts can become efi'ective, the beneficial interest therein must be 
formally accepted by the Governor of the State or by the governing 
body of the political subdivision which is named as the beneficiary in 
the trust instrument. Title 60, section 177. The statute designates 
the trustees under such an instrument as an agency of the State and 
provides that the trust may be terminated only by agreement of the 
trustees and the governing body of the beneficiary, with the approval 
of the Governor ot the State. Title 60, sections 178 and 180. 

The Oklahoma County Utility Services Authority is a trust created, 
pursuant to the provisions of the statute referred to above, for the 
purpose of providing municipal utility services, such as water supply, 
fire protection and sewage disposal, for the residents in the outlymg 
areas of Oklahoma, County. The Board of County Commissioners 
of Oklahoma County has formally accepted the beneficial interest in 
the trust and has thereby rendered the trust effective. Under the 
terms of the trust instrument, the Authority is empowered to issue 
first mortgage revenue bonds, secured on trust properties and unse- 
cured debenture notes. The revenues of the Authority primarily 
available for meeting its obligations are derived from the sale of water 
produced and distributed, although the Authority may have other 
revenues from other operations in which it may engage in the perform- 
ance of trust purposes. No obligation. of the trust& however, shall 
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ever become a liability of the benefiiciary. No funds of the Authority 
may be diverted to any private use and, upon termination of the trust 
after payment of all debts and oblig~ations, the remainder of the 
trust assets shall be distributed to the beneficiary. The Supreme 
Court of the State of Oklahoma sustained the validity of the trust 
and the acceptance of the beneficial interest by the Board of County 
Commissioners of Oklahoma County, and held that the trustees under 
the trust instrument are an agency of the State of Oklahoma and its 
regularly constituted authority for the performance of the functions 
for which the trust was created. Board of County Comnu8st'oncet 
v. War~en, Okl. , 285 P. 2d 1034 (1955) . 

On the basis of the facts present in this case, it is held that the 
income to be earned by the Oklahoma County Utility Services Au- 
thority from the furnishing of municipal utility services such as 
water supply, fire protection and sewage disposal, and which income 
will never accrue to the benefit of any person, firm, or corporation 
except the county which is the beneficiary of the trust, will not be 
subject to Federal income tax. It is further held that the mortgage 
bonds and debenture notes to be issued by the Authority for the pur- 
pose of financing the facilities to be used in providing municipal util- 
ity services will be considered as issued. in behalf of the County, a 
political subdivision, and the interest paid thereon will be exempt 
from Federal income tax under section 108(a) (1) of the Internal 
Revenue Code of 1N4. Cf. Rev. Rul. 54 — 296, C. B. 1954 — 2, 59. 

Rev. Rul. 57 — 187 

Bonds issued by an Industrial Development Board formed under 
Title 37, Chapter 17 of the Code of Alabama, are considered issued 
in behalf of a municipality, a political subdivision of the State. 
Interest received on such bonds is exempt from Federal income 
tax under section 103(a) (1) of the 1054 Code. 

Advice has been requested whether interest received on bonds is- 
sued by an Industrial Development Board formed under Title 87, 
Chapter 17 of the Code of Alabama, is exempt from Federal income 
tax. 

Under Title 87, Chapter 17 of the Alabama Code 1940, sections 
815 — 830, as amended, the legislature has authorized the incorpora- 
tion in the several municipalities of public corporations designated 
as Industrial Development Boards to acquire, own, lease and dispose 
of properties to the end that such corporations may be able to pro- 
mote industry and develop trade by inducing manufacturing, indus- 
trial and commercial enterprises to locate in tile State. Title 37, 
Section 816. 

Under the statute an Industrial Development Board may be formed 
only after the governing body of the municipality concerned has 
given its formal approval to the creation of the Board and to the 
form of certificate of incorporation. Title 37, Section 817. The 
board of directors of each Industrial Development Board is elected 
by the governing body of the municipality concerned and serves 
without compensation. . Title 37, Section 821. The corporate powers 
include the power to acquire, improve, maintain, equip and furnish 
project», to lease such projects and collect rent; to sell and convey 



any and all of its property whenever the board of directors shall 
find such action to be in furtherance of the purposes for which the 
corporation was organized; and to issue bonds for the purpose of 
carrying out any of its powers. Title 37, Section 822. 

All bonds shall be payable solely out of revenues and. receipts de- 
rived from the leasing or sale by the corporation of its projects. 
Title 87, Section 823. The municipality shall not be liable for the 
payment of principal or interest on any of the bonds of the corpora- 
tion. Title 37, Section 826. 

Industrial Development Boards are exempt from all State taxa- 
tion, and interest on bonds issued. by an Industrial Development 
Board is likewise exempt from State taxes. Title 37, Section 825. 
Industrial Development Boards are nonprofit corporations and no 
part of their net earnings may inure to the benefit of any private 
person. Title 37, Section 827. Upon dissolution of an Industrial 
Development Board, the title to all property owned by it shall vest 
in and become the property of the municipality in which the Board 
is located. Title 87, Section 828. 

Section 108 (a) of the Internal Revenue Code of 1954 excludes from 
gross income interest on the obligations of a State, a Territory, or a 
possession of the United States, or any political subdivision of any 
of the foregoing, or of the District of Columbia. 

Section 1. 108 — 1 of the Income Tax Regulations provides in part, 
Obligations issued by or on behalf of the State, Territory, or 

possession of the United States, or a duly organized political sub- 
division acting by constituted authorities empowered to issue sucli 
obligations, or the obligations of a State, Territory, or possession of 
the United States, or a political subdivision thereof. ' 

Revenue Ruling 54 — 106, C. B. 1054 — 1, 28, holds that bonds issued 
by or in behalf of a muxiicipality for the purpose of financing the 
acquisition or construction of municipally owned industrial plants 
for lease to private enterprise constitute obligations of a political 
subdivision, The same principle is equally applicable to bonds issued 
by an Industxial Development Board in behalf of a municipality. 

Accordingly, in view of the circumstances in the instant case, it 
is held that bonds issued by an Industrial Development Board 
formed under Title 37, Chapter 17 of the Code of Alabama, are con- 
sidered issued in behalf of a municipality, a political subdivision of 
the State. Interest received on such bonds is exempt from Federal 
income tax under section 106 (a) (1) of the Code. 

SECTION 105. — AMOUNTS RECEIVED UNDER A. CCIDENT 
AND IXEAI TH PI ANS 

26 CI'R 1. 105 — 4: AVage continuation plans. Re;, Rul. 57 — 76 
"Retirement age" is defined for the purpose of excluding an em- 

ployee's disability pension from gross income pursuant to section 
1. 105 — 4(a) (3) (i) of the Income Tax Re ulations. 

Advice has been requested as to the time at which employees reach 
retirement age for purposes of excluding from gross income disability 
pension benefits referred to in section 1. 105 — 4(~a) of the Income Tax 
Regulations under the Internal Revenue Code of 1054. 
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Subject to certain limitations, section 105(d) of the Code excludes from gross income amounts received by a» employee pursuant to the 
provisions of a wage continuation plan "if such amounts constitute 
ivages or payments in lieu of wages for a period during which the 
eniployee is absent from work on a~ccount of personal inju~ries or sick- 
ness, ' The exclusion applies at a weekly rate of $100. 

Section 1. 105 — 4(a) of the Income Tax Regulations provides in part 
as follows: 

( ) (i) — Section 10o(d) is applicable ouly if the wages or payments in lieu 
of wages are paid pursuant to a wage continuation plan. The term "wage con- 
tinuation plan" * " * iucludes plans under which paymeuts are continued as 
long as the employee is absent from worl; on account of personal injury or sick- 
ness. It includes * ':: ~ plans under which benefits are continued until the 
employee either is able to return to work or reaches retirement age. " ' "'. 

(3) (i). * ~ * an employee is not abseut from uork if he is not expected to 
work because, for example, he has reached retirement age. If a plan provides 
that an employee, who is absent from work on account of personal injury or 
sickness, will receive a disability pension as long as he is disabled, section 105(d) 
is applicable to any payments which such an employee receives under this plan 
before he reaches retiremeut age, but section 105(d) does not apply to the pay- 
ments which such an employee receives after he reaches retirement a e. 

It is held that, for the purpose of excluding an employee's disability 
pension from gross income pursuant to section 1. 105-4(a) (3) (i) of the 
Income Tax Regulations, "retirement age" xi ill be deeined to be 

(1) The lowest age specified in the appropriate ivritten em- 
ployees' pension or a~nnuity plan at which the employee, had he 
not, been disabled and had he continued in such employment, 
would have had the right to retire without the consent of the em- 
ployer and receive retirement benefits based on service to date of 
retirement computed at the full rate set forth in tlie plan, i. e. , 
without actuarial or similar reduction because of retirement be- 
fore some later specified age, provided, however, that such retire- 
ment age corresponds with the employer's actual practice and is 
reasonable in view of all the pertinent facts and circumstances; or 

(2) in the absence of a written employees' pension annuity 
plan meeting the requirements of (1) above, the age, if any, at, 
which it has been the practice of the employer to terminate, due 
to age, the services of the class of employees to which the particu- 
lar employee belongs, provided such age is reasonable in view of 
all the pertinent facts and circumstances; or 

(8) if neither (1) nor (2) is applicable, age 65, the retirement 
age (as defined in (1) above) generally specified in the oM-age 
and survivors insurance provisions of the Social Security A. ct 
and the age at which the retirement income credit provided by 
section 87 of the Code generally becomes e8ective. 

In any instance where the retirement age as defined above appears to 
be substantially higher with respect to one class of employees than it 
is for another class of employees or for employees generally, the facts 
will be carefully examined to determine whether such higher age is a 
bona fide retirement age. 

The application of the rules stated above is illustrated by the follow- 
ing examples: 

Plump/e (1). The 3f company has a formal retirement annuity 
plan which is covered by a contract issued by an insurance company. 
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It, provides a regular retirement annuity beginning at age 69 for any 
employee who h~as remained at work with the company until age 69 
or who has completed 15 years or more of service with the company. 
It also provides a disability pension to any employee who becomes 
totally and permanently disabled. 

Tlie regular annuity at age 62 is equal to two percent of the em- 
ployee's total earnings with the company and for this purpose the 
period during which the employee receives a disability pension is con- 
sidered as a period of service. Employees with 15 years or more of 
service may retire at age 55 on an actuarially reduced annuity. 

The disability pension is equal to two percent of the employee's total 
earnings with the company. If the employee has less than 15 years 
of service when he becomes disabled, the disability pension is continued 
for a maximum of 60 months. If he has at least 15 years of service, the 
disability pension continues until the employee reaches age 62, at 
which time his regular retirement annuity commences. 

For the purpose of excluding disability pension benefits pursuant to 
section 1. 105 — 4(a) (3) (i) of the Income Tax Regulations, employees 
of the lZ' company reach retirement age at age 62. 

Example (8). The 1V company retirement plan provides that the 
employer will contribute each year an amount equal to eiglit percent 
of each employee's compensation into a retirement trust, which aniount 
is credited to individual employee accounts. Each employee's account 
is also credited soon after the year-end with investments earnings at the 
average rate earned on the trust's assets. When an employee reaches 
age 65, the amount accumulated in his account is used. to purchase a 
single premium annuity from an insurance company, or, at the em- 
ployee's option, will be applied in accordance with annuity tables 
adopted by the plan trustees to pay him an annuity from the trust. An 
employee may also continue working, with the consent of the employer, 
after age 65, but there are no more credits to his account other than 
the investment earnings. In such case, the amount accumulated at 
actual retirement is applied to purchase or pay an annuity, as aforesaid. 

If the employee should become disabled before age 65, the amount 
accumulated in his account at the time he becomes disabled is paid to 
him at the rate of $50 a month until exhausted or until he reaches age 
65, if sooner. In the latter event, the balance is applied to pay an 
annuity to him in accordance with the aforesaid tables. An employee 
may also retire at his own request any time after reaching age 55 and 
have the amount accumulated in his account applied either to purchase 
an annuity for him or to pay an annuity to him from the trust, based 
on his age at actual retirement, . 

For the purpose of excluding disability pension benefits pursuant 
to section 1. 105 — 4(a) (3) (i) of the Income Tax Regulations, the re- 
tirement age of an employee covered by this plan is age 65, because 
the amount of annuity purchasable with the accumulation in the em- 
ployee's account in case of retirement before age 65 is automatically 
reduced actuarially in accordance with insura~nce company aiinuity 
rates and the annuity tables adopted by the trustees, 

Examp/e (8) The Civil Service Retirement Act of May 99, 1930, 
46 Stat. 468, 5 U, S. C. 691, as amended, to October 1956, provides 
among other things, that certain service or disability retirement bene- 
fits will be paid to eligible civilian employees of the United States 



Government. In general) all eInployee may elect to retire ancl receive 
a, n immediate service annuity, the amount of which is not actuarially 
or simil;irly reduced, at any time after he meets one of the follov;ing 
age and service conditions: 

(1) Age 50 with 20 years of service as an investigatory employee. 
(2) A ~e 60 with 80 years of service. 
(8) Age 62 with five years of service. 

'0 ith respect to employees separ;ited from the service before October 
1, 1056, provisions of the AI t are substantially as follows: The service 
annuity (in most c;ises) is equal to one and one-half percent of aver- 
age annual basic salary for eacli year of service, or one percent of aver- 
a~ge annual basic salary plus &25 for each year of service if that amount 
is larger, but in no case may the annuity exceed 80 percent of average 
annual basic salary. (" Average annual basic salary" is used to de- 
note the average annual basic salary received by the employee during 
any five conse~cutive years of allowable service at the option of the 
employee. ) If an employee retires with less than 15 years of service, 
he may not elect a joint and survivorship annuity; however, there is no 
actuarial or simil:ir reduction in the annuity pa~yments. At age 55 
after 80 years of service an employee may elect to retire and receive an 
immediate annuity equal to the annuity computed as above and re- 
cluced by one-quarter of one percent for each month the employee is 
under age 60. Also, an employee who is separated involuntarily 
through no fault of his own after completing 25 or more years of 
service may receive an immediate annuity computed and reduced in 
the same manner. )Kith certain exceptions, retirement is conipulsory 
at age 70 after 15 years of service. If an employee becomes totally 
disablecl after completing five years of civilian service and before meet- 
ing specified age and service requirements, he may be retired on a disa. - 
bility annuity computed in the same manner as tlie service annuity. 

For the purpose of excluding disability annuity payments pursuant 
to section 1. 105&(a) (3) (i) of the Income Tax Regulations, a civilian 
emplovee of the United States Government reache~s retirement, age at 
the earliest applicable age described in conditions (1), (2) and (8) 
above, 

J. "@ample ($. ) . The retirement plan of 0 company is uninsurecl and 
unfunded. Xotice of the plan benefits is printed in a handbook 
furnished all employees. 

Under the plan, an employee who has at least 20 years of service 
may retire at age 60 on a pension, the yearly amount of which is 
equal to 40 perceIIt of his average sal~ary for the five years iminediately 
preceding retirement. He may also retire at any time after reaching 
age 50 if he has at least 20 years of service, but his pension is the 
actuarial value at that time of the pension he would have received had 
he remained in the service to age 60, except in case of disability 
retirement. 

If the employee becomes totally and permanently disabled after 
completing 20 years of seI vice, he may retire regardless of his age and 
receive a pension computed at 40 percent of his average salary for the 
last five years without the actuarial reduction. 

For the purpose of excluding a pension received on account of dis- 
ability, pursuant to section 1. 105 — 4(a) (8) (i) of the Income Tax Regu- 
lations, the retirement age of an employee of 0 company is age 60. 

484787' — 58 G 
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L"sample (6). The P corporation has a limited number of em- 
ployees, It has no formal ivage continuation or retirement plan, but it 
has a, custom of continuing the salaries of all employees who are absent 
from work on account of personal injuries or sickness for short periods 
and of granting pensions to key employees who become totally and 
permanently disabled. All employees have knowledge of this custom. 
In 1955 two key employees were retired from service on account of 
total and permanent disability at ages 59 and 73, respectively, and 
received disability pensions. There are at present four active full- 
time key employees. Their respective ages are 83, 56, 68 and 76. 

For the purpose of excluding disability pensions pursuant to sec- 
tion 1. 105 — 4(a) (8) (i) of the Income Tax Regulations the retirement 
age of all key employees of the P corporation is age 65. 

See section 79 of the code for the exclusion from gross income of 
portions of amounts received as an annuity or as a distribution from 
an employee's trust or annuity plan. See sections 104 and 105 (e) 
of the Code for the exclusion from gross income of certain amounts re- 
ceived under an accident and health plan. 

Rev. Rul. 57 — 159 
The wages received by an elected precinct oflicer in the State of 

Arizona, whose salary is fixed by law and continued for a period 
during which he was absent from work on account of sickness, are 
excludable from his gross income to the extent provided in section 
105(d) of the Internal Revenue Code of 1954. Such exclusion should 
be taken into account for the taxable years in which the amounts 
are received regardless of the period for which the payments are 
made. 

Advice has been requested whether an elected precinct ofhcer in the 
State of Arizona may exclude from gross income amounts received for 
a period during which he was absent from work on account of sickness. 

In the instant case, an elected constable in Arizona was ill and 
hospitalized for a period of nine months, such period covering a part 
of two vears. A deputy carried on the duties of the once, and the 
constable continued to receive his salary during the period of his 
absence. 

Under the provisions of section 105 (d) of the Internal Revenue Code 
of 1954, wages or payments in lieu of wages received by an employee 
pursuant to a wage continuation plan for a period during which 
the employee is absent from work on account of personal injuries or 
sickness are excludable from gross income, subject to the following 
limitations: (1) the exclusion does not apply to the extent that the 
amounts received exceed a weekly rate of $100; and (9) if the absence 
is due to sickness (as distinguished from injury), the exclusion does 
not apply to amounts attributable to the first seven calendar days of 
tile period of absence unless the employee is hospitalized on account 
of sickness for at least one day during the period of absence. 

The term "wage continuation plan" means an accident or health plan 
under which wages, or payments in lieu of wages, are paid to an em- 
ployee for a period during which he is absent from work on account 
of personal injuries or sickness. In general, an accident or health 
plan is an arrangement for the payment of amounts to employees in 
the event of personal injuries or sickness. 
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Article 4, Part 2, Section 17 of the Constitution of the State of 
Arizona, as amended in 1958, provides that the legislature shall never 
grant any extra compensation to any public ofhcer, agent, servant or 
contractor after the services have been rendered or the contract en- 
tered into, nor shall the compensation of any public oflicer be increased 
or diminished during his term of oflice. This section applies to all 
officers having fixed terms and to the acts of all salary fixing bodies, 
whether the office was created by the Constitution or by statute. See 
aL 3l. Crawford v. Cr'eorge [V. P. IXunt, 17 Pac. (2d) 802. 

The Arizona Code provides that the precinct officers shall be a 
justice of the peace nnd a constable who shall be elected by the quali- 
fied electors of the precinct at the general election for State and 
county officers for terms of four years each. Section 17 — 504 of the 
Arizona Code of 1989, Annotated, as amended by Laws 1945, Ch. 69, 
Section 1, p. 185. The Arizona Code also provides that at the regular 
June meeting of the various boards of supervisors preceding a gen- 
eral election, said boards shall fiix the salaries of all precinct officers 
excepting justices of the peace and constables wliose salaries are fixed 
by separ~ate provision for the two-year period commencing on the 
first day of the following January. Section 12 — 711 of the A. rizona 
Code of 1939, Annotated, as amended by Laws 1952, Chapter 120. 
AVhile the section places certain limits on the salary of a constable, it 
does not specifically fix his salary. Under the Arizona Code, section 
12 — 404, an office is deemed to be vacant from and after the time the 
incumbent ceases to dischnrge the duties of his office for a period of 
three consecutive months except ivhen prevented by sickness. 

The terms "employee" and "wages" as used in section 105(d) of 
tile Internal Revenue Code of 1954 include a public ofiicial and his 
salary. Since the snlnry was fixed ivhen the constable assumed the 
duties of the oflice, could not be increased or diminished during the 
term of o%ce, and vvns continued when discharge of duties was pre- 
vented by his sickness, there was in the instaift case a wage continua- 
tion plan for the purposes of section 105 (d) of the Code. 

Accordingly, it is held that the wages received by an elected precinct 
o%cer in the State of Arizona, vvhose salary is fixed by law and con- 
tinuecl for a periocl during which he was absent from work on account 
of sickness are excludable from his gross income to the extent provided 
in section 105(d) of the Code. Such exclusion should be taken into 
account for the taxable years in which the amounts are received re- 
gardless of the period for which the payments are made. 

Hev. Rul. 57 — 178 

An employee ivho is receiving a disability pension from an em- 

ployer, vvhich is excludable from gross inconie subject to the linii- 
tations provided in section 105&(d) of the Internal Revenue Code 
of 10. &1, may be engaged in a gainful occupation as a self-employed 
individual, or as an employee of another eniployer, ivithout affecting 
the tax treatment of his disability pension. 

Aclviee hns been requestecl ns to the income tnx status of a pension 
received by reason of retirement on account of disability where the 
retired employee receives enrnecl. income from other sources (such 
as wages, commissions, or benefit from the operation of a business). 
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Subject to certain limitations, section 105(d) of the Internal Reve- 
nue Code of 1954 excludes from gross income amounts received by 
an employee pursuant to the provisions of a wage continuation plan 
if such amounts constitute wages or payments in lieu of wages for 
a period during which the employee is absent from work on account 
of personal injuries or sickness. The term "wage continuation plan" 
includes plans under which benefits are continued until the employee 
either is able to return to work or reaches retirement age. If a plan 
provides that an employee, who is absent from work on account of 
a personal injury or sickness, will receive a disability pension as long 
as he is disabled, section 105(d) is applicable to any payments which 
such an employee receives under this plan before he reaches retirement 
age. See section 1. 105 — 4(a) (8) (i) of the Income Tax Regulations. 
With respect to the time at which employees reach retirement age 
for the purpose of excluding disability pension benefits, see Rev. Rul. 
57 — 76, page 66 of this Bulletin. The determination of whether an 
employee is absent from work should be made in accordance with 
section 1. 105 — 4(a) (4) and (5) of. the Income Tax Regulations. 

The amount which is paid to an employee as wages or payments 
in lieu of. wages for a period of absence from work due to a personal 
injury or sickness is determined by reference to the plan under which 
the amount is paid. If a disability' pension constitutes an amount 
which is excludable under section 105 (d) of the Code, the f act that 
the employee engages in-a gainful occupation either as a self-employed 
individual or as a~n employee of another employer does not require 
difFerent treatment with respect to the disability pension, since the 
employee's absence from work with the employer providing the pen- 
sion is not terminated by such other employment. 

Accordingly, it is held that an employee, who is receiving a dis- 
ability pension excludable from gross income subject to the limitations 
provided in section 105(d) of the Code, may be engaged in a gainful 
occupation as a self-employed individual or as an employee of another 
employer without affecting the tax treatment of his disability pension. 
Elowever, such a course of conduct is a factor in determining whether 
the employee's absence was due to personal injury or sickness, or to 
some other reason. 

Receipt of wages or payment in lieu of wages for period during 
which employee is absent from work on account of injuries or sickness 
with respect to retirement income credit. See Rev. Rul. 57 — 101, 
page 18. 

SECTION 109. — IMPROVEMENTS BY LESSEE ON 
LESSOR'S PROPERTY 

26 CFR 1. 109: Statutory provisions; improve- 
ments by lessee on lessor's property. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 84. 



SECTION 110. — INCOME TAXES PAID BY LESSEE 
CORPORATION 

26 CFR 1. 110: Statutory provisions; income 
taxes paid by lessee corporation. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6' 20' page 34. 

SECTION 111. — RECOVERY OF BAD DEBTS, PRIOR 
TAXES, A. ND DELINQUENCY AMOUNTS 

26 CFR 1. 111: Statutory provisions; recovery 
of bad debts, prior taxes, and delinquency 
accounts. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
62 ~0, page 34. 

SECTION 112. — CERTAIiV COMBAT PAY OF MEAIBERS 
OF THK ARMED FORCES 

26 CFR 1. 112: Statutory provisions; certain 
combat pay of members of the Armed 
Forces. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 

SKCTIOiV 113. — MUSTERING-OUT PAYMENTS FOR 
MEMBERS OI' THE ARMED I'ORCES 

26 CRF 1. 113: Statutory provisions; mustering- 
out payments for members of the Armed Forces. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 

SECTION 114. — SPORTS PROGRAMS CONDUCTED FOR 
THE AMERICAN NATIONAL RED CROSS 

26 CFR 1. 114: Statutory provisions; sports 
programs conducted for the American Na- 
tional Red Cross. 

Regulations under the Internal Revenue Code of 195. See T. D. 
6220, page 34. 

SECTION 115. — INCOME OF STATES, MUNICIPALITIES, 
ETC. 

Income earned by the Oklahoma. County Utility Services Author- 
ity, a trust created under State la~v for the furtherance of public 
functions. See Pev. Rul. 57 — 151, page 64. 



26 CFR 1. 115: Statutory provisions; income 
of States, municipalities, etc. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 

SECTION 117. — SCHOLARSHIPS AND FELLOWSHIP 
GRANTS 

Rev. Rul. 57 — 50 26 CFR 1. 117 — 1: Exclusion of amounts received 
as a scholarship or fellowship grant. 

(Also Part IQ Section 22(b); Regulations 118, 
Section 89. 22(b) (8). ) 

The portion of a fellowship grant for the academic year, 1953 — 1954, 
received in 1953 as a part of a Rockefeller Public Service Award in 
recognition of outstanding service by a civilian in the Federal 
Government, constitutes a gift and is excludable from the gross in- 
come of the recipient under the provisions of section 22(b) (3) of 
the Internal Revenue Code of 1939. That portion of the award re- 
ceived in 1954 is subject to the provisions of section 117(b) (2) of 
the Internal Revenue Code of 1954 and is excludable from gross in- 
come to the extent provided therein. 

Advice has been requested with respect to the taxability of a Rocke- 
feller Public Service Award under the circumstances described belo~. 

The Rockefeller Public Service Award Program was established 
in 1952 by a grant made to Princeton University and is administered 
by the University. It is designed to give special recognition to out- 
standing public service by civilians in Federal Government and to 
establish incentives for the continuance and advancement of those in 
public service. Persons may become candidates for the axvard either 
by nomination by Government agencies or by direct application. A 
committe recommends candidates to the trustees of the University, 
and the trustees make the final decision regarding the selection of the 
recipient of the award. 

The taxpayer herein involved received a, fellowship grant as a Rocke- 
feller Public Service Av ard, which included a sum equivalent to his 
yearly salary and expenses incident to his plan of study for the aca- 
demic year beginning in September 1958 and end. ing in %lay 1954. 
The taxpayer was not a candidate for a degree. 

Section 22 (b) (8) of the Internal Revenue Code of 1989, applicable to 
the year 1953, provides for the exclusion from gross income of amounts 
received as gifts. 

The award in the instant case was made in recognition of past 
achievements and present abilities of the recipient and. for his training 
and educational development, and not for the advancement of a specific 
research project as in E&phroim, Bonks v. Conirnissioner, 17 T. C. 1886, 
and Ti Li Loo v. Coniniissioner, 22 T. C. 220, nor for the advancement 
of 'research or creative work as in I. T. 4056, C. B. 1951 — 2, 8. There- 
fore, that portion of the award received in 1958 constitutes a gift witlrin 
the meaning of section 22(b) (8) of the 1989 Code. See Rev. Rul. 54- 
110, C. B. 1954 — 1, 28. Compare Leroy J. Robertson v. United 8totes, 
348 U. S. 711, Ct. D. 1746, C. B. 1952-2, 66. 



Section 117(b) (9) of the Internal Revenue Code of 1954, applicable 
to the year 1954 and subsequent years, provides that where the recipi- 
ent of a fellowship grant is not a candidate for a degree, amounts re- 
ceived as a scholarship or a fellowship grant are exempt from taxation 
only if the grantor is, among other things, a tax-exempt organization. 
The maximum amount exempt from taxation in any taxable year is 
$800 multiplied by the number of months for which the amounts are 
received under the grant during the taxable year plus any amount, 
received which is specifically designated to cover expenses for travel, 
research, clerical help, or equipment and which is expended for these 
purposes during the ta~xable year. The exemption will not, be allowed 
beyond a total of. 86 months, whether or not consecutive and even 
though the amounts received are less than $800 a month. The exemp- 
tion ~also extends to the value of contributed services and accomoda- 
tions, such as room, board and laundry. 

The recipient of the award herein is not a, candidate for a, degree 
and the grantor of the aivard is a tax-exempt organization. The por- 
tion of the award received during the taxable year 1954 thus comes 
within the provisions of section 117(b) (2) of the 1954 Code. 

Accordingly, it is held that the portion of a, fellowship grant for 
the academic year 1958 — 1954, received in 1958 as a part of a Rocke- 
feller Public Service Award in recognition of outstanding service 
by a civilian in the Federal 6overnment, constitutes a gift and is 
excludable from the gross income of the recipient under the pro- 
visions of section M (b) (8) of the Internal Revenue Code of 1989. 
That portion of the award received in 1954 is subject to the provisions 
of section 117(b) (2) of the Internal Revenue Code of 1954 and is 
excludable from gross income to the extent provided therein, 

Rev. Rul. 57-181 

A. nonresident alien, a professional teacher in a school of agriculture 
of a foreign. university, came to the United States for a period of nine 
months as an 3f foundation exchange fellow. The 3l foundation is 
exempt from income tax under section 501(c) (8) of the Internal 
Revenue Code of 1954. He visited and observed the work of research 
clepartments of seed companies, studied the organization and operation 
of certain branches of the Department of A. griculture, conducted 
studies and observed operations of numerous schools of agriculture at 
universities situated throughout the United States and, finally, as the 
last project on his exchange program, he attended a course of study at 
a university. During his stay in the United States, he was not em- 

ployed by, nor did he render any service to, a United S~tates employer; 
his status v;as strictly that of an observer. The allowances granted 
him by the ill exchange founclation were specific:illy for the cost of 
books and related materials, hotel accommodations and meals for 
liimself and his wife, incidental travel expenses, and tuition for his 

course at the university. In addition he received reimbursement froni 
the foundation for actual transportation expenses to and from his 
native country and for all transportation expenses awhile in the United 
States. FIelel, the allowances granted by the iV exchange foundation, 
an organization. of the type described in section 501(c) (8) of the Code 
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which is exempt from Federal income tax under section 501(a) of 
the Code, were made to the instant individual for the purpose of aiding 
him in the pursuit of study or research and, therefore, are excludable 
from his gross income under section 117 (a) of the Code to the extent 
provided in subsections (a) (2) and (b) (2) of section 117. 

Amounts received from the John Simon Guggenheim Memorial 
Foundation as a fellowship grant. See Rev. Rul. 57 — 286, page 497. 

26 CFR 1. 117 — 4: Items not considered as 
scholarships or fellowship grants. 

Grants made in support of a basic scientific research project which 
are conducted on an independent basis. See Rev. Rul. 57 — 127, page 275. 

SECTION 118. — CONTRIBUTIONS TO THE CAPITAL 
OF A CORPORATION 

26 CFR 1. 118: Statutory provisions; contribu- 
tions to the capital of a corporation. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 

SECTION 119. — MEALS OR LODGING FURNISHED FOR 
CONVENIFNCE OF THE EMPLOYER 

26 CFR 1. 119: Statutory provisions; meals or 
lodging furnished for the convenience of the 
employer. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 

SECTION 120. — STATUTORY SUBSISTENCE 
ALLOWANCE RECEIVED BY POLICE 

26 CFR 1. 120: Statutory provisions; statutory 
subsistence allowance received by police. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6220, page 34. 

26 CFR 1. 120 — 1: Statutory subsistence 
allowance received by police. 

Treatment of an amount designated as a "subsistence allowance" for 
police oKcials and all commissioner law overs under South Carolina 
statute. See Rev. Rul. 57-46, page 22. 
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PART V. — DEDUCTIONS FOR PERSONAL EXEMPTIONS 

SECTION 151. — ALLOSVANCZ OF DEDUCnoNS FOR 
PERSONAL EXEACPTIONS 

26 CFR 1. 151: Statutory provisions; allowance 
of deductions for personal ezeniptions. 

T. D. 6231 ' 

TITLE 28 — IXTEI'XAL IIEVENUE, 1994. — CHAI'TER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE rl'. ARS BEGIXXJXG AFTER DECEXIBER 81, 1998 

Regulations prescribed under part V of subchapter B of chapter 
1 of the Internal Revenue Code of 1054, as amended. 

DEP IrrilENT or TIIE TREASURY, 
OI'FICE OF CO313IISSIOXER or LVTERNAI. REVENUE) 

'IVashing ton o~, D. C. 
To Officers and Enrployees of the Interno/ Fi, evellue Service and 

Others Concerned: 
on July 21, 1055, notice of proposed rulemaking regarding the 

regulations for taxable years beginning after Decembe~r 81, 1053, 
and ending atter August 16, 1054, under part V of subchapter B of 
chapter 1 (sections 151 to 154, inclusive) of the Internal Revenue 
Code of 1054 divas published in the Federal Register (20 F. R. 5264). 
After consideration of all such relevant matter as v;as presented 
by interested parties regarding the rules proposed, the following 
regulations, Tvhich also give effect to the amendment made to section 
152 by section 2 of Public Law 333 (84th Congress), approved August 
0, 1055, t C. B. 1055 — 2, 764], are hereby adopted: 
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DEDLCTIOXS FOR PERSONAL EXEMPTIOXS 

$1. 151 STATUTORY PRovlsIONs) ALLowANcE 01' DEDUUTIGNs FQR 

PERSONAL EXEMPTIONS. 

SEC. 151. ALLO'O'ANCE OF DEDI'CTIOiXS FOR PERSOiVAL EX- 
EAIPTIONS. 

(a) ALLovrA. cE oF DEDLcTIoxs. — In the case of an individual, the 
exemptions provided by this section shall be allosved as deductions in 
computing taxable iucome, 

i 22 F. R. 2938. 
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(b) T~xP~YER AND SPousE. — An exemption of $600 for the taxpayer; 
and an additional exemption of $600 for the spouse of the taxpayer 
if a separate return is made by the taxpayer, and if the spouse, for 
the calendar year in which the taxable year of the taxpayer begins, 
has no gross income and is not the dependent of another taxpayer. 

(c) ADDITIoNAL ExEMPTICN FoR TAZPAYER CR SPCUsE AGED 65 CR 

3IORE— 
(1) Foa TAxPAYER. — An additional exemption of $600 for the 

taxpayer if he has attained the age of 65 before the close of his 
taxable year. 

(2) FoR sPoUsE. — An additional exemption of $600 for the 
spouse of the taxpayer if a separate return is made bv the tax- 
payer, and if the spouse has attained the age of 65 before the 
close of such taxable year, and, for the calendar year in vvhich 
the taxable year of the taxpayer begins, has no gross income and 
is not the dependent of another taxpayer. 

(d) ADDITIolVAL EXEMPTION FOR BLINDNESS OF TAXPAYER OR SPOUSE— 
(1) Foa TAxl'AYER. — An additional exemption of $600 for the 

taxpayer if he is blind at the close of his taxable year. 
(2) FoR sPCUsE. — A. n additional exemption of $600 for the 

spouse of the taxpayer if a separate return is made by the tax- 
payer, and if the spouse is blind and, for the calendar year in 
which the taxable year of the taxpaver begins, has no gross income 
and is not the dependent of another taxpayer. For purposes of 
this paragraph, the determination of whether the spouse is blind 
shall be made as of the close of the taxable year of the taxpayer; 
except that if the spouse dies during such taxable year such de- 
termination shall be made as of the time of such death. 

(3) BI. INDNEss DEFHvED. — For purposes of this subsection, an 
individual is blind only if his central visual acuity does not ex- 
ceed 20/200 in the better eye with correcting lenses, or if his 
visual acuity is greater than 20/200 but is accompanied by a 
limitation in the fields of vision such that the widest diameter 
of the visual field subtends an angle no greater than 20 degrees. 

(e) ADDITICNAL ExEMPTICN FoR DEPE vDENTs— 
(1) IN GENERAI, . — An exemption of $600 for each dependent 

(as defined in section 162)— 
(A. ) Whose gross income for the calendar year in which 

the taxable year of the taxpayer begins is less than $600, or 
(B) Who is a child of the taxpayer and who (i) has not 

a. ttained the age of 10 at the close of the calendar year in 
which the taxable year of the taxpayer begins, or (ii) is a 
student. 

(2) EXEMPTION DEFINED IN CASE OF CERTAI1V MARRIED DEPEND- 
ENTs. — No exemption shall be allovved under this subsection for 
any dependent who has made a joint return with his spouse under 
section 6016 for the taxable year beginning in the calendar year 
in which the taxable year of the taxpayer begins. 

(6) CHILD DEFINED. — For purposes of paragraph (1) (B), the 
term "child" means an individual who (within the meaning of 
section 152) is a son, stepson, daughter, or stepdaughter of the 
taxpayer. 

(4) STUDENT AND EDUcATICNAL INsTITUTIov DEI'IvED. — Fol' pul'- 
poses of paragraph (1) (B) (ii), the term "student" means an in- 
dividual who during each of 5 calendar months during the calen- 
dar year in which the taxable year of the taxpayer begins— 

(A) Is a full-time student at an educational institution; or 
(B) Is pursuing a full-time course of institutional on-farlu 

training under the supervision of an accredited agent of an 
educational institution or of a State or political subdivision 
of a State. 

For purposes of this paragraph, the term "educational institution" 
mean only an educational institution which normally maintains 
a regular faculty and curriculuul and nornlally has a regularly 
organized body of students in attendance at the place where its 
educational activities are carried on. 
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5 1 151-1 DEDVCTIONS FOR PERSONAL EXEMPTIONS. — (a) In gen- 
eral. — (1) In computing taxable incoine, an individual is allo~red a 
deduction for the exeinptions specified in section 151. Such ex- 
emptions are: (i) The exemptions for an individual taxpayer and 
spouse (the so-called personal exemptions); (ii) the additional ex- 
emeptions for a taxpayer attaining tlie age ot 05 years and spouse 
attaining the age of. 05 years (the so-called old-age exemptions); 
(iii) the additional exemptions for a blind taxpayer and a blind 
spouse j alld (iv) the exemptions for dependents of the taxpayer. 

(2) A nonresident alien individual irho is a bona fide resident of 
Puerto Rico during the entire taxable year and subject to tax under 
section 1 or 1201(b) is alloxved as deductions the exemptions specified 
in section 151, even though as to the United States such individual is 
a nonresident alien. See section 870 and the regulations thereunder, 
relating to alien residents of Puerto Rico. 

(b) L:exemptions for individual taxpayer and spouse (so-eaVecjt 
persona( exemptions). — Section 151(b) allows an exemption of $600 
for the taxpayer and an additional exemption of $600 for the spouse 
of the taxpayer if a separate return is made by the taxpayer, and if 
the spouse, for the calendar year in which the taxable year of the 
taxpayer begins, has no gross income and is not the dependent of 
another taxpayer. Thus, a husband is not entitled to an exemption 
for his wife on his separate return for the taxable year beginning in 
a calendar year during which she has any gross income (though in- 
sufBcient to require heP'to file a return). Since, in the case of a joint 
return, there are two taxpayers (although under section 0018 there 
is only one income for the two taxpayers on such return, i, e. , their 
aggregate income), two exemptions of $000 are allowed on such return, 
one for each taxpayer spouse. If in any case a joint return is made 
by the taxpayer and his spouse, no other person is allowed an ex- 
emption for such spouse even though such other person v-ould have 
been entitled to claim an exemption for such spouse as a, dependent 
if such joint return had not been made. 

(c) Exemptions for taxpayer attaining the age of 6o and spouse 
attaining the age of 6'5 (so-eaVed old-age exemptions). — (1) Section 
151(c) provides an additional exemption of $600 for the taxpayer 
if he has attained the age of 05 before the close of his taxable year. 
An additional exemption of $000 is also allowed to the taxpayer for 
his spouse if a separate return is made by the taxpayer and if the 
spouse has attained the age of 05 before the close of the taxable year 
of the taxpaver and, for the calendar year in which the taxable year 
of the taxpayer begins, the spouse has no gross income and is not the 
dependent of another taxpayer. If a husband and wife make a joint, 
return, an old-age exen:ption of $600 will be allowed as to each tax- 
payer spouse who has attained the age of 65 before the close of the 
taxable year for which the joint return is made. The exemptions 
uncler section 151(c) are in addition to the exelllptions for the tax- 
payer ancl spouse under section 151(b) . 

(2) In determining the age of an indivirlual for tlie purposes of 
the exemption for old age, the last day of the taxable year of the tax- 
payer is the controlling date. Thus, in the event of a separate return 
by a husband, no additional exemption for ol&l age may be claimed 
for his spouse unless such spouse has attained the age of 65 on or 
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before the close of the taxable year of the husband. In no event shall 
the additional exemption for old age be allowed with respect to a 
spouse who dies before attaining the age of 65 even though such spouse 
would have attained the age OP65 before the close of the taxable year 
of the taxpayer. For the purposes of the old-age exemption, an indi- 
vidual attains the age of 65 on the first moment of the day preceding 
his sixty-fifth birthday. Accordingly, an individual whose sixty-fifth 
birthday falls on January 1 in a given year attains the age of 65 
on the last day of the calendar year immediately preceding. 

(d) Exemptions for the bHnd. — (1) Section 151(d) provides an 
additional exemption of $600 for the taxpayer if he is blind at the 
close of his taxable year. An additional exemption is also allowed to 
the taxpayer for his spouse if the spouse is blind and, for the calendar 
year in which the taxable year of the taxpayer begins, has no gross 
income and is not the dependent of another taxpayer. The determina- 
tion of whether the spouse is blind shall be made as of the close of 
the taxable year of the taxpayer, unless the spouse dies during such 
taxable year, in which case such determination shall be made as of 
the time of such death. 

(2) The exemptions for the blind are in addition to the exemp- 
tions for the taxpayer and spouse under section 151(b) and are also 
in addition to the exemptions under section 151(c) for taxpayers 
and spouses attaining the age of 65 years. Thus, a single individual 
who has attained the age of 65 before the close of his taxable year 
and who is blind at the close of his taxable year is entitled, in addi- 
tion to the so-called personal exemption of $600, to two further ex- 
emptions, each of $600, one by reason of his age and the other by 
reason of his blindness. If a husband and wife make a joint return, 
an exemption of $600 for the blind will be allowed as to each tax- 
payer spouse who is blind at the close of the taxable year for which 
the joint return is made. 

(8) A taxpayer claiming an exemption allowed by section 151(d) 
for a blind taxpayer and a blind spouse shall, if the individual for 
whom the exemption is claimed is not totally blind as of the last day 
of the taxable year of the taxpayer (or, in the case of a spouse who 
dies during such taxable year, as of the time of such death), attach 
to his return a certificate from a physician skilled in the diseases of 
the eye or a registered optometrist stating that as of the applicable 
status determination date in the opinion of such physician or op- 
tometrist (i) the central visual acuity of the individual for whom tlie 
exemption is claimed did not exceed 20/200 in the better eye with 
correcting lenses or (ii) such individual's visual acuity was accom- 
panied by a limitation in the fields of vision such that the widest 
diameter of the visual field subtends an angle no greater thai). 20 
degrees. If such individual is totally blind as of the status deter- 
mination date there shall be attached to the return a statement by 
the person or persons making the return setting forth such fact. 

$ 1, 151 — 2 ADDITIDNAI KXEAIPTIDNS FQR DEPENDENTS. — (a) SectloI1 
151(e) allows to a taxpayer au exemption of $600 for each dependent 
(as defined in section 152) whose gross income (as defined in section 
61) for the calendar year in vhicli the taxable year of the taxpayer 
begins is less than $600, or iiho is a child of the taxpayer and who— 
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(1) IIas not attained the age of 19 at the close of the calendar 
year in which the taxable year of the taxpayer begins, or 

(9) Is a student, as defined in $ 1. 151 — 3 (b). 
No exemption shall be allowed under section 151(e) for any de- 
pendent who has made a joint return with his spouse under section 
6018 for the taxable year beginning in the calendar year in which the 
taxable year of the taxpayer begins. 

(b) The only exemption allowed for a dependent of the taxpayer 
is that provided by section 151(e). 'The exemptions provided by sec- 
tion 151(c) (old-age exemptions) and section 151(d) (exemptions 
for the blind) are allowed only for the taxpayer or his spouse. For 
example, where a taxpayer provides the entire support for his father 
ivho meets all the requirements of a dependent, he is entitled to only 
one exemption of $600 for his father (section 151(e) ), even though 
his father is over the age of 65. 

() 1. 151 — 6 DEEINITIONs. — (a) Child. — For purposes of sections 
151(e), 1M, and the regulations thereunder, the term "child" means a 
son, stepson, daughter, stepdaughter, adopted son, or adopted 
daughter of the taxpayer. 

(b) Student. — For purposes of section 151(e) and section 159(d), 
ancl the regulations thereunder, the term "student" means an indi- 
vidual who during each of 5 calendar months during the calendar 
year in which the taxable year of the taxpayer begins is a full-time 
student at an educational institution or is pursuing a full-time course 
of institutional on-farm training under the supervision of an accred- 
ited agent of an educational institution or of a State or political sub- 
division of a State. An example of "institutional on-farm training" 
is that authorized by the Veterans' Readjustment Assistance Act of 
195o, as described in section 9M of such act. A. full-time student 
is one who is enrolled for some part of 5 calendar months for the 
number of hours or courses which is considered fo be full-time at- 
tendance. The 5 calendar months need not be consecutive. School 
attendance exclusively at night does not constitute full-time attend- 
ance. However, full-time attendance at an educational institution 
may include some attendance at night in connection with a full-time 
course of study. 

(c) Educational institution. — For purposes of sections 151(e) and 
159, and the regulations thereunder, the term "educational institu- 
tion" means a school maintaining a regular faculty and established 
curriculum, and having an organized body of students in attendance. 
It includes primary and secondary schools, colleges, universities, nor- 
mal schools, technical schools, mechanical schools, and similar insti- 
tutions, but does not include noneducational institutions, on-the-job 
training, correspondence schools, night schools, and so forth. 

1 1 M STATUToRY' PRovisioNs j DEPENDENT DEFINED 

SEC. 152 DEPENDENT DEFINED 

(a) GFNERAr. DEEINITiov. — For purposes of this subtitle, the term "de- 
pendent" means any of the following individuals over half of whose 
support, for the calendar year in which the taxable year of the tax- 
payer begins, was received from the taxpayer (or is treated under sub- 
section (c) as received from the taxpayer): 

(1) A. son or daughter of the taxpayer, or a descendant of 
either, 



(2) A stepson or stepdaughter of the taxpayer, 
(3) A brother, sister, stepbrother, or stepsister of the taxpayer, 
(4) The father or mother of the taxpayer, or an ancestor of 

either, 
(5) A stepfather or stepmother of the taxpayer, 
(6) A son or daughter of a brother or sister of the taxpayer, 
(7) A brother or sister of the father or mother of the taxpayer, 
(8) A son-in-law, daughter-in-law, father-in-law, mother-in-law, 

brother-in-law, or sister-in-law of the taxpayer, 
(9) An individual who, for the taxable year of the taxpayer, 

has as his principal place of abode the home of the taxpayer and 
is a member of the taxpayer's household, or 

(10) An individual who— 
(A. ) Is a descendant of a brother or sister of the father 

or mother of the taxpayer, 
(B) For the taxable year of the taxpayer receives insti- 

tutional care required by reason of a phvsical or mental disa- 
bility, and 

(C) Before receiving such instutional care, was a member 
of the same household as the taxpayer. 

(b) RULEs RELATING To GENERAL DEFINITIGN. — For purposes of this 
section— 

(1) The terms "brother" and "sister" include a brother or sister 
bv the halfblood. 

(2) In determining whether any of the relationships specified 
in subsection (a) or paragraph (1) of this subsection exists, a 
legallv adopted child of an individual shall be treated as a child 
of such individual by blood. 

(3) The term "dependent" does not include any individual who 
is not a citizen of the United States unless such individual is a 
resident of the United States, of a country contiguous to the 
United States, of the Canal Zone, or of. the Republic of Panama. 
The preceding sentence shall not exclude from the definition of 
"dependent" any child of the taxpayer born to him, or legally' 
adopted by him, in the Philippine Islands before January 1, 1956, 
if the child is a resident of the Republic of the Philippines, and if 
the taxpayer was a member of the Armed Forces of the United 
States at the time the child was born to him or legally adopted 
by him. 

(4) A payment to a wife which is includible in the gross in- 
co1ne of the wife uuder section 71 or 682 shall not be treated as a 
payment by her husband for the support of any dependent. 

(c) MULTIPLE SUPPoRT AGREEMENTs. — For purposes of subsection 
(a), over half of the support of an individual for a calendar year 
shall be treated as received from the taxpayer if— 

(1) No one person contributed over half of such support; 
(2) Over half of such support was received from persons each 

of whom, but for the fact that he did not contribute over half 
of such support, would have been entitled to claim such individ- 
ual as a dependent for a taxable year beginning in such calendar 
yea. 1'; 

(3) The taxpayer contributed over 10 percent of such support; 
and 

(4) Each person described in paragraph (2) (other than the 
taxpayer) who contributed over 10 percent of such support files 
a written declaration (in such manner and form as the Secretary 
or his delegate may by regulations prescribe) that he Ivill not 
claim such individual as a dependent for any taxable year begin- 
ning in such calendar year. 

(d. ) SPEGIAL SUPPCRT TEST IN CAsE oF STUOENTs. — Fol' purposes 
of subsection (a), in the case of any individual who is— 

(1) A son, stepson, daughter, or stepdaughter of the taxpaver 
(within the n1eanin ' of this section), and 



(2) A student 
(within the meaning of section 151 (e) (4) ), amounts received as scholarships for study at an educational institu- tion (as defined in section 151(e) (4) ) shall not be taken into account 

in determining whether such individual received iuore than half of his 
support from the taxpayer. 
[Sec. 152 as amended by sec. 2, P. L. 883 (84th Cong. ) l 

)1. 152 — 1 GENEI'4L DEI'INITION OF A DEPENDENT. — (a)(1) For 
purposes of the income taxes imposed on individuals by the Internal 
Revenue Code of 1954, the term "dependent" means any individual 
described in paragraphs (1) through (10) of section 152(a) over 
half of whose support, for the calendar year in which the taxable 
year of the taxpayer begins, was received from the taxpayer. 

(2) (i) For purposes of determining whether or not an individual 
received, for a given calendar year, over half of his support from the 
taxpayer, there shall be taken into account the amount of support 
received from the taxpayer as compared to the entire amount of 
support which the individual received from all sources, including 
support which the individual himself supplied. The term "sup- 
port" includes food, shelter, clothing, medical and dental care, edu- 
cation, and the like. Generally, these items of support are mea~sured 
in terms of the amount of expense incurred by the one furnishing 
such items. However, if the item of support furnished an individual 
(either by himself or others) is in the form of goods, services, or 
other benefits, it will be necessary to measure the amount of such 
items of support in terms of its fair market value. 

(ii) In computing the amount which is contributed for the support, 
of an individual, there must be included any amount which is con- 
tributed by such individual for his own support, including income 
which is ordinarily excluclable from gross income, such as benefits 
received under the Social Security Act. For example, a father re- 
ceives $800 social security benefits, $400 interest, and $1, 000 from his 
son during 1955, all of which sums represent his sole support during 
that year. The fact that the social security benefits of $800 are not 
includible in the father's gross income does not prevent such an 
amount from entering into the computation of the total amount con- 
tributed for the father's support. Consequently, since the son' s 
contribution of $1, 000 was less than one-half of the father's support 
($2, 200) he may not claim his father as a dependent. 

(b) Section 152(a) (0) applies to any individual (other than an 
individual v-ho at any time during the taxable year was the spouse, 
determined without regard to section 153, of the taxpayer) who lives 
with the taxpayer and is a member of tile taxpayer's hoiisehold dur- 
ing the entire taxable vear of the taxpayer. An individual is not a 
member of the taxpayer's household if at any time during the taxable 
year of the taxpayer the relationship betv een such individual anti 
the taxpayer is in violation of local law. It is not, necessary uncler 
section 152(a) (0) that the dependent be related to the taxpayer. 
For example, foster children and children awaiting adoption may 
qualify as dependents. It is necessary, however, that the taxpayer 
both maintain and occupy the household. The ta, xpayer and depend- 
ent will be considerecl as occupying the household for such cnti~ c tax- 
able year notwithstanding temporary absences from the householcl 
due to special circumstances. A nonpermanent failure to occupy the 



common abode by reason of illness, education, or vacation shall be 
considered temporary absence due to special circumstances. The 
fact that the dependent dies during the year shall not deprive the tax- 
payer of the deduction if the dependent lived in the household for 
the entire part of the year preceding his death. Likewise, the 
period during the taxable year preceding the birth of an individual 
shall not prevent such individual from qualifying as a dependent 
under section 1M(a) (9). Moreover, a child who actually becomes a 
member of the taxpayer's household during the taxable year shall not 
be prevented from being considered a member of such household for 
the entire taxable year, if the child is required. to remain in a hospital 
for a period following its birth, and if such child would otherwise 
have been a member of the taxpayer's household during such period. 

(c) In the case of a child of the taxpayer who is under 19 or who 
is a student, the taxpayer may claim the dependency exemption for 
such child provided he has furnished more than one-half of the sup- 
port of such child for the calendar year in which the taxable 
year of the taxpayer begins, even though the income of the child for 
such calendar year may be $600 or more. In such a case, there may 
be two exemptions claimed for the child: One on the parent's (or 
stepparent's) return, and one on the child's return. In determining 
whether the taxpayer does in fact furnish more than one-half of the 
support of an individual who is a child, as defined in paragraph (a) 
of $ 1. 151 — 8, of the taxpayer and who is a student, as defined in para- 
graph (b) of $ 1. 151 — 8, a, special rule regarding scholarships applies. 
Amounts received as scholarships, as defined in paragraph (a) of 
$ 1. 117 — 3, for study at an educational institution shall not be con- 
sidered in determining whether the taxpayer furnishes more than 
one-half the support of such individual. For example, A has a child 
who receives a $1, 000 scholarship to the X college for one year. A 
contributes $500, which constitutes the balance of the child's sup- 

ort for that year. A may claim the child as a dependent, as the 
1, 000 scholarship is not counted in determining the support of the 

child. For purposes of this paragraph, amounts received for tuition 
payments and allowances by a veteran under the provisions of the 
Servicemen's Readjustment Act of' 1N4 or the Veterans' Readjust- 
ment Assistance Act of 1959 are not amounts received as schola, r- 
ships. See also $1. 117 — 4. For definition of the terms "child", 
"student", and "educational institution", as used in this paragraph, 
see $ 1. '151 — 8. 

$1. 1M — 9 RULES RELATING To GENERAL DEFINITION OF DEPEND- 
ENT. — (a) To qualify as a dependent an individual must be a citizen 
or resident of the United States or be a resident of the Canal Zone, 
the Republic of Panama, Canada, or Mexico at some time during 
the calendar year in which the taxable year of the taxpayer begins. 
A resident of the Republic of the, Philippines who was born to or 
legally adopted by the taxpayer in the Philippine Islands before Jan- 
uary 1, 1956, at a time when the taxpayer was a member of the Armed 
Forces of the United States, may also be claimed as a dependent if 
such resident otherwise qualifies as a dependent, . For definition of 
"Armed Forces of the United States", see section 7701(a) (15). 
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(b) A payment to a wife which in includible in her gross income 
under section 71 or section 682 shall not be considered a payment by 
her husband for the support of any dependent. 

(c) A legally adopted child of an individual shall be treated as 
a child of such individual by blood. 

(d) In the case of a joint return it is not necessary that the pre- 
scribed relationship exist between the person claimed as a dependent 
and the spouse who furnishes the support; it is sufBcient if the pre- 
scribed relationship exists with respect to either spouse. Thus, a 
husband and wife malzing a joint return may claim as a dependent 
a daugliter of the wife's brother (wife's niece) even though the hus- 
baiid is tlie one wlio furnishes the chief support. The relationship 
of amenity once existing will not terminate by divorce or the death 
of a spouse. For example, a widower may continue to claim his de- 
ceased wife's father (his father-in-law) as a dependent provided 
lie meets the otlier requirements of section 151. 

$ 1. 152 — 3 MULTIPLE SUPPQRT AGRKKMENTs. — (a) Sectloil 152(c) 
provides that a taxpayer shall be treated as having contributed over 
half of the support of an individual for the calendar year (in cases 
where tv o or more taxpayers contributed. to the support, of such 
individual) if— 

(1) No one person contributed over half of the individual's 
support, 

(2) Each member of the group which collectively contributed 
more than half of the support of the individual would have 
been entitled to the dependency exemption but for the fact that 
he did not contribute more than one-half of such support, 

(3) Th. e member of the group claiming the dependency ex- 
emption contributed more than 10 percent of the individual's 
support, and 

(4) Each other person in the group who contributed more 
than 10 percent of such support files a written declaration that 
he will not claim the dependency exemption for such individual 
for any taxable year beginning in such calendar year. 

(b) Application of the rule contained in paragraph (a) of this 
section may be illustrated by the following examples: 

Example (1). Brothers A, B, C, and D contributed the entire 
support of their mother in 1056 in the following percentages: A, 
80 percent; B, 20 percent; C, 29 percent; and D, 21 percent. Any 
one of the brothers, except for the fact that he did not contribute 
more than half of her support, would have been entitled to claim his 
mother as a dependent. Consequently, any one of the brothers could 
claim a deduction for the exemption of the mother provided a written 
declaration (as provided in paragraph (c) of this section) from each 
of the other brothers it attached to his income tax return. Even 
though A. and D together contributed more than one-half the sup- 
port of the mother, A, if he wished to claim his mother as a depend- 
ent, would be required to attach written declarations from B, C, and 
D to his income tax return, since each of those three contributed more 
than 10 percent of the support and, but for the support requirement, 
would have been entitled to claim tlie dependency exemption. 

484787' — 58 — 7 
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Social Secur iiy 
N, an unrelateu neighbor 
B, a brother 
D, a daughter 
S, a son 

Source 

Exantp/e (8). E, an individual who 
$1, 500 during tlie calendar year 1956, 
support for that year. The source of 

resides with his son, received 
which constituted his entire 
the $1, 500 was as follows: 

Percent- 
Amount age of 
receiued totaL 

$875 2o 
105 11 
210 14 
150 10 
000 40 

Total received by E $1, 500 100 

B, D, and S a, re persons each of whom, but for the fact that he did 
not contribute more than half of the $1, 500, could claim E as a de- 
pendent for a taxable year beginning in 1956. The three together 
contributed $960, or 64 percent of the $1, 500, and, thus, each is a 
member of the group to be considered for tlie purpose of section 
152(c). I3 anal S are the only members of such group who can meet 
all the requirements of section 152 (c) and either one could claim E 
as a depenclent for his taxable year beginning in 1956 provided he 
attached to his income tax return a written declaration (as provided 
in paragraph (c) oi this section) signed by the other, and furnished 
the other information required by the return with respect to all the 
contributions to E. Inasmuch as D did not contribute more than 
10 percent of E's support, she is not entitled to claim E as a depend- 
ent for a taxable year beginning in 1956 nor is she required to file a 
written declaration with respect to her contributions to E. N con- 
tributed over 10 percent of the support of E in 1956 but, since he is 
an unreleated neighbor, he does not qualify as a member of the group 
for the purpose of the multiple support agreement under section 
1M(c). 

(c) The member of a group of contributors who claims the de- 
pendency deduction for an individual under the multiple support 
agreement provisions of section 1M (c) must attach to his income tax 
return for the year of the deduction a written declaration froni each. 
of the other persons who conti ibuted more than 10 percent of the 
support of such individual and who, but for the failure to contribute 
more than half of the support of the individual, would have been 
entitled to claim tlie dependency exemption. The written declara- 
tion required by this par:igraph may be made on Form 2120, which 
contains:&, statement of the fact of contribution and a waiver of the 
claiin for dependency exemption. Any declaration made other than 
on Form 2120 shall contorm to the substance of Forln 2120. The 
taxpayer claiming the exemption should be prepared to furnish other 
information, when required, which will substantiate his right to claim 
such exemption. Such information may include a statement show- 
ing the names of all contributors (whether or not members of the 
group described in section 152(c) ) a. nd the amount contributed by 
eacli to the support of the claimed dependent. 
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$ 1. 153 STATUTGRF PRovIsIoNs 
& 

DETERMINATIGN oF MARITAL 
ST iTUS. 

SEC. 158. DETERI)IINATION OF MARITAL STATUS. 
For purposes of this part— 

(1) The determination of &vhether an individual is married shall 
be made as of the close of his taxable years; except that if his spouse 
dies during his taxable year such deteriuination shall be n&a&le as of 
the time of such death; and 

(2) An individual legally separated from his spouse under a de- 
cree of divorce or of separate u&aintenance shall not be considered as 
married. 

$ 1. 153 — 1 DETERMINATIGN oF MARITAL STATUs. — For the purpose 
of determining the right of an individual to claim an exemption for 
his spouse under section 151 (b), the determination of whether such 
individual is married shall be niade as of the close of his taxable year, 
unless his spouse dies during such year, in ivhich case the determination 
shall be made as of the time of such death. An individual legally 
separated from his spouse under decree of divorce or separate mainte- 
nance shall not be considered as married. The provisions of this section 
may be illustrated by the following examples: 

Examp/e (I). A, who files his returns on the basis of a calendar 
year, married B on December 31, 1956. B, who had never previously 
married, had no gross income for the calendar year 1956 nor was she 
the dependent of another taxpayer for such year. A may claim an 
exemption for B for 1956. 

Encamp/e (8). C and his wife, D, were married in 1940. They re- 
mained married until July 1956 at which time D was granted a decree 
of divorce. C, who files his income tax returns on a calendar year basis, 
cannot claim an exemption for D on his 1956 return as C and D were 
not married on the last day of C's taxable year. Had D died instead of 
being divorced, C could have claimed an exemption for D for 195&6 

as their marital status would have been determined. as of the date of 
D's death. 

$ 1. 154 STATUTGRT PRovIsIQNs~ CRoss REFERENOEs. 

SEC. 154. CROSS REFERENCES. 
(1) For definitions of "husband" and "wife", as used in section 

152(b) (4), see section 7701(a) (17). 
(2) For deductions of estates and trusts, in lieu of the exemp- 

tions under section 151, see section 642(b). 
(8) For exemptions of nonresident aliens, see section 878(d). 
(4) For exemptions of citizens deriving income mainly from 

sources withiu possessions of the United States, see section 981 (e). 
RUSSELl C. HARRINGTON& 

Comru88ioner of Internal Revenue. 
Approved April 22, 1957. 

DAN THROOP SMITH& 
Deputy to the Secretary 

(Filed by the Division of the Federal Register on April 2. &, 195&7, 8: 48 a. m. and 
published in the issue of the Federal Register for April 26, 1957, 22 F. R. 
2988. ) 
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PART VI. — ITEMIZED DEDUCTIONS FOR INDIVIDUALS AND CORPORATIONS 

SECTION 169. — TRADE OR BUSINESS EXPENSES 

(Also Section 404; 26 CFR 1. 404(a) — 10. ) Pvev. Rul. 5( — 88 

Amounts paid to employees pursuant to an employee's current 
payment profit-sharing plan are deductible under section 162 of the 
Internal Revenue Code of 1054, provided such ainounts plus other 
conipensation paid each employee meet the test of reasonableness, 
represents payments for services rendered as distinguished froin 
g fts or dividenils, and there was no plan to defer the paynient of 
compensation beyond the time v hen it first became administratively 
feasible to make such payment. 

Such payments when made early in the following year by an ac- 
crual method taxpayer are deductible in the year in which the profits 
were earned provided (a) the amounts to be paid are deterniinable 
through a formula prior to the close of the taxable year in which 
the profits were earned, and (b) there is a definite obligation 
whereby the eligible employees are notified (either individually or as 
a group) of their proposed share in the profits before the end of 
the taxable year in which the profits were earned. 

In a current payment profit-sharing plan of this type, each corpora- 
tion in a group of afliliated corporations adopting the plan is entitled 
to a deduction for only those paynients made by it to its oivn emplov- 
ees from its own profits. The group of afiiliated corporations may 
not claim the benefits of section 404(a) (g) (B) of the Code. 

Advice has been requested whether amounts paid to employees by 
an accrual method corporation pursuant to a current payment profit- 
sharing plan for employees are deductible in the year in which the 
profits were earned, even when paid early in the following year, and 
whether the benefits of section 404(a) (3) (B) of the Internal Revenue 
Code of 1054, with regard to payment by an afBliated corporation, 
may be claimed. 

In addition to a qualified employees' pension trust, a corporation 
and its wholly-owned subsidiary established an employees' current 
payment profit-sharing incentive plan whereby a stated percentage 
of the consolidated book net income is distributed each year, provided 
the amount to be distributed is deductible for Federal income tax 
purposes. The amount of profits to be shared under the plan are 
apportioned among the regular full time employees with at least one 
year of service prior to the plan year, in the liroportion that the reoular 
annual compensation of each participant for the calendar vear bears 
to the aggregate of such compensation of all eligible employees for 
such year. The plan is subject to termination by the board of directors 
at the end of any plan year. 

Section 162 of the Code provides, in part, that there shall be allowed 
as a deduction all the ordinary and i, cessary expenses paid or incurred 
during the taxable year in carrying on any trade or business, including 
a reasonable allowance for compensation for personal services actually 
rendered. 

Section 404(a) of the Code provides for a deduction. , subject to 
cel tain limitations, of contributions paid by an employer to or under 
a stock bonus, pension, profit-sharing, or annuity plan, or compensa- 
tion paid or accruetl on account of any employee under a plan deferring 
the receipt of such compensation. Section 404(a) (8) (B) further 
provides in the case of a profit-shat ing plait of a group of corporations, 



which is an affiliated group within the meaning of section 1504, that 
if any member of the affiliated group is prevented from making a 
contribution to the pl;iu solely because it has no current or accumula~ted 
earnings or profits or because such earnings or profits;ire less than the 
contributions which it would otherwise have made, the contribution 
which the member is thus prevented from making may, subject to cer- 
tain limit itions, be made for the benefit of the employees of such 
corporation by the other members of the group that have profits. In 
that event, the niember niaking such a contribution may then take a 
deduction for such contributioiis. 

Since, in the instant case, the amounts allocated and promptly paid 
direct to the individual eniployees are current rather than deferred 
compensation, section 404 of the Code does not apply. However, it is 
held that contributions or amounts paid under an unf'unded cash or 
current payment profit-sharing plaii by an employer to his employees 
may be deducted under section 162 of the Code for Federal income 
tax purposes, providing such amounts, plus other compensation paid 
each participating employee, meet the test of reasonableness, are in fact 
payments for services rendered, as distinguished from gifts or divi- 
dends, and there v as no plan to defer the payment of compensation 
beyond the time when it first becomes administratively feasible to 
make such pavment. Where the amounts paid under the plan are so 
paid by an accrual method taxpaper soon after the close of the taxable 
year, it is held that they are deductible in the year in which the profits 
were earned provided (a) the amounts to be paid are determmable 
by a formula prior to the close of the taxable year in which the profits 
were earned, and (b) the corporations have definitely obligated them- 
selves ~whereby the eligible employees (either individually or as a 
group) are advised of their proposed share of the profits before the 
end of the taxable year in which the profits were earned. See Rev. 
Rul. 55 — 446, C. B. 1955 — 2)581. 

It is further held that the benefits of section 404(a) (8) (B) of the 
Code are not available to either corporation. Therefore, each corpora- 
tion, is entitled only to a deduction for payments made from its own 
profits to its own employees, regardless of whether returns are made on 
a consolidated or separate return basis. 

(Also Section 262. ) Rev. Rul. 57 — 148 

Work clothing consisting of white cap, white shirt or white jacket, 
white bib overalls, and standard cwork shoes, which a painter is re- 
quired by his union to wear on the job, is not distinctive in character 
or in the nature of a uniform. The fact that the union requires a 
painter to wear such clothing is not sufficient to warrant the allowance 
of the cost and maintenance thereof as a deductible business expense. 
See Mimeograph 6468, C. B. 1950 — 1, 29; compare John F. . Conn, et ux. 
v. Commissioner, Tax Court Memorandum Opinion entered June 17, 
19M, which held that the cost and maintenance of blue work clothes 
worn by a welder in his work, at the request of his foreman, was not 
deductible as a business expense. The cost and maintenance of such 
clothing represent nondeductible personal expense. 
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Contributions by an employer to a group of separate and individual 
trusts each providing unemployment and other benefits to a designated 
employees. See Rev. Rul. 57 — 87, page 18. 

Deductibility of amounts paid as a reimbursement for contribu- 
tions to a union negotiated qualified pension plan. See Rev. Rul. 
57 — 104, page 166. 

Amount expended by a corporate taxpayer for health-restoring 
program for one of its executives. See Rev, Rul. 57 — 130, page 108. 

SECTION 163. — INTEREST 

26 CFR 1. 168: Statutory provisions; itemized 
deductions for individuals and corporations; 
interest. 

T. D. 6228' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Regulations prescribed under section 108 of the Internal Revenue 
Code of 1954. 

DEPARTMENT OF TIIK TREASURY) 
OFFICE OF THE COMMISSIONER OF INTERNAL REVENUE, 

Washington 88, D. C. 
To Ogcers and Emp toyees of the Interna/ Eevenve Service and Others 

Concerned: 
On July 6, 1955, notice of proposed rulemaking regarding the regula- 

tions under section 163 relating to interest for taxable years be~&rin- 
ning after December 61, 1953, and ending after August 16, 1954, of 
the Internal Revenue Code of 1954 was published in the Federal Reg- 
ister (20 F. R. 4775). After consideration of all such relevant matter 
as was presented by interested persolis regarding the rules proposed, 
the following regulations are hereby adopted: 

AUT11oRITY: Scc. 7805 of the I. B. C. of 1954; 68A Stat. 917; 26 V. S. C. 7805. 

$ 1. 168 STATUTGRY PRovIsIQNs ) ITKMIzKD DEDUcTICNs FoR INDIvID- 
IIALS AND CORPORATIONS 

q 
INTEREST. 

SEC. 168. INTEREST. 
(a) GENERAL HULE. — There shall be allowed as a deduction all in- 

terest paid or accrued within the taxable year on indebtedness, 
(b) INSTALLMENT I'URGHAsss WHERE INTEREsT CHARGE Is NGT SEPA- 

RATELY STATED— 
(1) GENERAL RULE. — If personal property is purchased under a 

contract— 
(A) Which provides that payment of part or all of the pur- 

chase price is to be made in installments, and 
(B) In which carrying charges are separately stated but the 

interest charge cannot be ascertained, 
then the payments made durin the taxable year under the contract 
shall be treated for purposes of this section as if they included in- 
terest equal to 0 percent of the average unpaid balance under the 
contract during the taxable year. For purposes of the preceding 
sentence, the average unpaid balance is the sum of the unpaid bal- 

i 22 F. R, 473. 
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ance outstanding on the first day of each month beginning during 
the taxable year~divided by 1". 

(2) LIMzxATIoN. — In the rase of any contract to which paragraph 
(I) applies, the amount treated as interest for any taxable year 
shall not exceed the ag regate carrying charges which are properly 
attributable to such taxable year. 

(C) CROSS REFERENCES. 
(I) For disallowance of certain amounts paid in connection with 

insurance, endowment, or annuitv contracts, see section 264. 
(2) For disallo»ance of deduction for interest relating to tax-. 

exempt income, see section '!u, ! ("). 
(3) For disallowance of deduction for carrying charges charge- 

able to capital accouut, see section 200. 
(4) For disallowance of interest with respect to transactions 

between related taxpayers, see sectiou 267. 

$ 1. 163 — 1 INTEREsT DEDUcTIGN IN GENERAL. — (a) Except as other- 
wise provided in sections 264 — 267, inclusive, interest paid or accrued 
within the taxable year on indebtedness sha~ll be allowed as a deduc- 
tion in computing taxable income. 

(b) Interest paid by the taxpayer on a mortgage upon real estate 
of which he is the legal or equitable owner, even though the taxpayer 
is not directly liable upon the bond or note secured by such mortgage, 
mav be deducted as interest on his indebtedness. Payments of Mary- 
land or Pennsylvania ground rents are deductible as interest if the 
ground rent is redeemable, but are treated as rent if the ground rent 
is irredeemable and in such case are deductible only to the extent they 
constitute a proper business expense. 

(c) Interest calculated for costkeeping or other purposes on account 
of capital or surplus invested in the business which does not represent 
a chaI ge arising under an interest-bearing obligation, is not an allow- 
able deduction from gross income. Interest ~paid by a corporation 
on scrip dividends is an al!owable deduction. So-called interest on 
preferred stock, which is in realitv a dividend thereon, cannot be 
deducted in computing taxable income. (See, ho~ever, section 583. ) 
In the case of banks and loan or trust companies, interest paid within 
the year on deposits, such as interest paid on moneys received for 
investment and secured by interest-bearing certificates of indebtedness 
issued by such bank or loan or trust con1pany, may be deducted fronI 
gross income. 

$1. 163 — 2 IXSTALLbfENT PURCHASES WIIERE INTEREST CHARGE IS 
NOT SEPARATEIY STATED. — (a) In gene'ral. — Whenever there is a, con- 
tract for the purchase of personal property providing for payment of 
part or all of the purchase price in installments and there is a sep- 
arately stated carrying charge (including a finance charge, service 
charge, and the like) but the actual interest charge cannot be ascer- 
tained, a portion of the payments made during the taxable year under 
the contract shall be treated a. s interest and is deductible under section 
163 and this section. Section 163(b) contains a formula, described 
in paragraph (b) of this section, in accordance with which the amount 
of interest deductible in the ta~xable year must be computed. This 
formula is designed to operate automatically in the case of any install- 
ment purchase, without regard to whether payments under the con- 
tract are made when due or are in default. For applicable limitations 
when an obligation to pay is terminated, see paragraph (c) of this 
section. 
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(b) Computctt'on. — The portion of any such payments to be treated. 
as interest shall be equal to 6 percent of the average unpaid balance 
under the contract during tlie taxable year. For purposes of this com- 
putation, the average ullpaid balance under the contract is the sum 
of the unpaid bala~nce outstanding on the first day of each month 
beginning during the taxable year, divided by 12. 

(c) Lt~rruttttion8. — The amount treated as interest under section 
166(b) and this section for any taxable year shall not exceed the 
amount of the payments made under the contract during the taxable 
year nor the aggregate carrying charges properly attributable to each 
contract for such taxable year. In computing the amount to be treated 
as interest if the obligation to pay is terminated a. , for example. , in the 
case of a repossession of the property, the unpaid balance on the first 
day of the month during which the obligation is terminated shall be 
z ro. 

(d) Iflttstt'afion8. — The provisions of this section may be illustrated 
by the following examples: 

Example (1). On January 20, 1055, A purchased a television set 
for $400, including a stated carrying charge of $2o. The down pay- 
ment was $50, and the balance was paid in 14 monthly installments of 
$25 each, on the 20th day of each month commencing with February. 
Assuming that A is a cash method, calendar year taxpayer and that 
no other installment, purchases were made, the amount to be treated 
, . s interest in 1M5 is $12. 68, computed as follows: 

J'irst day af 
January 
February 
March 
A pr ll 
May 
Tune 
July 
August 
September 
October 
November 
December 

YEAR 1955 Unpaid balance 
outstanding 

$0 
350 
925 
900 
275 
250 
2a5 

1 '7n 17o 
150 
na 12o 
100 

$2, 475 
Sum of unpaid balances $2, 475c 12=$200. 25; 
0% thereof=$12. SS 

Ezttmp/e (8). On November 20, 1955, B purchased a furniture set 
for $1, 250, inclutling a stated carrying charge of $48. The down pay- 
ment was $50 and the balance was payable in 12 monthly installments 
of $100 each, on the first day of each month commencing with De- 
cember 1055. Assume that B is a cash method, calendar year taxpayer 
and that no other installment purchases were made. Assume further 
that B made the first payment when due, but made only one other 
payment on June 1, 1056. The amount to be treated as interest in 
1055 is $4, and the amount to be treated as interest in 1%6. is $83, 
coniputed as follows: 



First day of 
December 

First day of 
January 
February 
'March 
April 
illav 
June 
Julv 
August 
September 
October 
November 

YEAR 1955 

Sulu of uni&aid balances 81200 — &12=8100 
(&'/r thereof=$6 
Carrying charges attributable to 195&5=84 

YEA. R 1956 

Unpaid balance 
outstanding 

$1200 

Unpaid balance 
outstanding 

$1100 
1000 

900 
800 
700 
600 
5oo 
400 
600 
200 
100 

86600 
Sum of unpaid balances $6600 — l 12=8550 
6% thereof=$68 
Carrying charges attributable to 1956=844 ($4X11) 

Ezarfbple (8). Assume the same facts as in example (2), except 
that the furniture II as repossessed and P 's obligation to pay terminated 
as of July lo, 1956. The amount to be treated as interest in 1955 is $4, 
computed as in example (9) above. The amount to be treated as 
interest in 1956 is O'I5. 50, computed as follows: 

First day of 
January 
February 
Alarch 
April 
May 
June 
July — November 

YEAR 1956 Unpaid balance 
outstanding 

81100 
1000 
900 
800 
700 
600 
— 0- 

85100 
Sum of unpaid balances 85100 — &12=8425 
6/o thereof=825. 50 
Carrying charges attributable to 1956=844 ($4X11) 

(e) Eff'ecti e date. The provisions of section 166 are efFective for 
taxable years beginning after December 31, 1958, and ending after 
A. ugust 16, 1954. The rule provided in section 163 (b) and this section 
a, pplies to payments made during such taxable Years regardless of 
when the contract of sale was made. 

RUSSELL C. HARRINGTON& 
Corltnt'88i oner o f Inter na/ Reverie. 

Approved January 17, 1957. 
DAN THROOP SMITH& 

Depttty to Secretary of the Treacly. 
(Filed by the Division of the Federal Register on J'anuarv 2'3, 1957, at 8: 48 a. m. , 

and published in the issue of the Federal Register for Jauuary "4, 19. &7, 22 
F. B. 476. ) 



Rev. Rul. 57-198 26 Cl&'R 1. 163 — 1: Interest deduction 
in general. 

(Also I'art l I, Section 23(b); Regulations 118, 
Section 89. 23 (b) -1. ) 
Revenue Ruling 55 — 12, C. B. 1055 — 1, 259, which amplified Revenue 

Ruling 168, C, B. 1958 — 2, 19, holds that a payment made for the 
privilege of prepaying an indebtedness is not one which can be said 
to be for the use of borrowed money, but is in the nature of a penalty 
to gain release from a pre-existing contractual liability to make pay- 
ments in the future, and therefore cannot be classified as a payment of 
interest, within the meaning of section 23(b) of the Internal Revenue 
Code of 1080. In the case of Genera/ American L~fe Insurance Com- 
pany v. Comm~asioner, 25 T. C. 1265, acquiescence, C. B. 1956 — 2, 5, 
it was held that penalty payments received from mortgagors who 
prepaid their mortgage indebtedness constituted interest, within the 
meanin«of section 201(c) (1) of the 1939 Code, relating to gross in- 
come o life insurance companies. In view of this decision, it is now 
held that penalty payments made by a taxpayer to his mortgagee for 
the privilege of prepaying his mortgage indebtedness are deductible as 
iiiterest under the provisions of section 168 of the Internal Revenue 
Code of 1954 or section 23 (b) of the 1939 Code. 

Revenue Ruling 55 — 12, C. B. 1955 — 1, 259, and Revenue Ruling 168, 
C. B. 1958 — 2, 19, are revoked. 

SECTION 166. — BAD DEBTS 
Rev. Rul. 57 — 210 

The term "Government insured loans, " as used in Paragraph 4 
of Mimeograph 6209, applies to all Government insured or guaran- 
teed loans to the extent or percent insured or guaranteed. 

illortgage loans made by banl-s under Title II of the National 
Housing Act, as aniended, known as Title II F. H. A. loans, are 
considered to be 100 percent Governinent guaranteed loans for 
the purposes of Paragraph 4, ihlinieograph 6209. 

Advice has been requested whether loans made by banks under 
Title II of the National Housing Act, 48 Stat. 1246, at page 1248, as 
amended, 12 U. S. C. 1708, such loans known as Title II F. H. A. . 
loans, are considered 100 percent Government insured loans for the 
purposes of Paragraph 4 of Mimeograph 6209, C, B. 1947 — 2, 26. 

Regulations of the Federal Housing Administration for mutual 
mortgage insurance under section 203 of the National Housing Act, 
8upra, covering loans made by banks under Title II of that Act, pro- 
vide that upon default of payments by a mortgagor, the mortgagee at 
his election has the right to receive the guar~anteed Governnient de- 
bentures for the full amount of the unp~aid mortgage principal fol- 
lowing foreclosure and conveyance of the prope~rty to the Federal 
FIousing Commissioner, and that these debentures are accepted in 
payment of premiums by the Federal Housing Administration, the 
same as cash. A call was issued on March 81, 1954, by the Federal 
Housing Administration for redemption on July 1, 1054, at par plus 
accrued interest, of all of its callable debentures which includes Title 
II debentures. 
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Accordingly, it is held that mortgage loans made by banks under 
Title II of the National IIousing Act, , 8np&'&j, , as amended, known as 
Title II F. H. A. loans, are considere&l to be 100 percent Government 
guaranteed loans for the purposes of Paragraph 4, Mimeograph 6909, 
S'&& P 7'&&. 

Paragraph 4 of Mimeograph 6200, supra, provides that Govern- 
ment insured loans should be eliminated fro&n prior. year accounts in 
computing percentages of past losses and also from current year 
loans in computing allowable deductions for additions to the re- 
serve for bad debts. In applying these provisions it has been the 
practice of the Service to consider that eliminations are required only 
of Govermnent insured or guaranteed loans which are 100 percent 
insured or guaranteed and not of loans which are Government in- 
sured. or gu~aranteed to some extent but less than 100 percent. 

Upon review, it is concluded that the term "Government insured 
loans, " as used in Paragraph 4 of Mimeograph 6909, sup~"u, should 
not be construed to inch&de only loans which are 100 percent Govern- 
ment insured or guaranteed. In its ordinarily understood sense and 
de6nition, the ter~m refers to any loans which are Government insured 
or guaranteed, in whatever extent or percent. Hence, the elimin. a- 
tions provided for in the Mimeograph of such loans should be made 
accordingly, i. e. , in entirety if the loan is 100 percent Government 
insured or guaranteed, 90 percent if the loan is 00 percent Govern- 
ment insured or guaranteed, etc. Such application of these pro- 
visions of the Mimeograph accords with the general purpose of 
reserves for bad debts to which it relates. 

With respect to returns filed for taxable years ended prior to the 
date of the publication of this Revenue Ruling, where banks in com- 
puting allowable deductions for additions to their bad debt reserves 
did not eliminate certain Government insured loans because such 
loans were not 100 percent insured or guaranteed, it will be the ad- 
ministrative policy of the Revenue Service, under the authority of 
section 7805 (b) of the In(ernal Revenue Code of 1054, not to disturb 
such treatment. 

SECTION 167. DEPRECIATION 
96 CFR 1. 167(a) — 1: Depreciation in general. 

Circumstances under which depreciation adjustments will be made 
even though accepted without change in a prior return. See Rev. 
Proc. 57 — 18, page 748. 

26 CFR 1. 167(d) — 1: Agreement as to the useful 
life and rates of depreciation. 

Information and instructions for agreements with respect to de- 
preciation of property. See Rev. Proc. 57 — 10, page 735. 



SECTION 17O. — CIIARITAla, E, ETC. , CONTRIBUTIONS 
AND GiI TS 

Rev. Rul. 57 — oo8 

Contributions made to Committees organized to carry out the 
"People-to-People Program" to acquaint people in foreign countries 
with the United States' objectives and principles, which Committees 
are certified by the United States Information Agency to the Com- 
missioner of Internal Revenue as engaged in advancing the Prograin, 
and out-of-pocket expenses incurred by individuals in connection 
with the formation of and in rendering volunteer services to such 
Conimittees, constitute allowable deductions under section 170 of 
the Internal Revenue Code of 1954 as contributions made to or for 
the use of the United States, 

Advice h. as been requested with respect to the deductibility, for 
Federal income tax purposes, of contributions to Committees organized 
to carry out the "People-to-People Program, " and actual expenses 
incurred by the members of the Committees in rendering volunteer 
services to such Committees. 

The United. States Information and Educational Exchange Act 
of 1048, 62 Stat. 6, 22 USC 1481 et seq. , was enacted for the purpose 
of promoting a, better unclerstanding of the United States in other 
countries, and of increasing mutual understanding between the people 
of the United States and the people of other countries. Among the 
means to be used in achieving these objectives are (1) an inform~ation 
service to disseminate abroad information about the United States, 
its people, and governmental policies aA'ecting foreign aQ'airs, and 
(2) an educational exchange service to cooperate witli other nations 

in (a) the interchange of persons, knowledge, and skills, (b) the 
rendering of technical and other services, and (c) the. interchange of 
developinents in the Beld of education, the arts and sciences. The 
A. ct provides that in carrying out the provisions of the Act it shall 
be the duty of the Secretary of State to utilize tlie services and facilities 
of private agencies through contractual arrangements or otherv. ise, 
ancl that it is the intent of Congress that the Secretary shall encourage 
participation in carrying out the purposes of the Act by the maximum 
number of different private agencies in each field consistent with the 
present or potential market for their services in each country. ERec- 
tive August 1, 1953, the United States Information Agency was estab- 
lished pursuant to the Reorganization Act of 1MO, as amended, and 
certain of the informational and educational functions formerly vested 
in the Secretary of State by the above-mentioned. act of 1N8 were 
transferred to this Agency. 

Pursuant to the above provisions, there was recently initiated the 
"People-to-People Program, " which was approved by the President 
as an effective means of supplementing the direct activities of the 
Government in accomplishing the purposes of the Information and 
Educational Exchange Act. The Program will be organized around 
Committees functioning in widely diferent fields. At the request, 
of the President, certa~in American citizens v;ho are prominently 
associ;ited with various area. s of inclustry, business, education, etc. , will 
act as cliairman of the Committees to carry out the Program in their 
particular Belds. The Conimittees will constitute private organiza- 
tions functioning on their own initiative and responsibility to make 
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the objectives and principles of the United States better understood 
throughout the world. The United States Information Agency will 
assist and advise the several Committees, pursuant to the functions 
of that A. gency. 

The members of the Committees in rendering gratuitous services 
incur expenses in connection with the organization of the Committees 
and in carrying out their pui poses. 

Section 170 of the Interrral Revenue Code of 1054 provides, in part, 
for the allowance as a, deduction in computing taxable income, within 
the limitations prescribed, of contributions oi gifts payment of which 
is made within the taxable year to or for the use of the United States 
for exclusively public purposes. 

It is held that contributions made to such Committees, for use ex- 
clusively in advancing the "People-to-People Program, " constitute 
allowable deductions under section 170 of the Code, subject to the 
limitations provided by that section, as contributions made for the 
use of the United States. Such contributions may include out-of- 
pocket expenses, including the entire amount expended for meals and 
lodging while away from home, incurred by members of the Commit- 
tees directly in connection with a~nd solely attributable to the formation 
of or the rendering of voluntary services to the Committees. The 
allowance of deductions claimed will be subject to annual certification 
by the United States Information Agency to the Commissioner of 
Internal Revenue tlrat the activities of the particular Committee in- 
volved are exclusively in furtherance of the "People-to-People Pro- 
gram, 

" 
and subject further to such verification as may be 

deemed necessary. Such certification will not relieve the Committees 
of the responsibility for maintaining adequate records of all receipts 
and expenditures in order to substantiate deductions claimed. 

As used herein the term "Committee" includes incorporated or unin- 
corporated organiza, tions. 

Rev. Rul. 57 — 188 

A club whose membership is composed of individuals who are mem- 
bers of a domestic fraternal society operating under the lodge system 
was formed for the purpose of giving donations to the relatives or 
friends of deceased members to help defray the expenses incurred in 
the sickness or death of such members. No dues are paid to the club 
and the amount paid to the beneficiary is a voluntary contribution by 
the members. HeM, contributions made to the club for the purpose of 
helping to defray sickness or burial expenses of a deceased member of 
the club constitute contributions made to individuals and, as such, are 
not deductible by the donors for Federal income tax purposes. 

Rev. Rul. 57 — 911 

Payments made to a State hospital for the purpose of reimbursing 
the State for the care of a person confined in the hospital do not con- 
stitute contributions or gifts made to or for the use of a State for ex- 
clusively public purposes within the meaning of section 170 of the 
Internal Revenue Code of 1054. A. ccordingly, such payments are not 
deductible as charitable contributions in computing taxable income for 
Federal income tax purposes. 



SECTION 175. — SOIr. AND WATER CONSERVATION 
EXPENDITURES 

26 CFR 1. 175: Statutory provisions: soil and 
water conservation expenditures. 

T. D. 6285 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Regulations prescribed under section 175 of the Internal Revenue 
Code of 1954, relating to the deduction for soil and water conserva- 
tion expenditures. 

DEPARTMENT OF TEIE TREASURY& 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE, 

8'ashing ton 85, D. C. 
To Ogcers and Employees o j the Interna/ Revenue Service and Others 

Concerned: 
On June 29, 1956, notice of proposed rulemaking regarding the 

regulations for taxable years beginning after December 81, 1953, and 
ending after August 16, 1954, under section 175 of the Internal 
Revenue Code of 1954 was published in the Federal Register (21 F. R. 
4814). After consideration of all such relevent matter as was pre- 
sented by interested persons regarding the rules proposed, the follow- 
ing regulations are hereby adopted. Such regulations supersede 
paragraph 6 of Treasury Decision 6118, approved December 80, 1954 
(19 I'. R. 9896 t C. B. 1955 — 1, 698]; 26 CFR (1954), Parts 1 to 220 
(1955 Rev. ), par. 6, p. 25): 

TABLE OF CONTENTS 
Sec. 
1. 175 Statutory provisions; soil and water conservation expenditures. 
1. 175 — 1 Soil and water conservation expenditures: in general. 
1. 175 — 2 Definition of soil and water conservation expenditures. 
1. 175 — 3 Definition of "the business of farming". . 

1. 175 — 4 Definition of "land used in farmin ". 
1. 175 — 5 Percentage limitation and carryover. 
1. 175 — 6 Adoption or change of method. 

AurHoaxrv: 5) 1. 175 to 1. 175 — 6, incl. , issued under sec. 7805, I. R. C. 1954; 
68A Stat. 917; 26 U. S. C. 7805. 

$ 1. 175 STATUTORY PROVIsIONs ) SOIL AND STATER CONSERVATION 
EXPENDITUREs. 

SEC. 175. SOIL AND WATER CONSERVATION EXPENDITURES. 
(a) IN GENERAL. — A taxpayer engaged in the business of farming may 

treat expenditures dhich are paid or incurred by hi mduring the taxable 
year for the purpose of soil or water conservation in respect of land used 
in farming, or for the prevention of erosion of land used in farming, as 
expenses which are not chargeable to capital account. The expenditures 
so tres. ted shall be allosved as a deduction. 

(b) LIMKKAYroN. — The amount deductible under subsection (a) for any 
taxable year shall not exceed 25 percent of the gross income derived from 
farming during the taxable year. If for any taxable year the total of the 
expenditures treated as expenses which are not chargeable to capital ac- 
count exceeds 25 percent of the gross income derived from tarming during 
the taxable year, such excess shall be deductible for succeeding taxable 
years in order of time; but the amount deductible under this section for 
any one such succeeding year (including the expenditures actually paid 

~ 22 F. R. 3849. 



or incurred during the taxable year) shall not exceed 25 percent of the 
gross income derived from farming during the taxable year. 

(c) DEFINrTloNs. — For purposes of subsection (a)— 
(1) The term "expenditures lvhich are paid or incurred by him 

during the taxable year for the purpose of soil or water conserva- 
tion iu respect of land used in farming, or for the prevention of 
erosion of land used in far@&ing" means expenditures paid or in- 
curred for the treatment or moving of earth, including (but not 
limited to) leveling, grading and terracing, contour fm rowing, the 
construction, control, and protectiou of diversion channels, drainage 
ditches, earthen dams, watercourses, outlets, and ponds, the eradi- 
cation of brush, and the planting of windbreaks. Such term does 
not include— 

(A) The purchase, construction, installation, or improve- 
ment of structures, appliances, or facilities lvhich are of a 
character which is subject to the allolvance for depreciation 
provided in section 167, or 

(B) Anv amount paid or incurred which is allowable as a 
deduction without regard to this section. 

Notwithstanding the preceding sentences, such term also includes 
any amount, not otherlvise allowable as a deduction, paid or in- 
curred to satisfy any part of an assessment levied by a soil or 
water conservatiou or drainage district to defray expenditures 
made by such district which, if paid or incurred by the taxpayer, 
would lvithout regard to this sentence constitute expenditures 
deductible under this section. 

(2) The term "land used in farming" means land used (before 
or simultaneously with the expenditures described in paragraph 
(1) ) by the taxpaver or his tenant for the production of crops, 
fruits, or other agricultural products or for the sustenance of live- 
stock. 

(d) WHxx AIKTHOD MA?' BK AnoprKn. — 
(1) wrrHovr coNsExT. — A taxpayer may, without the consent of 

the Secretary or his delegate, adopt the method provided in this 
section for his first taxable year— 

(A) Ivhich begins after December 81, 1958, and ends after 
the date on which this title is enacted, and 

(B) For which expenditures described in subsection (a) are 
paid or incurred. 

(2) wITli coNsENT. — A taxpayer may, with the consent of the 
Secretary or his delegate, adopt at any time the method provided 
in this section. 

(e) ScorE. — The method adopted under this section shall apply to 
all expenditures described in subsection (a). The method adopted 
shall be adhered to in computing taxable income for the taxable vear 
and for all subsequent taxable years unless, with the approval of the 
Secretary or his delegate, a change to a different method is authorized 
with respect to part or all of such expenditures. 

$ 1. 175 — 1 SOIL AND WATER CONSERVATION EXPENDITURES; IN GEN- 
ERAL. — Under section 175, a farmer may deduct his soil or water con- 
servation expenditures which do not give rise to a deduction for 
depreciation and which are not otherwise deductible. The amount of 
the deduction is limited annually to 25 percent of the taxpayer's gross 
income from farming. Any excess may be carried over and deducted 
in succeeding taxable years. As a general rule, once a farmer has 
adopted this method of treating soil and water conservation expendi- 
tures, he must deduct all such expenditures (subject to the 95-percent 
limitation) for the current and subsequent taxable years. If a farmer 
does not adopt this method, such expenditures increase the basis of 
the property to which they relate. 

$ 1. 175 — 9 DEFINITIoN oF SolI. AND WATER CoNsERvATIoN ExPENDI- 
TURES. — (a) Expenditures treated as a deduction. — (1) The method 
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described in section 175 applies to expenditures paid or incurred for 
the purpose of soil or water conservation in respect of land used in 
farming or for the prevention of erosion of land used in farming, but 
only if such expenditures are made in the furtherance of the business 
of farming, More specifically, a farmer may deduct expenditures 
made for these purposes which are for (i) the treatment or moving of 
earth, (ii) the construction, control, and protection of diversion chan- 
nels, drainage ditches, irrigation ditches, earthen dams, watercourses, 
outlets, and ponds, (iii) the eradication of brush, and (iv) the plant- 
ing of windbreaks. Expenditures for the treatment or moving of 
earth include but are not limited to expenditures for leveling, condi- 
tioning, grading, terracing, contour furrowing, and restoration of 
soil fertility. 

(2) The following are examples of soil and water conservation: 
. (i) Construction terraces, or the like, to detain or control the Row 
of water, to check soil erosion on sloping land, to intercept run-os, 
and to divert excess water to protected outlets; (ii) Constructing 
water detention or sediment retention dams to prevent or fill gullies, 
to retard or reduce run-ofF of water, or to collect stock water; and (iii) 
Constructing earthen floodways, levies, or dikes, to prevent fiood 
damage to farmland. 

(b) Expenditures not subject to section 1/5 treatment. — (1) The 
method described in section 175 applies only to expenditures for non- 
depreciable items. Accordingly, a taxpayer may not deduct expendi- 
tures for the purchase, construction, installation, or improvement of 
structures, appliances, or facilities subject to the allowance for 
depreciation. Thus, the method does not apply to depreciable non- 
earthen items such as those made of masonry or concrete (see section 
167). For example, expenditures in respect of depreciable property 
include those for materials, supplies, wages, fuel, hauling, and. dirt 
moving for making structures such as tanks, reservoirs, pipes, con- 
duits, canals, dams, wells, or pumps composed of masonry, concrete, 
tile, metal, or wood. Similarly, the method is not applicable to 
expenditures for fertilizer effective substantially longer than one year, 
since such expenditures are also depreciable. However, the method 
applies to expenditures for earthen items wliich are not subject, to a, 
depreciation allowance. For example, expenditures for earthen 
terraces and dams which are nondepreciable are deductible under 
section 175. 

(2) The method does not apply to expenses deductible apart from 
section 175. Adoption of the method is not necessary in order to 
deduct such expenses in full without limitation. Thus, the method 
does not apply to interest (deductible under section 168), nor to taxes 
(deductible under section 164). It does not apply to expenses for the 
repair of completed soil or water conservation structures, such as costs 
of annual reinoval of sediment from a drainage ditch. It does not 
apply to expenditures paid or incurred primarily to produce an agri- 
cultural crop even though they incidentally conserve soil. Thus, the 
cost of fertilizer (the efFectiveness of which does not last beyond one 
year) used to produce hay is deductible without adoption of the 
method described in section 175 . However, the method would apply 
to expenses incurred to produce vegetation primarily to conserve soil 
or water or to prevent erosion. Thus, for example, the method would 
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apply to such expenditures as the cost of dirt moving, lime, fertilizer, 
seed and planting stock used in gully stabilization, or in stabilizing 
severely eroded ar~eas, in order to obtain a soil binding stand of vegata- 
tion on raw or infertile land. 

(c) A8ses8nient8. — The method applies also to that part of assess- 
ments levied by a soil or water conservation or drainage district to 
reimburse it for its expenditures which, if actually paid or incurrecl 
during the taxable year by the taxpayer directly, would be deductible 
under section 175. Depending upon the farmer's method of account- 
ing, the time when the farmer pays or incurs the assessment, ancl not 
the time when the expenditures are paid or incurred by the district, 
controls the time the deduction must be taken. The provisions of this 
paragraph may be illustrated by the following example: 

E~'ample. In 1955 a soil and ~ater conservation district levies an 
assessment of $700 upon a farmer on the cash method of accounting. 
The assessment is to reimburse the district for its expenditures in 
1954. The farmer's share of such expenditures is as follows: $400 for 
digging drainage ditches for soil conservation and $300 for assets 
subject to the a~llowance for depreciation. If the farmer pays the 
assessment in 1955 and has adopted the method of treating expendi- 
tures for soil or ~ater conservation as current expenses under section 
175, he may deduct in 1955 the $400 attributable to the digging of 
drainage ditches as a. soil conservation expenditure subject to the 
25-percent limitation. 

f 1. 175 — 3 DEFINITION OF THE BI-SINESS OF FARMING . — The 
method described in section 175 is available only to a taxpayer engaged 
in "the business of farming". A taxpayer is engaged in the business of 
farming if he cultivates, operates, or manages a farm for gain or profit, 
either as owner or tenant. For the purpose of section 175, a taxpayer 
who receives a rental (either in cash or in kind) which is based upon 
farm production is engaged in the business of farming. However, a 
taxpayer who receives a fixed rental (without reference to production) 
is engaged in the business of farming only if he participates to a 
material extent in the operation or management of the farm. A tax- 
payer engaged in forestry or the growing of timber is not thereby 
engaged in the business of far ming. A person cultivating or operating 
a farm' for recreation or pleasure rather than a profit is not enaged 
in the business of farming. For the purpose of this section, the term 
"farm" is used in its ordinary, accepted sense and includes stock, dairy, 
poultry, fruit, and truck farms, and also plantations, ranches, ranges, 
and orchards. A taxpayer is engaged in "the business of farming" 
if he is a, member of a partnership engaged in the business of farming. 
See $ 1. 702 — 1 (a) (8) (i) and (c) (1) (iv). 

$ 1. 175-4 DEFINITIGN oF LAND UsED IN FARi&IING . — (a) For the 
purpose of section 175, the term "land used in farming" means land 
which is used in the business of farming and which meets both of the 
following requirements: 

(1) The land must be used for the production of crops, fruits, or 
other agricultural products or for the sustenance of livestock. The 
term "livestock" includes cattle, hogs, horses, mules, donkeys, sheep, 
goats, captive fur-bearing animals, chickens, turkeys, pigeons, and 
other poultry. It does not include fish, frogs, reptiles, and the like. 

434737' — 58 8 
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Land used for the substenance of livestock includes land used for 
grazing such livestock. 

(9) The land must be or have been so used either by the taxpaver 
or his tenant at some time before, or at the same time as, the taxpayer 
makes the expenditures for soil or water conservation or for the pre- 
vention of the erosion of. land. The taxpayer will be considered to 
have used the land in farming before making such expenditures if he 
or his tenant has employed the land in a farming use in the past. If 
the expenditures are made by the taxpayer in respect of land newly 
acquired from one who immediately prior to the acquisition was using 
it in farming, the taxpayer will be considered to be using the land in 
farming at the time that such expenditures are made, if the use which 
is made by the taxpayer of the land from the time of its acquisition by 
him is substantially a continuation of the use which was made of the 
land immediately prior to its acquisition. On the other hand, if the 
land is being initially prepared by the taxpayer in order to make it 
suitable for a particular farming use other than the one to which the 
land was devoted prior to its acquisition by the taxpayer, such land is 
not considered to be "land used in farming" at the time of its 
preparation. 

(b) The provisions of paragraph (a) of this section may be illus- 
trated by the following examples: 

Encamp/e (1). A purchases an operating farm from B in the 
autumn after B has harvested his crops. At the time of such purchase 
the land is suitable for A's particular farming use without the neces- 
sity of making initial preparatory expenditures. Prior to spring 
ploIving and planting when the land is idle because of the season, A 
makes certain soil and water conservation expenditures on this farm. 
At the time such expenditures are made the land is considered tc be 
used by A in farming, and A may deduct such expenditures under 
section 175, subject to the other requisite conditions of such section. 

Example (8). C acquires uncultivated land which he intends to 
develop for farming. Prior to putting this land into production it is 
necessary for C to clear brush, construct earthen terraces and ponds, 
and make other soil and water conservation expenditures. The land 
is not used in farming at the same time that such expenditures are 
made. Therefore, C may not deduct such expenditures under section 
175. 

Example (8). D acquires several tracts of land from persons who 
had used such land for grazing cattle. D intends to use the land for 
a citrus grove. In order to make the land suitable for this use, D 
constructs earthen terraces, builds drainage ditches and irrigation 
ditches, extensively treats the soil, and makes other soil and water 
conservation expenditures. The land is not used in farming by D at 
the time he makes such expenditures, but is being initially prepared 
for use as a citrus grove. Therefore, D may not deduct such expendi- 
tures under section 175. 

$ 1. 175 — 5 PEROENTAGE LIMITATIQN AND CARRYovER. — (a) The 
linritation. — (1) Penes'al nile. — The amount of soil and water con- 
servation expenditures which the taxpayer may deduct under section 
175 in any one taxable year is limited to 25 percent of his "gross 
income from farming. " 
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(0) Def'inition of "gross income from farming". — I&'or the purpose 
of section 175, the term "gross income from farming" means the 
gross income of the taxpayer, derived in "the business of farming" 
ss defined in $ 1. 175 — 3, from the production of crops, fruits, or other 
agricultur;il products or from livestock (including livestock held for 
draft, breeding, or dairy purposes). It includes such income from 
land used in farming othei than that upon which expenditures are 
made for soil or water conservation or for the prevention of erosion 
of land. It does not include gains from sales of assets such as farm 
machinery or gains from the disposition of land. A taxpayer shall 
compute his "gross income from farming" in accordance with his 
accounting method used in determining gross income. (See the regu- 
lations under section 61 relating to accounting methods used by farm- 
ers in determining gross income. ) The provisions of this subpara- 
graph may be illustrated by the following example: 

Encamp/e. A, who uses the cash receipts and disbursements method 
of accounting, includes in his "gross income from farming" for pur- 
poses of determining the 25-percent limitation the following items: 
Proceeds from sale of his 1055 yield of corn $10, 000 
Gain from disposition of old breeding cows replaced by younger cows 500 

Total gross income from farming 10, 500 

A must exclude from "gross income from farming" the follow- 
ing items which are included in his gross income: 

Gain from sale of tractor $100 
Gain from sale of 40 acres of taxpayer's farm 8, 000 
Interest on loan to neighboring farmer 100 

(3) Deduction quahpes for net operating loss deduction. — Any 
amount allowed as a deduction under section 175, either for the year 
in which the expenditure is paid or incurred or for the year to which 
it is carried, is taken into account in computing a net operating loss 
for such taxable year. If a deduction for soil or water conservation 
expenditures has been taken into account in computing a net operating 
loss carryback or carryover, it shall not be considered a soil or water 
conservation expenditure for. the year to which the loss is carried, and, 
therefore, is not subject to the M-percent limitation for that year. 
The provisions of this subparagraph may be illustrated by the follow- 
ing example: 

Example. Assume that in 1056 A has gross income from farming 
of $4, 000, soil and water conservation expenditures of $1, 600, and 
deductible farm expenses of $3, 500. Of the soil and water conserva- 
tion expenditures, $1, 000 is deductible in 1056. The $600 in excess of 
M percent of V's gross income from farming is carried over into 1057. 
Assuming that A. has no other income, his deductions of $4, 500 
($1, 000 plus $3, 500) exceed his gross income of $4, 000 by $500. This 
$500 will constitute a net operating loss which he must carry back 

, two years and carry forward five ye~ars, until it has onset $500 of tax- 
able income. No part of this $500 net operating loss carryback or 
carryover will be taken into account in determining the amount of 
soil and water conservation expenditures in the years to which it is 
carried. 
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(b) Carryogfer of ezpendituresin excess of deduction. — The deduc- 
tion for soil and water conservation expenditures in any one taxable 
year is limited to 25 percent of the taxpayer's gross income from farm- 
ing. The ta, xpayer may carry over the excess of such expenditures 
over 25 percent of his gross income from farming into his next tax- 
able year, and, if not deductible in that year, into the next year, and 
so on without limit as to time. In determining the deductible amount 
of such expenditures for any taxable year, the actual expenditures 
of that year shall be added to any such expenditures carried over from 
prior years, before applying the 25-percent limitation, Any such 
expenditures in excess of the deductible amount may be carried over 
during the taxpayer's entire existence. For this purpose in a farm 
partnership, since the 25-percent limitation is applied to each partner, 
not the partnership, the carryover may be carried forward during the 
life of the partner. The provisions of this paragraph may be illus- 
trated by the fo]lowing example: 

Example. Assume the expenditures and income shown in the fol- 
lowing table: 

Deductible soil and 
water conservation 

ac pen di tur et 

55% of 
gross 

income 

Paid or Carried 
incurred forward 
during from prior 

Excess 
to be 

tarable year from carried 
Year year Total farming forward 

1954 $900 None $900 $800 $100 
1955 1, 000 100 1, 100 900 200 
1956 None 200 200 1, 000 None 

The deduction for 1954 is limited to $800. The remainder, $100 
($900 minus $800), not being deductible for 1954, is a carryover to 
1955. For 1955, accordingly, the total of the expenditures to be taken 
into account is $1, 100 (the $100 carryover and the $1, 000 actually paid 
in that year). The deduction for 1955 is limited to $900, and the re- 
mainder of the $1, 100 total, or $200, is a carryover to 1956. The 
deduction for 1956 consists solely of this carryover of $200. Since the 
total expenditures, actual and carried over, for 1956 are less than 25 
percent of gross income from farming, there is no carryover into 
1957. 

f 1. 176 — 6 ADoPTIQN olI CHANGE or METIIDD. — (a) Adoption with- 
out consent. — A taxpayer may, without consent, adopt the method of 
treating expenditures for soil or water conservation as expenses for 
the first taxable year: 

(1) Which begins after December 81, 1953, and ends after 
A. ugust 16, 1954, and 

(2) For which soil or vater conservation expenditures de- 
scribed in section 175 (a) are paid or incurred. 

Such adoption shall be made by claiming the deduction on his in- 
come tax return. For a taxable year encling prior to the adoption of 
regulations under this section, the adoption of the method described 
in section 175 shall be made by claiming the deduction on such return 
for that year, or by claiming the dedIIction on an amended return 
filed for that year within 90 days after the date of publication (fol- 
lowing adoption) of such regulations in the Federal Register. 
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(b) AcEoption n:ith consent. — A. taxpayer may adopt the method of 
treating soil and water conservation expen&litures as provided by sec- 
t='on 175 for any taxable year to ivhich the section is applicable if 
consent is obtained from the district director for the district in which 
the taxpayer's return is requirecl to be filed. 

(c) Change of method. — A taxpayer who has adopted the methocl 
of treating expenditures for soil or water conservation, as provided 
by section 175, may cha»gc from this method and capitalize such ex- 
penditures made after the eHective date of the change, if he obtains 
the consent of the district director for the district, in ivhich his return 
is required to be filed. 

(d) Recgnest for' consent to adopt or change method. — '6 here the 
consent of the district director is required under paragraph (b) or 
(c) of this section, the request for his consent shall be in writing, 
signed by the taxpa~yer or his authorized representative, and shall be 
file not later than the date prescribed by law for filing the income 
tax return for the first taxable year to which the adoption of, or 
change of, method is to apply, or not later than 00 days after the date 
of pciblica~tion in the Federal Register of the regulations under section 
175 following their adoption, wliichever is later. The request shall— 

(1) Set forth the name and address of the taxpayer; 
('&) Designate the first taxable vear to which tlie method or change 

of method is to apply; 
(8) State ivhether the method or change of method is intended to 

apply to all expenditures within the permissible scope of section 175, 
or only to a pa. rticular project or farm and, if the latter, include such 
information as will identify the project or farm as to which the 
methocl or change of method is to apply; 

(4) Set forth the amount of all soil and water conservation ex- 
puiditures paicl or incurred during the first taxable year for which 
the method or change of method is to apply; and 

(5) State that the taxpayer will make an accounting segregation in 
his books and records of the expenditures to which the election 
relates' 

(e) Scope of methoL — Except with the consent of the district 
director as provided in paragraph (b) or (c) of this section, the tax- 
payer's method of treating soil and water conservation expenditures 
described in section 175 shall apply to all such expenditures for the 
taxable year of adoption and all subsequent taxable years. Although 
a taxpayer may have elected to deduct soil ancl water conservation 
expenditures, he may request an authorization to capitalize his soil 
and water conservation expenditures attributable to a special project 
or single farm. Similarly, a taxpayer who has not elected to deduct 
such expenditures may request an authorization to deduct his soil and 
water conservation expenditures attributable to a special project or 
single farm. The authorization with respect to the special project or 
single farm will not aA'ect the method adopted with respect to the 
taxpayer's regularly incurred soil and water conservation expendi- 
tures. No adoption of, or change of, the method uncler section 175 
will be permitted as to expendit»res actually paid or inc»rred before 
the taxable year to which the method or change of method is to apply. 
Thus, if a taxpayer adopts such method for 1056, he cannot &led»et 

any part of such expenditures which he capitalized, or should have 
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capitalized, in 1955. Likewise, if a taxpayer who has adopted such 
method has a» unused carryover of such expenditures in excess of. the 
95-percent limitation, and is granted consent to capitalize soil and 
water conservation expenditures beginning in 1956, he cannot capital- 
ize any part of the unused carryover. The excess expenditures 
carried over continue to be deductible to the extent of 95 percent of 
the taxpayer's gross income from farming. No adjustment to the 
basis of land shall be made under section 1016 for expenditures to 
which the method under section 175 applies. For example, A has an 
unused carryover of soil and water conservation expenditures amount- 
ing to $5, 000 as of December 81, 1956. On January 1, 1957, A sells his 
farm and goes out of the business of farming. The unused carryover 
of $5, 000 cannot be added to the basis of the farm for purposes of 
determining gain or loss on its sale. In 1959, A purchases another 
farm and resumes the business of farming. In such year, A. may 
deduct the amount of the unused carryover to the extent of 95 percent 
of his gross income from farming and may carry over any excess to 
subsequent years. 

RUSSELL C. HARRINGTON~ 
CoInrni88ioner of Interna/ Ee~enue. 

Approved May 28, 1957. 
DAN THROOP SMITH& 

Deputy to the 8ecretary. 

(Filed by the Division of the Federal Register on May 31, 1957, 8: 49 a. m. , and 
published in the issue of the Federal Register for June 1, 1957, 22 F. R. 3849. ) 

PART VII. — ADDITIONAL ITEMIZED DEDUCTIONS FOR INDIVIDUALS 

SECTION 918. — MEDICAL, DENTAL, ETC. , EXPENSES 
Amounts expended for health-restoring exercises at a resort hotel 

or athletic club. See Rev. Rul. 57 — 180, page 108. 

SECTION 215. — ALIMONY, ETC. , PAYMENTS 

(Also Section 71. ) Rev. Rul. 57 — 118 
The existence of a Mexican divorce decree prior to a decree 

awarding alimony pendente lite in a state which does not recognize 
the validity of the Mexican divorce does not preclude the deducti- 
bility under section 215 of the Internal Revenue Code of 1954 of 
alimony payments pursuant to the state decree. 

Advice has been requested whether a husband may deduct for 
Federal income tax purposes monthly payments to his wife pursuant 
to a decree awarding alimony pendente lite by the state where his wife 
resides if he previously was granted a divorce which that state did 
not recognize. 

In May 1954, the husband applied for and was granted a divorce in 
Mexico. In August of the same year, he remarried. Immediately 
thereafter, his former wife instituted an action under the law of the 
state in which she resided contesting the validity of the Mexican 
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divorce and asking for a legal separation from the husband and an 
allowance for her support pending the outcome of the litigation. The 
court granted the wife's motion for an allowance pendente lite in 
December 1054, and the husband agreed to make the Inorithly pay- 
ments for supliort to the wife pending the outcome of the litigation. 

Section 71(a) (8) of the Internal Iievenue Code of 1054 provides in 
part as follows: 

If a wife is separated froiu her husband, the wife's gross income includes 
periodic paymcuts ~ * ~ received by her '" " ' from her husband umler a decree 
entered after ilarch 1, 1954, requiring the husband to make the payments for her 
support or ruainte«ance, This para raph shall not apply if the husband and 
wife mal-e a single return jointly. 

Section 215 of the Code provides that in the case of a husband 
clescribed in section 71, there shall be allowed as a deduction amounts 
includible under section 71 in the gross ncome of his wife, payment of 
whicli is made ivithin the husband'~s taxable year. 

In G. C. M. 25250, C. B. 1M7 — 2, M, payments made under an agree- 
ment incident to a, Mexican decree, w~hich is not recognized in many 
American jurisdictions were held deductible. Payments made in good 
faith incident to a Mexican decree or other decree the validity of which 
has been questioned, are generally includible in the wife's gross income 
under section 71 and deductible by the husband under section 215 of 
the Code. This does not mean that the payments under a. later decree 
which does not recognize the earlier decree are not to be similarly 
treated. The positioli taken by the Service in G, C. M. 25250, 8upru, 
was not intended to recognize the Mexican decree over subsequent 
decrees in other jurisdictions. 

Accordingly, it is held that the existence of a Mexican divorce 
decree prior to a, decree granted in a state which does not recognize 
the validity of the Mexican divorce does not preclude the deductibility 
under section 215 of the Internal Revenue Code of 1054 of the pendente 
lite payments made pursuant to the state decree. 

Premiums on life insurance paid by husband for the benefit of 
divorced ivife. See Rev. Rul. 57 — 125, page 27. 

PART VIII. — SPECIAL BEDUCTIONS FOR CORPORATIONS 

SECTIOX 247. — DIVIDENDS PAID OX CERTAIN 
PREFERRED STOCI& OF PUBLIC UTILITIES 

26 CFR 1. 247 — 1: Deduction for dividends paid 
on preferred stock of public utilities. 

Deduction in respect of dividends paid on public utility preferred 
stock issued on or after October 1, 1042, to replace preferred stock 
issued by another corporation not a "public utility" at tlie tinie of 
such replacement. See Rev. Rul. 57 — 45, page 509. 
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PART IX. — ITEMS NOT DKDUCTIBLK 

SECTION 262. — PERSONAL, I. IVING, AND FAMILY 
EXPENSI~:S 

(Also Sections 162, 213, ) Rev. Rul. 57 — 180 

sphere an employer pays the expenses of one of its executives 
incurred in conuection with securing the benefits of the recondition- 
ing program offered by a resort hotel which specializes in recon- 
ditioning' and health restoring services, such expenditures generally 
constitute additional compensation to the executive, and he is re- 
quired to include the amount thereof in gross income for Federal 
income tax purposes. Expenditures which are compensatory in 
nature are deductible by an employer under section 162 of the Code 
provicled the total amount expended, plus other compensation paid 
to tlie executive, is no more than reasonable compensation for per- 
sonal services actually rendered by him. 

In the case of an indivdual taxpayer making such payments on his 
own behalf, the cost of a vacation, even though for reconditioning 
and health-restoring purposes (i. e. , rehabilitation), is not deductible 
in coinputing taxable income for Federal income tax purposes under 
any provisiou of the Code. Such expenses constitute personal ex- 
penses the deduction of which is prohibited by section 262 of the 
Code. 

Advice has been requested with respect to the tax treatment of 
amounts expended by an executive, or an employer on behalf of an 
executive, who avails himself of reconditioning and health-restoring 
services afi'orded by certain resort hotels and athletic clubs. 

Advertisements have appeared in magazines and newspapers de- 
scribing a tax-deductible, executive rehabilitation plan v hich certain 
hotels liave instituted to assist an individual in keeping fiit. 

Section 217. (e) (1) of the Internal Revenue Code of 1954 provides, 
in part, tliat the term "medical care" means amounts paid— 

(A) for the diagnosis, cure, mitigation, treatment, or prevention of disease, 
or for the purpose of affecting. any structure or function of the body * 

The cost of vacations, health institute fees, or athletic club expenses 
incurred by an indiviclual to assist in keeping fit are not dedtictible 
by him as a medical expense, even though such activities may be 
beneficial to his general health. S~e Revenue Ruling 55 — 261, C. B. 
1955 — 1, 807, especially illustration 9, at page 810. 

Section 162 of the Code provides for the deduction, in computing 
taxable income, of all the ordinary and necessary expenses paid or 
incurred during the taxable year in carrying on any trade or business, 
including a reas~onable allov-ance for salaries or other compensation for 
personal~services actually rendered, and traveling expenses (including 
the entire amount expended for meals and lodging) while away from 
home in the pursuit of a trade or business. 

7;here an employer pays the expenses of one of its executives in- 
curred in connection with securing the benefits of the reconditioning 
program ofi'ered by a resort of the type mentioned above, such ex- 
penditures generally constitute additional compensation to the execu- 
tive and he is required to include the amount thereof in gross income 
for Federal income tax purposes. Expenditures which are com- 
pensatory in nature are deductible by an eniployer under section 
162 of the Code, provided the total amount expended, plus other com- 
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pensation paid to the executive, is no more than reasonable compensa- 
tion for personal services actually renclered by him. 

In the case of an individual taxpayer making such payments on his 
own behalf, the cost of a vacation, even though for reconditioning and 
health-restoring purposes (2, c. , rehabilitation), is not deductible in 
computing. taxable income for I& ederal income tax purposes unde( any 

rovision of the Code. Such expenses constitute personal expenses the 
eduction of which is prohibited by section 262 of the Code. 

Cost and maintenance of work clothing of a, painter which is pre- 
scribed by the Painter's local union. See Rev. Rul. 57 — 143, page 80. 

SECTION 266. — CAPITAL EXPENDITURES 
Rev. Rul. 57 — 80 

A taxpayer maintains a slip and dock which are used by ships deliv- 
erino nlaterials used in connection with the conduct of his business. At 
the time of its construction, the sides were riprapped, but operations 
subsequently have disclosed that due to the propeller action of the 
ships using the slip the riprap does not stay in place, thus requiring 
the taxpayer to incur substantial annual expenditures for maintain- 
ing the dock in a fully usable condition. In order to remedy the situa- 
tion and to virtually eliminate the annual m;(intenance costs, the 
taxpayer had the slip on the dock side sheet-piled. The cost of the 
sheet piling was approximately three times the amount previously 
expended annually for maintenance. The sheet piling will be a per- 
manent improvement to the dock, the useful benefits from which will 
extend beyond the taxable year. B'el', the expenditure for sheet 
piling the slip constitutes a capital investment, within the meaning of 
section 268 (a) (1) of the Internal Revenue Code of 1954, whl(h is 
recoverable, for Federal income tax purposes, through annual depre- 
ciation cleductions over the useful life thereof, irrespective of the ulti- 
mate saving to be eQ'ected otherwise in the maintenance. 

SECTION 264. — CERTAIN AMOUNTS PAID IN CONNECTION 
AVITII INSURANCE CONTRACTS 

26 CER 1. 264: Statutory provisions: items T. D. 6228 ' 
not deductible; certain amounts paid in 
connection with insurance contracts. 

TITLE 26 — INTERXAL Rl&:VEXUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
IXCOME TAX; TAXABLE TL'ARS BECIXXIX(1 Al'TER DECEMBER 31, 1959 

Re„ulatinns under section 204 of the Internal Revenue Code 
of 1054. 

& The publication of this Treacury Decision in 22 F. k, 2710, dated April IS, 1957, con- 
tains (1 & instructions for n&odifyin" the notice of proposed rulemal'in published in 21 F. R. 
4827, dated June 60. 1956, aud (2 l the full contest of the regu(at(one &vith such mo&lifica- 
tjon&s. As here published, the Treasury Decision reflects &he full contest of such regula- 
tions, u&ith modification. The individual instructions have been omitted. 
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DEPARTMENT OIP THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 88, D. O. 

To Officers and Employees of the Internal Revenue Service and Others 
Concerned: 

On June 30, 1956, notice of proposed rulemaking regarding the 
regulations for taxable years beginning after December 31, 1953, and 
ending after August 16, 1954, except as otherwise provided, under 
section 264 of the Internal Revenue Code of 1954 was published in the 
Federal Register (21 F. R. 4872). After consideration of all such 
relevant matter as was presented by interested persons regarding the 
rules proposed, the regulations as so published have been modi6ed and 
are hereby adopted as set forth below: 

AvTIIGRITT: $$ 1. 264 to 1. 264 — 8, incl. , issued under sec. 7806, I. R. C. 1954; 
68A Stat. 017; 26 U. S. C. 780o. 

1 264 STATUTORY PROVISIONS j ITEMS NOT DEDUCTIBLE j CERTAIN 
AMOUNTS PAID IN CONNECTION WITH INSURANCE CONTRACTS. 

SEC. 264. CERTAIN AMOUNTS PAID IN CONNECTION WITH 
INSURANCE CONTRACTS. 

(a) GENERAL RVLE. — No deduction shall be allov ed for— 
(1) Premiums paid on any life insurance policy covering the life 

of anv ofiicer or employee, or of any person financially interested in 
any trade or business carried on bv the taxpayer, when the taxpayer 
is directly or indirectly a beneficiary under such policy. 

(2) Any amount paid or accrued on indebtedness incurred or 
continued to purchase or carry a single premium life insurance, 
endowment, or annuity contract. 

Paragraph (') shall apply in respect of annuity contracts only as to con- 
tracts purchased after March 1, 10'i4. 

(b) CONTEAcTs TREATED As SINGLE PREMIvM CGNTRAVTs. — Fol' pul'- 
poses of subsection (a) (2), a contract shall be treated as a single 
premium contract— 

(1) If substantially all the premiums on the contract are paid 
within a period of 4 years from the date on which the contract is 
purchased, or 

(2) If an amount is deposited after March 1, 1064, with the in- 
surer for payment of a substantial number of future premiums on 
the contract. 

II 1. 264 — 1 PREMIUMs oN LIFE INsURANOE TAKEN OUT IN A TRADE 0R 
BUSINESS. (a) When premiums are not deductible. — Premiums paid 
by a taxpayer on a life insurance policy are not deductible from the 
taxpayer's gross income, even though they would otherwise be de- 
ductible as trade or business expenses, if they are paid on a life in- 
surance policy covering the life of any OScer or employee of the 
taxpayer, or any person (including the taxpayer) who is 6nancially 
interested in any trade or business carried on by the taxpayer, when 
the taxpayer is directly or indirectly a beneficiary of the policy. For 
additional provisions relating to the nondeductibility of premiums 
paid on life insurance policies (whether under section 162 or any other 
section of the Internal Revenue Code), see section 262, relating to per- 
sonal, living, and family expenses, and section 265, relating to expenses 
allocable to tax-exempt income. 

(b) When taxpayer is a beneficiary. — If a taxpayer takes out a 
policy for the purpose of protecting himself from loss in the event of 
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the death of the insured, the taxpayer is considered a beneficiary di- 
rectly or indirectly under the policy. However, if the taxpayer is not 
a beneficiary under the policy, the premiums so paid will not be dis- 
allowed as deductions merely because tlie taxpayer may clerive a 
benefit from the increased eSciency of the OKcer or employee insured. 
See section 162 and the regulations thereunder. A taxpayer is con- 
sidered a beneficiary under a policy where, for example, he, as a prin- 
cipal member of a partnership, takes out an insurance policy on his own 
life irrevocably designating his partner as the sole bene[iciary in order 
to induce his partner to retain his investment in the partnership. 
9'hether or not the taxpayer is a beneficiary under a policy, the pro- 
ceeds of the policy paid by reason of the death of the insured may be 
excluded from gross income whether the beneficiary is an individual or 
a corporation, except in tlie case of (1) certain transferees, as provided 
in section 101(a) (2); (2) portions of amounts of life insurance pro- 
ceeds received at a date later than death under the provisions of section 
101(d); and (3) life insurance policy proceeds which are includible in 
the gross income of a husband or wife under section 71 (relating to 
alimony) or section 682 (relating to income of an estate or trust in case 
of divorce, etc. ). (See section 101(e). ) For further reference, see, 
generally, section 101 and the regulations thereunder. 

$ 1. 264 — 2 SINGLE PREMIUM LIFE INSURANCE~ ENDOW3IENTi OR 
ANNUITr CoNTRAOTS. — Amounts paid or accrued on indebtedness in- 
curred or continued, directly or indirectly, to purchase or to continue 
in efFect a, single premium life insurance or endowment contract, or to 
purchase or to continue in efFect a single premium annuity contract 
purchased (whether from the insurer, annuitant, or any other person) 
a, fter March 1, 1954, are not deductible under section 163 or any other 
provision of chapter 1 of the Internal Revenue Code of 1954. This 
prohibition applies even though the insurance is not on the life of 
the taxpayer and regardless of whether or not the taxpayer is the 
annuitant or payee of sucli annuity contract. A contract is considered 
a single premium life insurance, endowment, or annuity contract, for 
the purposes of this section, if substantially all the premiums on the 
contract are paid within four years from the date on which the contract 
was purchased, or if an amount is deposited after March 1, 1054, with 
the insurer for payment of a substantial number of future premiums 
on the contract. 

$ 1. 264 — 3 EFFECTivE DATE; TAxABLE YEARS ENDING AFTER MARCII 
1 

& 
1954y SUB JEGT To THE INTERNAL REvENUE CoDE oF 1039. — Pursuant 

to section 7851(a) (1) (C), the regulations prescribed in $ 1. 264 — 2, to 
the extent that they relate to amounts paid or accrued on indebtedness 
incurred or continued to purchase or carry a single premium annuity 
contract purchased after March 1, 1954, and to the extent they consider 
a contract a single premium life insurance, endoivment, or annuity 
contract if an amount is deposited after March 1, 1954, with the insurer 
for payment of a substantial number of future premiums on the con- 
tract, shall also apply to taxable years beginning before January 1, 
1054, and ending after March 1, 1054, and to taxa~ble years beginning 
after December 31, 1953, and ending after March 1, 1054, but before 
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August 17, 1054, although such years are subject to the Internal 
Rev~enue Code of 1%0. 

RUSSELL C. HARRINGTON) 
Cornnu88ioner of Interno/ Revenue. 

Approved April 12, 1957. 
DAN THROOP SMITH& 

Deputy to the 8eeretory. 

(Filed by the Division of the Federal Register on April 17, 1957, 8:47 a. m. , and 
published in the issue of the Federal Register for April 18, 1957, 22 F. R. 2710, ) 

SKCTION 270. — LIMITATION ON DKDUCTIONS ALLOW- 
ABLE TO INDIVIDUALS IN CERTAIN CASKS 

(Also Section 6601. ) Rev. Rul. 57 — 170 

Interest shall be assessed at the rate of six per centum per annum 
on the deficiencies resulting from the application of section 270 of 
the Internal Revenue Code of 19o4 regarding the recomputation of 
tax of individuals whose losses from a business have, in each of five 
consecutive years, exceeded annual gross income by more than 
$50, 000. 

Advice has been requested whether interest shall be assessed on 
deficiencies resulting from the recomputation of tax under section 270 
of the Internal Revenue Code of 1054 due to losses by an individual 
which exceed annual gross income by more than $50, 000 a year for 
each of five consecutive years. 

The deficiencies here involved were determined at the end of the 
five-year period as provided in section 270 of the Code. 

Section 6151 of the Code, with respect to the due date of the taxes, 
provides in part as follows: 

(a) GENERAL RvLE. — Except as otherwise provided in this section, when a 
return of tax is required under this title or regulations, the person required to 
make such return shall, "' "' ~ pay such tax at the time and place fixed for filing 
the return ~' ": 

Unless specifically otherwise prescribed, the assessment of interest 
on any deficiency in taxes imposed by the Code is mandatory under 
the provisions of section 6601(a), which reads as follows: 

(a) GENERAL RIJLE. — If any amount of tax imposed by this title (whether 
required to be shown on a return, or to be paid by stamp or by some other 
method) is not paid on or before the last date prescribed for payment, interest 
on such amount at the rate of 0 percent per annum shall be paid for the period 
from such last date to the date paid. 

Section 6601(c) of the Code provides that the last date prescribed 
for payment shall be determined under cliapter 62 (section 6151 as 
shown above) with the application of certain rules, none of which 
provide that no interest shall be charged on deficiencies in tax deter- 
mined under the provisions of section 270 of the Code. The com- 
parable provisions of the Internal Revenue Code of 1M0 also fail to 
provide an exception to the general rule for charging interest on 
deficiencies determined under the provisions of section 180 of sucli 
Code. 
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Accordingly, it is held that interest slrall be assessed at the rate of 
six percent per;»»inm on the deficiencies resulting from tlie applica- 
tion ot section 270 of the Internal Revenue Code of 1054 regarding 
the recomputation of tax of individuals ivhose losses froiii a business 
have, in each of live coiisecutivc years, exceeded annual gross income 
by more than $50, 000. 

SECTION 271. — BA. D DEBTS OWED BY POLITICAL 
PA. RTIES, ETC. 

Rev. Rul. 57 — 189. 

In 1051, a taxpayer on the accrual basis correctly accrued income for 
services rendered. to several committees of a political party. In 10M, 
section 28(1. -) (6) was added to Internal Revenue Code of 108!) by 
Public Law 471, 66 Stat. 467, C. B. 1952 — 2, 857. That section provides, 
in part, that a bad debt deduction for taxI&ayers other than banks was 
unallowable w ith respect to debts owed by political parties, or branches 
thereof, for taxiible years beginning after December 81, 1051. Section 
271 of the Iiiternal Revenue Cocle of 1954 corresponds to section 
28(k) (6) of the Internal revenue Code of 1989 in not allowing tax- 
payers other than banks a deduction for bad debts or worthless secur- 
ities by reason of the worthlessness of any debt owed by a political 
party. The taxpayer received a number of payments on the accounts 
over a, period of time. but after diligent efforts were made to secure 
payment of the balances due, there appeared no reasonable likelihood of 
his collecting anv further payments on these accounts after 1055. JIeM, 
the accounts receivable held by the taxpayer, Ivhich represent worth- 
less debts owed by the political party, are not deductible as bad debts. 

SUBCHAPTER C. — CORPORATE DISTRIBUTIONS AND ADJUSTMENTS 

PART I. — DISTRIBUTIONS BY CORPORATION 

SUBPART A, — EFFECTS ON RECIPIENTS 

SECTION 806. — DISPOSITIONS OF CERTAIN STOCIZ 

26 CFR 1. 806 — 2: Exceptions. Rev. Rul. 57 — 108 

A. publicly-held corporation, for bona fide business reasons, acquired 
all the assets of a closely-held corporation with only common stock 
outstanding in return for voting preferred and common stock consti- 
tuting five percent of the acquiring corporation's outstanding stock, 
pursiiant to a nont;ixable reorganization qualifying uruler section 
868(a) (1) (C) of the Internal Revenue Code of 1054. IIeld, although 
the preferred stock issued in the reorganization to the stocl-holders 
of the closelv-held corporation constitutes section 806 stock, as defined 
in section 806(c) (1) (B) of the Code, the issuance of such stock Ivas 
not in pursuance of a plan having as one of its principal purposes the 
avoiclance of Federal iiicome tax under section 806(b) (4) of the Code. 
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See section 1. 306 — 2(b) (8) of the Income Tax Regulations. Therefore, 
the provisions of section 806(a) of the Code, which treats the gain 
from the sale or other disposition of such stock by the shareholders as 
ordinary income (other than a redemption in which case the general 
rules of section 801 will apply), will not be applicable to the disposi- 
tion of any portion of the preferred stock. See Revenue Ruling 
56-116, C. B. 1956-1, 164. 

Rev. Rul. 57 — 212 

Preferred stock, issued in a tax-free merger of two large publicly 
owned corporations and constituting section 306 stock within the 
meaning of section 306(c) (1) (B) of the Internal Revenue Code of 
1054, is subject to sinking fund provisions under which three per- 
cent of the outstanding preferred shares are to be redeemed or pur- 
chased in the open market annually. Helcl, that the provisions of 
section 306(a) are not applicable to amounts received in redemption 
of preferred shares through the operation of the sinking funds or to 
amounts received upon the sale of such shares in anticipation of 
a redemption through the operation of She sinking fund, since such 
dispositions fall within the exception provided by section 306 (b) (4). 

Advice has been requested as to the status, under section 306 of the 
Internal Revenue Code of 1954, of amounts paid by a corporation to 
its shareholders under its sinking fund provisions in redemption of 
preferred shares previously issued pursuant to a nontaxable 
reorganization. 

Pursuant to a merger agreement, corporation 8 was merged into 
corporation C under the nontaxable provisions of sections 868 
(a) (1) (A), 361(a) and 854(a) of the Code. Both corporations were 
large publicly owned corporations. Under the terms of the merger 
agreement, each share of corporation 8 common stock (the only class 
of stock outstanding) was converted into one share of first preferred 
stock, one-half share of second preferred stock, and three shares of 
common stock of corporation. C. 

Under its amended certificate of incorporation, as set out in the 
merger agreement, corporation C is required, so long as any of the 
shares of first preferred stock are outstanding, to set apart in each 
year on specified dates cash in amounts equal to three percent of the 
greatest aggregate par value of shares of first preferred stock outstand- 
ing at any time after the eRective date of the merger. In lieu of cash, 
corporatioit' C may set aside at the par value thereof shares of first 
preferred stock acquired by it, other than through the operation of the 
sinking fund. Any cash set aside is to be applied to the purchase of 
shares of preferred stock at a price not exceeding their par value or in 
redemption of such shares at par value. 

Each of the tliree classes of outstanding shares of corporation 0 is 
widely held and is listed and traded extensively on the New York Stock 
Exchange. Since the first preferred stock has been selling on the New 
York Stock Exchange at a price in excess of its par value, cash set 
aside in the sinking fund lias not been applied to the purchase of any 
such shares in the open market, but has been applied to the redemption 
by lot, of sufficient first preferred shares to satisfy the sinking fun' 
requirements. 
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In Revenue Ruling 56 — 116, C. B. 1056 — 1, 164, it was held that pre- 
terred stock issued (togcthel with cornlnon stock) by the surviving 
corporation ln exchange f 01' conllllon s'tock of t. le nlel'ging col'pol"ltlon 
in. connection with a nontaxable. st, ltutory merger was section 306 stock 
as defined in section 806(c) (1) (B) of the Code. IIowever, in view of 
the exception provided by section 806 (b) (4), since the stocks of the 
two corporations were widely held by the public, it was held that sec- 
tion 306(a) (1) shall not be applicable to the proceeds of the disposi- 
tion of the preferred stock issued in the merger, unless such disposi- 
tion is in anticipation of a redemption after the issuance of the stock. 
Therefore, the issue presented in the instant case is v hether the ex- 
ception provided by section 806(b) (4), which otherwise would appear 
to be applicable under the above-cited Revenue Ruling, is rendered 
inapplicable by the operation of the sinking fund provisions. 

In view of the facts pl'esente&l, the Intel nal Revenue Service holds 
that the distribution of the first preferred stock at the time of the 
merger and the subsequent, redemption of portions thereof under the 
sinking funcl provisions are not in pursuance of a plan having as one 
of its principal purposes the avoidance of Federal income tax within 
the meaning of section 306(b) (4). Therefore, the provisions of sec- 
tion 306 (a) (1) will not be applicable to the proceeds of a sale of such 
shares (whether or not in anticipation of a redemption through the 
operation of the sinking fund), and the provisions of section 
806(a) (2) will not be applicable to amounts distributed by corpora- 
tion C in redenlption of such first preferred shares to meet, the require- 
ments of its sinking fund provisions. 

26 CFR 1. 806 — 8: Section 306 stock defined. Rev. Rul. 57 — 182 

Pursuant to a plan of reorganization (recapitalization) under sec- 
tion 868 (a) (1) (E) of the Internal Revenue Code of 1954, a corporation 
issued shares of new "Voting Common Stock" and new "Non-Voting 
Common Stock" on a pro ra~ta basis to its shareholders in exchange 
for its out'standing common stock. The "Non-Voting Common Stock" 
has no voting rights and is redeemable at the discretion of the corpora- 
tion at a price equal to 110 percent of its bool- value. In all other 
respects, the two classes of the new stock are identical. FleM, The 
"Non-Voting Common Stock" constitutes section 806 stock within the 
meaning of sectoin 806(c) (1) (B) of the Code, since such stock, being 
redeemable, is not considered common stock for purposes of that 
sub-section. 

SUBPART C. — DEFINITIONS; CONSTRUCTIVE OWNERSHIP OF STOCK 

SECTION 816. — DIVIDEND DEFINED 

26 CFR 1. 816 — 1: Dividends. 

Distribution in liquidation of a domestic building and loan associa- 
tion. See Rev. Rul. 57 — 30, page 198. 



PART II. — CORPORATE LIQUIDATIONS 

SUBPART A. — EFFECTS ON RECIPIENTS 

SECTIOX 831. — GAIN OR LOSS TO SHAREHOLDERS 
IN CORPORATE LIQUIDATIONS 

26 CFR 1. 881 — 1: Corporate liquidations. 

Distribution in liquidation of a d. omestic building and. loan associa- 
tion. See Rev. Rul. 57 — 89, page 198. 

A liquidating distribution to a parent, corporation in exchange for 
the subsidiary's stock. See Rev. Rul. 57 — 248, below. 

SUBPART B. — EFFECTS ON CORPORATION 

SECTION 887. — GAIX OR LOSS OX SALES OR EXCHANGES 
IN CONXECTION WITH CERTAIN LIQUIDATIONS 

26 CFR 1. 837 — 1: General. Rev. Rul. 57 — 243 
(Also Sections 381, 1281; 1. 881 — 1, ) 

Where a liquidating distribution is made by a subsidiary corpo- 
ration to its parent corporation which is also undergoing liquida- 
tion, the surrender by the parent of its stock interest in the sub- 
sidiary for the liquidating distribution by the latter is deemed a 
"sale or exchange" for the purposes of section 887 of the Internal 
Revenue Code of 19M. 

Revenue Ruling M-872, C. B. 1956 — 2, 187, distinguished. 

Advice has been requested whether a gain of a parent corporation 
from the liquidation of its subsidiary corporation is a gain from the 
"sale or exchange" of its subsidiary's stock within the meaning of 
section 887 of the Internal Revenue Code of 19M. That section 
provides that if a corporation adopts a plan of complete liquidation 
and, within 12 Inonths after the date on which the plan is adopted, 
dist~ributes all of its assets, then no gain or loss shall be recognized 
to such corporation from the sale or exchange by it of property 
wihin such 12-month period. 

A persoiial holding company, owned entirely by a single share- 
holder& had assets consisting solely of 60 percent of the stock of its 
subsidiary corporation and cash. In the current year, the subsidiary 
entered into a contract to sell a, ll of its assets to an unrelated corpo- 
ration for cash. Before consumniating the sale to the latter, the 
subsidiary corporation adopted a plan of liquidation requiring com- 
plete liquidation within one year from the date of the adoption of 
the plan. Prior to the receipt of any liquidating dividend from the 
subsidiary, the parent also adopted a plan of complete liquidation. 
Within 12 months from the adoption of this plan, the parent corpo- 
ration received all the cash and property to which it was entitled 
on the liquidation of the subsidiary and distributed all this, as well 
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as all the rest of its cash and property, in redemption of all its own 
stock in complete liquidation. 

At issue in Revenue Ruling 56 — 872, C. B. 1956 — 2, 187. There, 
the Service held that the receipt of fire insurance proceeds from the 
complete destruction of a building by fire, resulting in an involuntary 
conversion, did not constitute a "sale" for the purpose of obtaining 
nonrecognition of ga, in or loss benefits under section 887(a) of the 
Code, since the provisions of section 1281(a), relating to the deter- 
mination of capital gains and losses in the case of property used in a 
trade or business and involuntary conversions, were not effective to 
characterize the transaction as a sale or exchange under section 887 
of the Code. 

Section 881(a) of the Code provides that amounts distributed in 
complete liquidation of a corporation shall be treated as in full pay- 
ment in exchange for the stock. The application of this section is 
not limited to any particular section of the Code. Therefore, it per- 
tains to section 1222 of the Code which defines various types of capital 
transaction as resulting from the "sale or exchange" of a capital asset. 
This has been the histo~ric application of section 881 of the 1954 Code 
and its predecessor, section 115(c) of the 1989 Code, ever since this 
concept was first introduced as section 201(c) of the Revenue Act of 
1024. At that time the Senate Report No. 808, Sixty-eighth Congress, 
First Session, C. B. 1089 — 1 (Part 2), at page 274 stated: 

* The existing law has no provision simile. r to subdivision (c) of the bill, 
but the Treasury has construed the existing law as taxing liquidating dividends, 
not as capital gains, but as dividends subject to the surtax rates. The bill treats 
a liquidating dividend as a sale of the stock, with the result that the gain to the 
taxpayer is treated not as a dividend subject only to the surtax but as a gain 
from the sale of property which may be treated as a capital gain. The treat- 
ment of liquidating dividends under the bill is substantially the same as pro- 
vided for in the Revenue Act of 1018. A liquidating dividend is, in eifect, a sale 
by the stockholder of his stock to the corporation; he surrenders his interest in 
the corporation and receives money in place thereof. Treating such a trans- 
action as a sale and within the capital gain provisions is consistent with the 
entire theory of the Act and, furthermore, is the only method of treating such 
distributions which can be easily administered. " 

Since 1924, liquidations of corporations have been treated as exchanges 
of stock resulting in capital gains or losses. See B'aroM T. White, 
Ear. (4/eraser 3l. TVhite, Est. ) v. Umited States, 805 U. S. 281, 
Ct. D. 1872, C. B. 1988 — 2, 288; B'eleering v. Chester N. 8'eat'er, 805 
U. S. 298, Ct. D. 1871, C. B. 1988 — 2, 220; and compare Hebvering v. 
8'i7liam F/aeeMs Oak Leather Co. , 818 U. S. 247, Ct, D. 1510, C. B. 
1941 — 1, 824. 

Section 887 adopts the phrase, "sale or exchange" of property, in the 
1054 Code, and is identical to the language used in section 1222 of. the 
Code to define a capital transaction. There is a valid distinction be- 
tween the involuntary conversion which was the subject of Revenue 
Ruling 56 — 872, nspra, and the liquidation in the instant case. Sec- 
tion 1281 of the Code has been characterized as a computation section 
in that it takes certain transactions and provides that when the net 
results of such transactions during the course of a year is a gain, then 
the gain or loss on each transaction shall be considered as a ga~in or 
loss from the sale or exchange of a capital asset held for more than 
six months. Correspondingly, if the net result of those transactions 
is a loss, then each gain or loss shall not be considered as a gain or loss 

4s47s7' — ss 9 
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from the sale or exchange of a capital asset. However, section 881 of 
the Code does not in itself. specify the tax treatment of a liquidation, 
but instead characterizes the transaction as an exchange. Thus, sec- 
tion 1281 must be confined to the problem of capital gains and losses 
because that section by its own language pertains specifically to that 
problem, whereas section 881 is not similarly restricted. 

Therefore, property received by a corporation in exchange for the 
stock of a corporation which is being completely liquidated is treated 
as property received in an exchange for purposes of section 887 of 
the Code. 

Rev. Rul. 57 — 140 26 CFR 1. 387 — 2: Sales or exchanges within 
the scope of Section 887. 

A. publiclv-owned corporation was engaged in diversified activities 
operating two of its businesses as separate divisions. One business 
was sold in 1954 at a loss. In 1955, directors of the corporation, 
after unsuccessful attempts to aquire additional businesses, en- 
tered into a conditional agreement with an unrelated corporation 
to sell the other operating business, a sale which would result in a 
substantial gain to the corporation. Prior to the sale, the stock- 
holders adopted a plan of complete liquidation and approved the 
plan to sell pursuant to the conditional agreement. Thereafter, 
the sale was consummated and liquidation of the corporation was 
completed within 12 months from the date the stockholders adopted 
the plan of liquidation. The evidence with respect to the 1954 sale 
clearly showed that there was no intention, plan, or decision at that 
time to sell the other business and that a liquidation of the cor- 
poration was not then contemplated. Held, for the purposes of 
section 337 of the Internal Revenue Code of 1954 and based on the 
facts submitted, the date of adoption of the plan of liquidation 
is the date on which the stockholders approved the directors' resolu- 
tion for such liquidation. Consequently, under the provisions of 
section 837, no gain or loss is recognised to the corporation v ith 
respect to the 1956 sale. 

Advice has been requested as to the efi'ects for, Federal income tax 
purposes, of a sale by a corporation of a part of its assets and business 
at a time when liquidation was not contemplated, followed by the 
complete liquidation of the corporation pursuant to the decision 
reached some time after such sale, under the circumstances described 
below. 

Prior to September 1954, . 1I, a corporation, was engaged in operating 
two businesses as separate divisions. It also had a financial division 
not directly attributable to either of the two operating divisions. Its 
capital stock mas widely held. 

In November 1954, for certain su%cient business purposes, 3f sold 
one of its operating businesses, namely, B, to N, an unrelated corpora- 
tion, at a price which resulted in a substantial loss. The consideration 
received was cash and debenture bonds of N At the time of this 
sale, zV's directors did not seek the approval of their stockholders, 
since the corporation did not contemplate selling its remaining assets 
and business, nor was there any plan to e8ect a complete liquidation. 
However, sometime after the 1954 sale, 3f considered for a time a plan 
of partial liquidation pursuant to which the proceeds of the 1954 
sale mould have been distributed to N's stocl-holders, but this plan mas 
eventually abandoned. In connection with the contract of sale, the 
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agreement provided that the remaining assets of the corporation and 
its business were not to be terminated. 

During 1955, the ofiicers and directors of cV explored the possibilities 
of acquiring additional operating businesses for 3f, but their efi'orts 
were unsatisfactory and they reached the conclusion that the best 
plan would be to dispose of the remaining assets and business and 
liquidate the corporation completely. However, because of the first 
contract, it was necessary for the corporation to enter into special 
arrangements with the purchaser in order to complete the second sale. 

Relative to the bona fides of the transaction during the period 
between the first and second sale showing that the two sales were not 
connected, the following factors were in evidence: 

(a) Extensive plans for the improvement of the remaining 
business were made. 

(b) Sales negotiations were conducted, directed to the acquisi- 
tion and mergers of other business, all of which failed. 

c) One small business was purchased. 
d) The corporation continued to pay its regular dividend. 
e) The corporation undertook the study of a pension plan. 
f) The purchasing corporation in the summer of 1955 made a 

study in connection with the construction of a possible plant, 
similar to cV corporation. (No such study would have been made 
had the purchasing corporation been certain that it was able to 
acquire the plant of the instant corporation. ) 

(g) The principal stockholder of the selling corporation had 
no intention of retiring from business activity. 

On December 5, 1955, the directors adopted a resolution to efFect 
the complete liquidation of cV. The following day they adopted a 
resolution to authorize the sale of the remaining operating division, 
namely 0, and the N debentures, and on December 8 they entered into 
a conditional agreement to sell to 0, an unrelated corporation, the 
operating division 0' and the N debentures for a cash consideration 
that would result in a substantial gain to cV. The directors' resolu- 
tions and the conditional agreement were subject to the approval of 
3f's stockholders. It was also decided to dispose of the assets of the 
financial division and to distribute the proceeds to cV's stockholders 
under the plan of complete liquidation. 

At a special meeting of 3E's stockholders on April 8, 1956, the 
directors' resolutions to efFect a complete liquidation of 3f and to sell 
the operating division 0 and the N debentures to 0 were approved. 
The sale was consummated on April 16, 1956. 

Under the plan of complete liquidation, cV intends to distribute all 
of its assets, other than those required to meet claims, to its stock- 
holders within the 12-month period beginning on the date of adoption 
of the plan. N's Capital stock is traded on public stock exchanges and 
it has several thousand stockholders; therefore, it may not be possible 
to locate all of them and complete the liquidation within the 12-month 
period. If this proves true, 3X will transfer, before the expiration 
of the 12-month period, the amounts distributable to any unlocated 
stockholders to a state ofiicial, trustee, or other person authorized by 
law to receive distributions for the benefit of such stockholders. 
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In view of the facts presented, indicating that there was no inten- 
tion, plan, or decision to liquidate 3J at the time of the loss sale in 
1954, the Internal Revenue Service holds as follows: 

(1) For purposes of section 337 of the Internal Revenue Code 
of 1954, the date of adoption of the plan of complete liquida- 
tion of iV is the date on which its stockholders approved the 
resolution completely to liquidate the corporation, namely April 
3) 1956. 

(2) If cV distributes all of its assets, other than those neces- 
sarily retained to meet claims, in complete liquidation within 12 
months from the date of adoption of the plan of complete liquida- 
tion, within the meaning of section 337, no gain or loss will be 
recognized to LV from the sale of its property to 0 pursuant to 
the agreement of December 8, 1955. 

(3) If there are stockholders who cannot be located within the 
12-month period and 3f within that period transfers the amounts 
distributable to such stockholders in redemption of their stock 
to a state OScial, trustee, or other person authorized by law to 
receive distributions for the benefit of such stockholders, such 
transfer will be considered a, distribution in complete liquidation. 

PART III. — CORPORATE ORGANIZATIONS AND REORGANIZATIONS 

SUBPART A. — CORPORATE ORGANIZATIONS 

SECTION 351. — TRANSFER TO CORPORATION 
CONTROLLED BY TRANSFEROR 

26 CFR 1. 351 — 1: Transfer to corporation con- 
trolled by transferor. 

A. transfer of net assets of one busines to a new corporation in 
exchange for stock. See Rev. Rul. 57 — 190, page 121. 

SUBPART B. — EFFECTS ON SHAREHOLDERS AND SECURITY HOLDERS 

SECTION 354. — EXCHANGES OF STOCK AND SECURI- 
TIES IN CERTAIN REORGANIZATIONS 

26 CFR 1. 354 — 1: Exchanges of stock and 
securities in certain reorganizations. 

A certain shareholder receiving stock of another corporation, not a 
party to the reorganization. See Rev. Rul. 57 — 114, page 122. 
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SECTION 355. — DISTRIBUTION OI' STOCK AND 
SECURITIES OF A. CONTROLLED CORPORATION 

26 CFR 1. 355-1: Distribution of stock and 
securities of controlled corporation. 

(Also Section 851; 1. 851. 1. ) 
A certain corporation has been engaged under a dealer franchise 

in the sale and service of brand X automobiles since 1946. For over 
five years prior to 1054, these operations had been carried on in two 
buildings (8 and C) which the corporation owned and which were 
located some distance apart in the same city. In 1054 the corpora- 
tion acquired a fraiichise for the sale and service of brand X automo- 
biles and purchased the inventories, equipment, and leasehold of a 
former brand X' dealer who had been operating in a building adjoin- 
ing the corporation's building B. Shortly thereafter, the inventories 
of brand Z automobiles and certain shop equipment located in build- 
ing 8 were moved to building C, and from that, time all brand X 
sales and service operations ha~ve been conducted from the location in 
building C. At the same time a portion of the activities of the new 
dealersliip were moved into building 8, and thereafter building 8, 
together with the adjoining leased building, has been used for con- 
nection v-ith the brand X sales and service operations. In 1956 and 
for bona fide business reasons, the corporation transferred all of the 
assets (including building C) and liabilities of the brand X business 
to a new corpoiation in exchange for the stock of the new corpora- 
tion, and distributed such stock pro rata to its stockholders. It is 
contended that, since the corporation had been engaged in the sales 
and servicing of automobiles in two locations for more than five 
years, the activities at the two locations constituted separate busi- 
neses conducted for over five years. Ji'eM, no gain or loss is recog- 
nized to the corporation as a result of the t~ransfer of a portion of its 
properties to the new corporation in exchange for the stock of the 
latter, in view of the provisions of section 851 of the Internal Revenue 
Code of 1054. However, the distribution of the stock of the new 
corporation is not v-ithin the purview of the non-taxable provisions 
of section 355 of the Code. The activities of the brand X business, 
which formerly were conducted at two locations, were amalgamated 
into one integraterl business in 1054 when the inventories of b~rand X 
automobiles located in building 8 and the shop equipment thereto- 
fore used in the X business at that location were moved to building C. 
This business, which was the one transferred to the new corporation, 
had been actively conducted throughout the five-year period ending~ 

on the date of the distribution of the stock of the new corporation. 
However, the brand X business retained by the corporation had not 
been actively conducted by the corporation for five years within the 
meaning of section 355(b) of the Code, inasmuch as the brand E' 
franchise, inventories, equipment, and leasehold were not acquired 
until 195~4. Therefore, the active business requirements of section 
N5(b) are not met, and the distributions of the stock of the new 
corporation constitutes a distribution of property to which section 
gp1 applies. 
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96 CFR 1. 855 — 9: Limitations. 
(Also Section 854; 1. 854-1. ) 

Rev. Rul. 57 — 114 

An imlividual, A, owned one-half of the stock of a parent corpora- 
tion, M, which owned al: of the stock of its subsidiary corporation, 
S. Individual A also owned one-half of the stock of corporation O. 
Pursuant to a plan of reorganization, a statutory merger of corpora- 
tion 0 into corporation M was effected, and individual A received 
additional stock of parent corporation 31 in exchange for his stock 
of the merge(1 corporation O. Immediately thereafter, parent 
corporation iV distributed all of the stock of its subsidiary corpora- 
tion S to individual A in exchange for all of his stock in the parent 
corporation M. Held, the exchanges of stock made by individual A 
are not within the terms of section 854(a) (1) or section 355(a) (1) 
of the Internal Revenue Code of 1954 since, in effect, he exchanged 
all his stock of the merged corporation O for some of the stock of 
subsidiary corporation S and exchanged all of his stock of the 
parent corporation V for the remaining stock of subsidiary corpora- 
tion S. 

Advice has been requested as to the tax efFect of a transaction in 
which corporation 0 was merged into parent corporation 3X, after 
which 3I distributed the stock of its wholly-owned subsidiary, 8, to 
one of its stockholders in exchange for all of his stock of the parent 
corporation 3I issued to him in the merger. 

An individual, A, owned one-half of the capital stock of a parent 
corporation, 3I, worth 10x dollars and one-half of the capital stock of 
corporation 0 worth 5z dollars. B, another individual, owned the 
other half of the parent corporation 3I stock and B's mother owned the 
other half of the 0 corporation stock. Corporation 3I was the parent 
of corporation 8 and owned all of its stock, which is worth 15m dollars. 

For bona fide business reasons, corporation 0 was merged into cor- 
poration 3X in pursuance of a plan of statutory merger, and additional 
shares of 3I stock were issued to the stockholders of the merged corpo- 
ration 0 in exchange for their 0 stock. Individual A then owned one- 
half of the parent corporation 3I stock, worth 15m dollars. Immedi- 
ately after the merger, the parent. corporation distributed all of the 
stock of its subsidiary corporation 8 to individual A in exchange for 
all of the stock of the parent corporation 3I then o~ ned by him. 

Since, immediately after the exchange by individual A of his stock 
of the merged corporation 0 for new stock of the parent corporation 
3I, he surrendered all of his newly acquired stock of the parent corpo- 
ration back to it, such exchange is disregarded for Federal income tax 
purposes. In efFect, therefore, the parent corporation 3I transferred 
one-third of the stock of its subsicliary corporation 8 to individual A 
in exchange for his stock of the merged corporation 0 and distributed 
the remaining tvvo-thirds of the stock of its subsidiary 8 to A in ex- 
change for his original holding of stock in the parent corporation 3I. 

In view of the foregoing, the Internal Revenue Service holds as 
follows: 

(1) Gain or loss is recognized to both individual A and. the parent 
corporation 3I on the exchange of all of the stock of the 
merged corporation 0 for one-third of the stock of the sub- 
sidiary corporation 8. See section 1002 of the Internal Rev- 
enue Code of 1954. 

(9) The distribution by the parent corporation 3I of two-thirds of 
its subsidiary 8 stock to individual A in exchange for his orig- 
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inal stock of the parent corporation iV does not qualify as a 
nontaxable distribution under section 355 (a) (1) of the Code, 
since the shares of the subsidiary 8 so distributed do not con- 
stitute control within the meaning of section 368(c). There- 
fore, the distribution is treated a~s full payment in exchange 
for individual A's stock of the parent corporation cV under 
section 802(b) (8) and 302(a) of the Code, and gain or loss 
is recognized to him under section 1002 of the Code. No gain 
or loss is recognized to the parent corporation 3f as a result of 
the distribution, by virtue of section 811(a) of the Code. 

(3) No gain or loss is recognized to either the merged corporation 
0 or the parent corporation 3f as a result of the merger of 0 
into cV. See sections 861(a) and 1032 of the Code. 

(4) Under the provisions of section 354(a) (1) of the Code, no 
gain or loss is recognized to B's mother upon the exchange, 
pursuant to the merger, or her stock in the merged corpora- 
tion 0 for stock of the parent corporation 3f. Likewise, no 
gain or loss is recognized to individual B as a result of the 
merger. 

26 CFR 1. 355-4: Active conduct of a trade 
or business. 

Rev. Rul. 57 — 126 

A taxable cooperative marketing association was engaged originally 
in the business of marketing fresh fruits for and on behalf of its 
members. In the years 1949 and 1951, due to a series of disastrous 
freezes, a substantial portion of the groves of the members was severely 
damaged or wiped out. As a result of this disaster, the association 
transacted very little fruit business from 1951 to 1956. However, in 
order to ofFset the high fixed overhead costs and in order to partially 
utilize existing plant and warehouse facilities, the association installed 
and operated a cotton compressing business in the year 1951. For 
bona fide reasons in the current year, the association transferred to a 
new corporation all the assets and liabilities pertaining to the cotton 
compressing business, including the building in which the entire olce 
force of the association was housed, in exchange for stock of the new 
corporation, and distributed such stock to'its members. Such limited 
oSce facilities as are needed by the association for its marketing 
facilities were leased to it on a fair market value basis by the spin-oR 
corporation. HeQ, the transfer, exchange, and distribution (spin- 
ofF) constitute nontaxable transactions within the purview of sections 
351 and 355 of the Internal Revenue Code of 1954. The fresh fruit 
business, though relatively dormant from 1951 to 1956, constituted the 
active conduct of a trade or business during those years within the 
meaning of section 355(b) (2) (B) of the Code, since the association 
maintained the separate identity of the fresh fruit division in all 
respect and resumed full scale operations. 

Rev. Rul. 57 — 144 

A parent corporation qualifying as a personal holding company 
o~ned 82 percent and 83 percent of the capital stock of two operating 
subsidiaries, corporations A and B, respectively. In order to simplify 
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the corporate structure and to eliminate the existence of the parent 
corporation. as a persona, l holding company, the management of the 
parent corporation distributed pro rata, the stock of corporation A 
to its (the parent's) stockholders. After the distribution of such 
stock, corporation B was merged with the parent corporation. The 
parent corporation obtained control (80 percent of the stock) of corpo- 
ration B during the five-year period preceeding the date of distribution 
as the result of the latter's redeeining a portion of the Ininority interest, 
which at that time exceeded 20 percent. Held, the distribution of 
corporation A's stock cloes not qualify as a tax-free "spin-oA"' trans- 
action under section 855(a) (1) of the Internal Revenue Code of 
1954, since after the distribution the parent corporation oxvned only 
the stock of corporation B, control of Ivhich Ivas acquired in a taxable 
transaction less than five years prior to the date of the distribution, 
See section 855(b) (2) (D) (i) of such Code. The result would be the 
same whether the stock of corporation A was distributed before or 
a, f ter the merger of corporation B into the parent corporation. There- 
fore, such distribution should be treated as a dividend, to the extent of 
the parent corporation's earning and profits available under sections 
801 and 316 of the Code. 

SUBPART D. — SPEciaL RULE; DEFINITIONS 

SECTION 368. — DEFINITIONS RELATING TO CORPORATE 
REORGANIZATIONS 

26 CFR 1. 868 — 2: Definition of terms. Rev. Rul. 57 — 278 

transaction whereby (directly or indirectly) a corporation 
acquires substantially all of the properties of another corporation, 
in exchange solely for voting stock of a corporation which is in 
control of the acquiring corporation, may qualify as a section 
868(a) (1) (C) reorganization under the Internal Revenue Code of 
1954 despite the fact that the corporation whose stock is used to 
eirect the acquisition already owns part of the stock of the trans- 
feror corporation. Revenue Ruling 54 — 890, infra, is applicable 
only in those cases in vvhich the ultimate transferee acquires some 
of the assets through liquidation. 

Revenue Ruling 54 — 990, C. B. 1954 — 2, 147, distinguished. 

Advice has been requested whether the reorganization plan herein 
described qualifies for tax-free treatment under section 868(a) (1) (C) 
of the Internal Revenue Code of 1954 in view of the principle set 
forth in Revenue Ruling 54 — 396, C. B. 1954 — 2, 147. 

In the instant case, tivo existing corporations and a newly formed 
corporation were involved in the plan of reorganization. Originally, 
the parent corporation owned 72 percent of the outstanding capital 
stock of corporation sV. The remaining 28 percent of 3X's outstand- 
ing stock was widely held by the public. For valid business reasons, 
the parent desired to eliminate the minority interest of corporation 
3f and operate it as a wholly-owned subsidiary. 

In order to achieve the desired result, the parent organized a new 
corporation in a different state and issued to the new corporation a 
block of its voting stock in exchange for all the stock of the new 
corporation. In turn, and pursuant to an agreement with the princi- 
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pal minority stockholders of corporation 3f, the new corporation 
acquired all of the assets of corporation 3f in exchange for the stock 
of the parent corporation. Following this transaction, corporation 
3f distributed to its shareholders the stock of the parent corporation 
on the basis of one share of the parent corporation's stock for each 
two share of 3f corporation's stock. 

Corporation 3f exchanged with the parent 72 percent of that por- 
tion of the stock of. the parent corporation issued to the new cor- 
poration upon organization, the total of which was received by it in 
exchange for all of its assets, for 72 percent of its own capital stock 
held by the parent corporation. Corporation 3f exchanged the re- 
maining 28 percent of the parent company stock held by it with its 
minority stockholders for the 28 percent of its stock held by them. 
As a result of all these transactions, the new corporation became a 
wholly owned subsidiary and corporation 3f was dissolved. 

Section 868(a) (1) (C) of the Internal Revenue Code of 1954, re- 
lating to corporate reorganizations, defines a reorganization as * the acquisition by one corporation, in exchange solely for 
all or part of its voting stock (or in exchange solely for all or a part 
of the voting stock of a corporation which is in control of the acquir- 
ing corporation), of substantially all of the properties of another 
corporation "' 

Revenue Ruling 54 — 896, . supra, holds that a transaction between 
two corporations, wherein one, the majority stockholder (but own- 
ing less than 80 percent) of the second, acquires all of the assets of. 
the second in exchange for its common stock, is not a nontaxable 
reorganization within the purview of section 112(g) (1) (C) of the 
Internal Revenue Code of 1M9 (now embodied in section 
868(a) (1) (C) of the 1954 Code, since the first corporation, which 
already owned. 79 percent of the second corporation's stock, acquired 
only 21 percent of the assets of the second corporation through the 
exchange of stock. The remaining 79 percent of the assets were 
acquired by the first corporation as a liquidating dividend in exchange 
for the stock of the second corporation. 

The question here involved is whether the principle of Revenue 
Ruling 54 — 896 should be extended to the new forms of. "C" reorgani- 
zations allowed under the Internal Revenue Code of 1954, i. e. , where 
a subsidiary acquires substantially all of the properties of a'nother 
corporation solely in exchange for its parent's voting stock. 

It will be noted that in the instant case the same result would have 
been achieved if the parent corporation had acquired all of the stock 
of corporation iV solely for its own voting stock in a "B" reorgani- 
zation (meaning reorganizations under section 868 (a) (1) (B) of 
the 1954 Code) and then caused corporation 3f to be reincorporated 
in another state. Under the 1954 Code, a "B" reorganization may 
occur even though the acquiring corporation already owns a large 
block of stock of the other corporation. It, therefore, seems that 
the new form of "C" reorganization acquisition is tax free in a case 
in which a "B" reorganization acquisition, in a slightly difFerent 
form, but having almost the same ultimate e8ect, would be tax free 
under the statute, Accordingly, Revenue Ruling 54 — 896, supra, will 
be restricted to those cases in which the ultimate transferee acquires 
some of the assets through a liquidation. The transitory' ownership 
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of assets by a corporation in a "C" reorganization is in e8ect to be 
disregarded. See Hefverzrig v. Raymond I. Bashford, 802 U. S. 454, 
Ct. D. 1299, C. B. 1M8 — 1, 286; Anheuser-Busch, Inc. et o/. v. Hel~er- 
ing, 115 Fed. (2d) 662, c~ert. denied 812 U. S. 699. In each of these 
cases, it was held that a transaction was not a tax-free reorganiza- 
tion despite a transitory ownership which would have qualified it as 
such under the then existing law. 

In view of the foregoing, the Internal Revenue Service holds that 
the acquisition by the new corporation of all the assets of corporation 
Ef in exchange solely for stock of the parent corporation constitutes 
a reorganization within the meaning of section 368(a) (1) (C) of 
the Internal Revenue Code of 1954. No gain or loss is recognized 
to the parent, the liquidating corporation, or the new corporation 
as a result of the exchanges made pursuant to the plan of reorganiza- 
tion. As provided by section 854(a) (1) of the Code, no gain or 
loss is recognized to the shareholders of corporation 3X upon the ex- 
change of their stock for stock of the parent corporation. Under sec- 
tion 858, the basis of the parent corporation's stock in the hands of 
corporation lies shareholders is the same as the basis of corporation 
3I's stock exchanged therefor and, under section 862(b), the basis of 
the properties of corporation iV acquired by the new corporation is the 
same as that of LV corporation. In accordance with section 381(c) (2) 
of the Code, the earnings and profits of corporation 3X for the taxable 
year involved are deemed to have been received by the new corpora- 
tion as of the closing date of the transfer of the properties of the 
3f corporation. 

Taxable year in the case of a corporate reorganization coming 
within the provisions of section 368(a) (1) (F) and 381(b) of the 1954 
Code. See Rev. Rul. 57 — 276, below. 

PART V. — CARRYOVERS 

SECTION 881. — CARRYOVERS IN CERTAIN 
CORPORATE ACQUISITIONS 

(Also Sections 368, 1502; 
26 CFR 1. 368-2, 1. 1502-11. ) 

Rev. Rul. 57 — 276 

&Vhere a corporate reorganization comes within the provisions of 
section 368(a) (1) (F) of the Internal Revenue Code of 1064, pur- 
suant to the provisions of section 381(b) of the Code, that part of the 
taxable year before the reorganization and that part of the tax- 
able Year after the reor anization constitute a single taxable Year 
of the acquiring corporation, notwithstanding the fact that such 
reorganization also qualifies under another provision of section 
36S(a) (1) of the Code. An income tax return for the full taxable 
year is required to be filed by the acquiring corporation. The 
transferor corporation is not required to file an income tax return 
for any portion of such year. In the case of an affiliated group of 
corporations, if the transferor corporation was the parent corpora- 
tion of an affiliated group which filed consolidated incoine tax re- 
turns, the same afliliated group arith the acquiring corporation as 
parent remains in existence for the purpose of filing a consolidated 
return for the taxable year in which the reorganization occurred. 
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Advice has been requested regarding the requirements for filing 
Federal income tax returns in cases involving corporate reor- 
ganizations which qualify under section 868 (a) (1) (%') of the Internal 
Revenue Code of 1954, and which also qualify as reorganizations under 
subparagraph (A), (C), or (D) of section 868(a) (1) of the Code. 

The instant situations involve two existing corporations which re- 
incorporated under the laws of a state other than that of original 
incorporation. Each corporation organized a new corporation in the 
other state, and each corporation then merged intv its newly organized 
corporation under applicable merger statutes of the states concerned. 
The first of the existing corporations was a single corporation with 

'no subsidiaries. The second of the existing corporations was the 
parent corporation of an afBliated group of corporations which had 
filed consolidated income tax returns. Each merger qualified as a 
reorganization under both section 868(a) (1) (A) and section 868(a) 
(1) (F) of the Code. 

Section 881(b) of the Code, relating to carryovers in certain corpo- 
rate acquisitions, provides, in part, as follows: 

(b) Orsa&TtNo RvrEs. — Except in, the case of an acquisition in connection 
uith a reorganization described in subparagraph (P) of section 868(a) (I)— 
(Italics supplied. ) 

(1) The taxable year of the distributor or transferor corporation shall 
end on the date of distribution or transfer. 

Section 868(a) (1) (F) of the Code provides that the term "reor- 
ganization" means: 

(F) a mere change in identity, form or place of organization, however 
effected. 

Section 1. 1502 — 11(c) of the Income Tax Regulations provides as 
f ollows: 

(c) When a+Rated group remains in existence. — For the purpose of the regu- 
lations under section 1502, an afliliated group shall be considered as remaining 
in existence if the common parent corporation remains as a common parent 
and at least one subsidiary remains afliliated with it, whether or not such sub- 
sidiary was a member of the group at the time the group was formed and 
whether or not one or more corporations have become subsidiaries or have 
ceased to be subsidiaries at any titue after the group was formed. 

Prior to the enactment of section 881 of the 1954 Code, which has no 
counterpart in the Internal Revenue Code of 1989, the treatment of 
carryovers in taxable years was determined by various court decisions 
and administrative rules. Often a reorganization under section 
868(a) (1) (F) of the Code will meet the requirements of subpara- 
graphs (A), (C), or (D) of section 868(a) (1). It is believed that it 
was not the intention of Congress in enacting section 868 (a) (1) of the 
Code to hold that just because a reorganization meets some other 
provision of section 868(a) (1) the provisions of subparagraph (F) 
of that section are not complied with even though the transaction also 

qualifies under subparagraph (F). Taking a contrary view under 

the 1954 Code would, for all practical purposes, defeat the provisions 
of section 881(b) of the Code, since many section 868(a) (1) (F) 
reorganizations meet some other provisions of section 868(a) (1). 

Accordingly, it is held that where a corporate reorganization comes 

within the provisions of section 868(a) (1) (F) of the Code, pursuant 

to tlie pi'ovisions of section 881(b) of the Code, that part of the tax- 
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able year before the reorganization and that part of the taxable year 
after the reorganization constitute a single taxable year of the acquir- 
ing corporation, notwithstanding the fact that such reorganization 
also qualifies under another provision of section 868(a) (1) of the 
Code. An income tax return for the full taxable year is required to be 
filed by the acquiring corporation. The transferor corporation is not 
required to file an income tax return for any portion of such year. In 
the case of an affiliated group of corporations. if the transferor corp- 
oration was the parent corporation of an affiliated group which filed 
consolidated income tax returns, the same affiliated group with the 
acquiring corporation as parent remains in existence for the purpose 
of filing a consolidated return for the taxable year in which the 
reorganization occurred, 

SiUBCHAPTER D. — DEFERRED COMPENSATION, ETC. 

PART I. — PENSION, PROFIT-SHARING, STOCK BONUS PLANS, ETC. 

SECTION 401. — QUALIFIED PENSION) PROFIT-SHARING, 
AND STOCK BONUS PLA. NS 

26 CFR 1. 401 — 1: Qualified pension, profit- 
sharing and stock bonus plans. 

Rev. Rul. 57 — 168 

Compilation of guides applicable to the qualification of stock 
bonus, pension, profit-sharing, and annuity plans under section 401 
(a) of the Internal Revenue Code of 1954. 

SUMMARY 
Part l. — Introduction 

(a) Background. 
(b) Purpose. 
(c) Rules previously promulgated. 
(d) References. 

Part 2. — Qualified pension, profit-sharing, and stock bonus plans 

(a) Written documents. 
(b) Communication to employees. 
(c) Stock bonus, pension, or profit-sharing pls. n. 

(1) Plans generally, 
(2) Pension and annuity plans. 
(3) Profit-sharing and stock bonus plans. 

(d) Employees' trust. 
(e) Profit-sharing and stock bonus plans of affiliated companies. 
(f) Feeder plan. 
(g) Definitely determinable benefits. 
(h) Permanency. 
(i) Exclusive benefit of employees or their beneficiaries, 

(1) Partners. 
(2) Stockholder participants. 
(3) Attorneys and other practitioners. 
(4) Insurance agents. 

(j) Designation of beneficiaries. 
(k) Investment of trust funds. 

(1) Stock or securities of the employer. 
(2) Life insurance contracts. 
(g) Unrelated business income, 

(1) Valuation of securities on inventory date. 
(m) Allocation of stock bonus and profit-sharing funds. 
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Part 3. — Impossibility of diversion under the trust instrument 
(a) Trust instrumeut must maire prohibited diversion impossible. (b) Erroneous actuarial coniputation. 
(c) No reversion in stock bonus or profit-sharing plans. 
(d) Application of divideuds and other credits under group annuitv contracts. (1) Restriction on payment of credits or returns to employer. 

(2) Application of dividends or other returns or credits. 
(8) Surrender or cancellation credits after discontinuance of plan. 
(4) Dividends or experience credits after discontinuance of contributions. 

Part 4. — Requirements as to coverage 
(a) Plan must benefit employees in general. 
(b) Continuing participation in the event of leave of absence, 
(c) Percentage coverage requirenients. 
(d) Classification of employees. 
(e) Immediate and deferred profit-sharing plans. 
(f) Ditferent eligibility requireinents for present and future employees. 
(g) Burdensome contributions. 
(h) Classification within purview of statute but discriminatory in operation, 
(i) Integration. 

(1) Integration rules. 
(2) Death benefits involved in integration undet miineograph 5560, 
(3) Death benefits under Mimeograph 6641 and integration of profit- 

sharing plans. 
(j) Coverage requirements must be met on at least one day in each quarter. 
(k) Denial of participation for failure to enter plan upon becoming eligible. 
(1) Reentry into plan after discontinuance of participation. 
(m) Delay in purchasing insurance contracts. 
(n) Benefits based on compensation received from more than one employer. 

Part 5. — Discrimination as to contributions or benefits 
(a) Nondiscriminatory contributions or benefits. 

(1) Application of forfeitures. 
(2) Variations in contributions or benefits. 

(b) Vested rights in employer's contributions. 
(1) Determination as to provision for vesting. 
(2) Requirement for ultimate vesting. 
(8) Distribution of funds upon termination. 
(4) Suspension or discontinuance of contributions. 

(c) Topheaviness. 
(d) Termination rule. 
(e) Normal retirement age. 
(f) Optional retirement prior to normal retirement. 
(g) Participation af ter normal retirement age. 

(1) Additional benefit for service after normal retirement age. 
(2) Continued participation under a profit-sharing or stock bonus plan. 

(h) Basis of compensation on which benefits are computed. 
(i) Adjustment of benefits due to increases or decreases in coiupensation. 
(j) Discretion as to payment of benefits under basic options. 
(k) Provisions for disability and hardship cases. 
(1) Provision that benefits be based on cash surrender value in insured plans. 
(m) Loan privileges. 
(n) Past service benefits in plans which contain a minimum age or service 

requirement for eligibility. 
(o) Right of trustee to borrow on insurance contracts. 
(p) Earmarked investments under a profit-sharing plan. 

PART 1. — INTRODUCTION 

(a) BAGKGRovND. — An employees' trust which is qualified under 
section 401(a) of the Internal Revenue Code of 1954 is exempt from 
tax under section 501(a) unless such exemption is denied under section 
502 (relating to feeder organizations) or 503 (relating to prohibited 
transactions). Further, section 511 imposes a tax on the unrelated 
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business taxable income of an exempt organization. A trust created 
or organized in the United States and forming part of a stock bonus, 
pension, or profit-sharing plan of an employer for the exclusive bene- 
fit of his employees or their beneficiaries constitutes a qualified trust 
under section 401(a) if the requirements set forth in such section are 
met. Nontrusteed annuity plans with respect to which amounts re- 
ceived by employees and their beneficiaries are taxable under sectio~ 
408 (a), and with respect to which deductions claimed for contributions 
are allowable in accordance with section 404(a) (2), must, except 
as otherwise provided in section 408 (a) (1), also meet the requirements 
of paragraphs (8) through (6) of section 401(a). 

(b) PUEposE. — It is the purpose of this Revenue Ruling to set forth 
the guides which have been developed as a result of the determination 
of various issues relative to the qualification of plans and trusts, to 
correlate such rules with the applicable requirements of the Internal 
Revenue Code of 1054, and to codify various individual releases, ex- 
cept in cases where to do so would merely be repetitious or cumulative, 
and, in such cases, reference is made to the specific release in point. 
The issues discussed here are not all-inclusive but are those which have 
been found to be present in many plans. As new issues of general 
import arise supplemental releases will be issued. See, however, P. S. 
85 revised, November 16, 1944, and Rev. Rul. 54 — 172, C. B. 1M4 — 1, 304. 

(c) RULEs PREVIOUSLY PROMULGATED. — Revenue Ruling No. 33, C. B. 
1058 — 1, 267, sets forth rules which have been developed with respect 
to the qualification of plans under section 165(a) of the Internal 
Revenue Code of 1939. Such rules are accordingly modified to the 
extent of any inconsistencies with the views here expressed. 

(d) REFEiiENOEs. — Certain issues are common to all types of plans 
while others are applicable to pension and annuity plans, or profit- 
sharing and stock bonus plans. The various issues are discussed in 
their relationship to the applicable provisions of the Internal Revenue 
Code of 1954 and corresponding regulations. Rulings listed in the 
appendix are incorporated by reference and made a part hereof, with 
appropriate modifications to conform to the 1054 Code. The omis- 
sion of certain rulings from the appendix is not to be construed as a, 

revocation or modification of any such rulings. Only those rulings 
which are appropriate to the particular textual material are referred 
to. Internal Revenue Bulletin citations are furnished with respect to 
material published in the Bulletin. P. S. releases have also been made 
public although not published in the Bulletin. Copies are available 
in the respective ofiices of District Directors of Internal Revenue and 
the National OfIice in Washington. The present status of such re- 
leases is shown in the appendix. 

PART 2. — QUALIFIED PENSION, PROFIT-SHARING, AND STOCK 
BONUS PLANS 

SEGTIDN 401(a) oF THE INTERvAL REvENUE CQDE oF 1054 — REGULA- 
TIQNs SEGTIGN 1. 401 — 1 

(a) WRTTTEN DocUMENTs. — A qualified plan must be a definite 
written program setting forth all provisions essential for qualifica- 
tion. See section 1. 401 — 1(a) (2) of Income Tax Regulations. In the 
case of a trusteed plan, there must be a valid existing trust, recog- 
nized as such under the local law, under a plan in effect. See Mimeo- 
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graph 5985, C. B. 1946 — 1, 72. The trust must be evidenced by an 
executed written document setting forth the terms thereof. See Mim- 
eograph 6894, C. B. 1949 — 1, 118, and Revenue Ruling 56 — 673, C. B. 
1956 — 2, 281. In the case of a nontrusteed annuity pla~n which is evi- 
denced by contracts with an insurance company, the plan is not in 
e8ect until such contracts are executed and issued. See Mimeograph 
6020, C, B. 1946-1, 74. 

(b) CoMMVNIOATIoN To EMFLOFREs. — Employees are to be apprised 
of the establishment of a, plan and the salient provisions thereof. The 
most efi'ective way of doing so is to furnish each employee with a 
copy of the plan. It may not be feasible, however, to do so in all 
cases. Various substitutes may therefore be used. For example, it 
will be su%cient that a booklet summarizing the plan in all its essen- 
tial features be furnished the employees, or that a notice be posted 
on the company's bulletin board, which must be in conspicuous view, 
that a plan has been established, setting forth the type thereof, the 
eligibility requirements, a synopsis of all benefits provided thereunder, 
whether emplovees are to contribute and, if so, the amount of con- 
tributions, vestmg provisions, and, if a profit-sharing or stock bonus 
plan, the employer contribution commitment if any, and that a copy 
of the complete plan may be inspected at a designated place on the 
company's premises during stated times. 

(c) SToOK. BONVS) PENSION OR PROFIT-SHARING PLAN. — The provi- 
sions of section 401(a) of the Code are applicable to a stock bonus, 
pension, or profit-sharing plan of an employer for the exclusive bene- 
fit of his employees or their beneficiaries. See section 1. 401 — 1(b) of 
the Income Tax Regulations for definitions of the various types of 
plans. Certain principles within the purview of such section of the 
Code relate to plans generally while others pertain to pension (in- 
cluding annuity) plans or profit-sharing and stock bonus plans. 

(1) P/ans generally. — Several employers mav join in main- 
taining a single plan but each must meet all applicable require- 
ments. See section 1. 401 — 1(d) of the Income Tax Regulations 
and P, S. No. 14, dated August 24, 1944. A qualified plan cannot 
be maintained when there are no employees, active or retired, who 
are covered thereunder. See Revenue Ruling 55 — 629, C. B. 1955 — 2, 
588. An arrangement cannot qualify as a pension, profit-sharing, 
or stock bonus plan under section 401(a) if the benefits there- 
under are not payable to the employee but only to his beneficiary 
upon his death. See Revenue Ruling, 56 — 656, C. B. 1956 — 2, 280. 

(2) Pennon and annuity plans. — An employer may establish a 
qualified pension plan under which current contributions are made 

by employees only, but under which he is obligated to pay the full 
amount of the stipulated retirement benefits to each retired em- 

ployee participant after the funds in the trust which forms a part 
of such plan have been fully exhausted. See Revenue Ruling 
54 — 152, C. B. 1954 — 1, 149. A pension plan, within the purview of 
section 401(a), does not provide for the payment of benefits not 
customarily included in that type of plan, such as layofi benefits 

or benefits for sickness, accident, hospitalization, or medical ex- 

penses. See the last sentence of section 1. 401 — 1(b) (1) (i) of the 
Income Tax Regulations. However, the annuity portion of a con- 
tract with an insurance company, by means of which an employees' 
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nontrusteed annuity plan is funded, may, if otherwise satisfactory, 
meet the applicable requirements for qualification, even though 
the contract also provides separate group term life insurance and 
accident and health insurance. See Revenue Ruling 56 — 683, 
C. B. 1956 — 2, 279. A pension plan may provide incidental bene- 
fits prior to normal retirement, such as disability and death 
benefits, but if it permits participants, prior to severance of em- 

ployment or termination of the plan, to withdraw all or part of 
the funds accumulated on their behalf, except their own contribu- 
tions on discontinuance of participation, in times of financial need 
or otherwise, it will fail of qualification. A similar provision in 
a profit-sharing plan, however, may, under appropriate circum- 
stances, be acceptable. See Revenue Ruling 56 — 693, C . B. 
1956 — 2i 282. 

(8) Profi't-sharing and stock bonus p/ans. — Funds under a 
profit-sharing plan must be accumulated for a fixed number of 
years, or until the attainment of a stated age or prior occurrence 
of some event, such as layofl, illness, disability, retirement, death, 
or severance of employment. The term "fixed number of years" 
is considered to mean at least two years. See Revenue Ruling 
54 — 281, C. B. 1954 — 1, 150. A stock bonus plan is similar to a 
profit-sharing plan except that the contributions by the employer 
are not necessarily dependent upon profits and the benefits are 
distributable in stock of the employer company. Section 
1. 401 — 1(b) (1) (iii) of the Income Tax Regulations. 

(d) EMFLOFEEs' TRUsT. . — In order to constitute a qualified trust 
under section 401(a), which is exempt under section 501(a), an em- 
ployees' trust must be organized or created in the United States and 
maintained at all times as a. domestic trust. If, however, a foreign 
situs trust meets the requirements of section 401(a) in all other re- 
spects, employers making contributions thereunder are allowed 
deductions within the applicable limits, in accordance with section 
404(a) (4) of the Code, and beneficiaries of such trust are granted the 
same tax treatment under section 402(c) of the Code as is applicable 
to beneficiaries of a domestic trust, except in the case of a nonresident 
alien individual. See sections 871 and 1441 of the Code and the regula- 
tions thereunder. Where, under specified conditions, separate qual- 
ified and exempt trusts pool their funds in a group trust created to 
provide diversification of investments, the group trust may also be 
exempt and the status for exemption of the separate trusts will not be 
adversely afFected. See Revenue Ruling 56 — 267, C. B. 1956 — 1, 206. 

(e) PROFIT-SHARING AND STOCK BONUS PLANS OF AFFILIATED COM- 
F&NIEs. — In the case of a profit-sharinq plan, or stock bonus plan in 
which contributions are determined with reference to profits, of an 
afFiliated group within the purview of section 1504 of the Code, contri- 
butions may be made by other members of the group for the benefit 
of employees of a member which is prevented from making a contribu- 
tion because it lacks or has insuflicient current or accumulated earnings 
or profits, to the extent and in the manner provided in section 
404(a) (3) (B) of the Code and section 1. 404 (a, ) — 10 of the Income Tax 
Regulations. 

(f) FEEDER PLAN. — A stock bonus or profit-sharing plan which pro- 
vides that the funds therein may be used to meet the costs of a pension 



or annuity plan operated concurrently and covering the same 
employees, if and when the employer suspends contributions to such 
latter plan, is generally called a, "feeder" plan and cannot be a qualified 
plan since it relieves the employer from contributing to the pension or 
annuity plan and is therefore not for the exclusive benefit of employees 
or their beneficiaries. See section 1. 401 — 1(b) (3) of the Income Tax 
Regulations. A. n employee who has a vested right under a stock bonus 
or profit-sharing plan may, however, if the plar& so provides, authorize 
a transfer of all or part of his vested interest to make up for a deficiency 
in the employer's contribution under a pension or annuity plan. In 
such case, he will be taxable on the transfer as though a distribution of 
such interest had been made. See P. S. No. 37, dated October 7, 1944. 
It should also be observed that a feeder plan is diferent from a feeder 
organization. In the latter respect, see section 502 of the Code which 
denies exemption under section 501 to an organization which is oper- 
ated for the primary purpose of carrying on a trade or business for 
profit even though all of its profits are payable to one or more organ- 
izations exempt under section 501. 

(g) DEEixrrEr. v DETERMiN&nlE BENErrrs. — Benefits under a quali- 
fied pension plan must be definitely determinable. See section 
1. 401 — 1(b) (1) (i) of the Income Tax Regulations. Benefits are not 
definitely determinable if. they may be suspended after retirement, 
without cause. The plan may provide, however, that benefits shall be 
suspended for any period of time during which primary insurance 
benefits under the Federal Social Security Act are discontinued be- 
cause of employment after retirement date. See Revenue Ruling 82, 
C. B. 1953 — 1, 288, Benefits which vary with the increase or decrease 
in the market value of the assets from which such benefits are payable, 
or which vary with the fiuctuations of a specified and generally recog- 
nized cost-of-. living index, will be recognized as a plan providing for 
definitely determinable benefits. See Revenue Ruling 185, C. B. 
1953 — 2, 202. 

(h) PERM~NENcx. — A plan within the meaning of section 401(a) of 
the Code is a permanent and continuing program. A plan which is 
set up during years of high tax rates and is abandoned within a few 
years without a valid business reason when profits fall ofi' is not within 
the intent of such section. Also, especially in the case of a pension 
plan under which benefits are funded at a higher rate for employees in 
whose favor discrimination is prohibited than for other employees, if 
the plan is discontinued before ample provision is made for comparable 
benefits for such other employees, it will be deemed not to have been a 
bona fide program from its inception for the exclusive benefit of em- 

ployees in general. As for profit-sharing, merely making a single or 
occasional contribution out of profits for employees does not esta~blish 

a qualified profit-sharing plan. Under such a plan there must be re- 
curring and substantial contributions. See section 1. 401 — 1(b) (2) of 
the Income Tax Regulations. For a more detailed discussion of the 
applicable principles and illustrative cases, see Mimeograph No. 6186, 
C. B. 1947 — 1, 58, as modified by Revenue Ruling 55 — 60, ('. B. 1955 — 1, 
87. See also Exhibit "A" of Revenue Procedure 56 — 12, C. B. 
1956 — 1, 1029, for information to be filed for a determination a~s to the 
effect of a curtailment or termination of a plan on its prior qualific- 
atio 

& 
P, S. No. 56, dated June 27, 1946, as to notice by the trustee as to 
434737' — 58 — 10 
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termination of a plan; P. S. No. 57, dated August 5, 1946, as modified 
by Revenue Ruling 56 — 596, C. B. 1956 — 2, 288, as to the efFect of a 
suspension of contributions; and P. S. Nos. 64 and 67, dated Novem- 
ber 9, 1950 and April 26, 1951, respectively, and Revenue Ruling 
55 — 681, C. B. 1955 — 2, 585, as to union negotiated plans. A qualified 
profit-sharing plan may, under applicable circumstances, provide that 
an employee may elect each year to participate in the trust forming a 
part of such plan or to accept his share in cash. See, however, parts 
4(e) and 5 (a) hereof as to meeting the requirements for coverage and 
nondiscrimination in contributions or benefits. A profit-sharing 
plan which does not contain a definite contribution formula may 
qualify if all other applicable 'requirements are met. See section 
1. 401-1(b) (1) (ii) of the Income Tax Regulations and Revenue Pro- 
cedure 56 — 22, C. B. 1956 — 2, 1880. 

(i) Excnvsivz BENEI'IT OF EMPLOYEES OR THEIR BENEFICIARIES. — 
The plan must be for the exclusive benefit of employees or their bene- 
6ciaries. 

(1) Partner. — Partners are not employees and therefore are 
not eligible to participate in the plan. See I. T. 8850, C. B. 
1940 — 1, 64, and PS 28, dated September 2, 1944. Neither are 
they to be credited for services as partners prior to becoming em- 

ployees in a successor corporation, both for prior service benefits 
and for meeting the eligibility requirements. See also section 
1861(d) of the Code which provides that a partner or proprietor 
of an unincorporated business enterprise electing to be taxed as a 
corporation shall not be considered an employee for the purpose 
of participating in a qualified plan. Where a group of doctors 
adopt the form of an association in order to obtain the benefits 
of corporate status for purposes of section 401(a) of the Code, 
it is in substance a partnership and the doctor-members are em- 
ployers and therefore not eligible to participate in a qualified plan 
as employees. Furthermore, any period of service as members of 
a prior partnership will not be credited as a period of employ- 
ment for purposes of such section of the Code. See Revenue 
Ruling 56 — 23, C. B. 1956 — 1, 598. 

(2) StoclehoMer pmticipant8. — Stockholders who are bona 
fide employees of a corporation may participate in the corpora- 
tion's plan to the same extent as other employees. If, ho~ever, 
the plan is designed as a subterfuge for the distribution of profits 
to stockholders, even if it includes other employees who are not 
stockholders, it will not qualify as a plan for the exclusive bene6t 
of. employees. The plan must not be weighted in favor of stock- 
holder employees either with respect to eligibility requirements or 
with respect to contributions, or benefits. See section 1. 40 — 1(b) (3) 
of the Income Tax Regulations and I. T. 4020, C. B. 1950 — 2, 61. 

(8) rittorney8 and other practitioners. — An attorney, or other 
professional person, may be a, bona fide employee, and, as such, 
eligible to participate in a qualified plan. The mere fact that a 

ractitioner also has an independent income from the practice of 
is profession will not necessarily preclude him from partici- 

pating in such a plan. He must, however, be an employee for all 
purposes, including coverage as an employee for social security 
or similar public program, if applicable to other employees, and 
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for income tax withholding purposes. Thus, if his actual em- 
ployment for such purposes commences as of. a certain date, he is 
not entitled to credit for services prior thereto, such as, for ex- 
ample, for the purpose of meeting the years of service require- 
ment to be eligible to participate in the plan or to be entitled to 
past service credits. 

(4) Insurance agents. — Section 7701(a) (90) of the Code pro- 
vides that for the purpose of contributions to, and distributions 
from, a stock bonus, pension, or profit-sharing plan or trust, or 
under an annuity plan, the term ' employee" shall include a full- 
time life insurance salesman who is considered an employee for 
the purpose of the Federal Insurance Contribution Act, or in the 
case of services performed before January 1, 1051, who would be 
considered an employee if his services were performed during 
1051. Thus, the same rules apply with respect to treat, ing full- 
time life insurance salesmen as employees for inclusion in ~a plan 
described in section 401(a) as are applicable to taxability for old- 
age and survivors' insurance purposes. This inclusion does not, 
however, extend to insurance brokers and others who are not full- 
time life insurance agents ivithin the purview of section 
8121(d) (8) (B) of the Code. 

(j) DEsIGNATIQN oF BENEFIOIARIEs. — Beneficiaries of employees un- 
der a qualified plan may be designated by the respective participants 
without restriction, or they may be restricted under the plan to speci- 
fied persons, or to a group of persons, who are the natural objects of 
the employees' bounty, his estate, or his dependents. See Revenue 
Ruling No. 54 — 898, C. B. 1954 — 9, 939. 

(k) INvESTirFNT oF TRi sT FIINns. — Trust, investments must be for 
the exclusive benefit of employees or their beneficiaries. While an 
incidental benefit may also inure to other, the primary purpose of 
benefiting employees or their beneficiaries must be maintained, For 
example, a sale of securities to the trust may benefit the vendor in 
that it may have resulted in a profit to him but, essentially, the pur- 
chase by the trustee must have been for the best interests of the trust; 
i. e. , the cost. must not exceed fair market value at the time of purchase, 
a fair return commensurate ivith the prevailing rate must be provided, 
sulficient liquidity is to be maintained so as to permit distributions 
in accordance with the terms of the plan, and the safeguards that a pru- 
dent investor would look to are to exist. 

(1) Stoc1e or securities of the emp/oyer. — If the trust instru- 
ment and local law permit investments in the stock or securities of 
the employer, and if such investments are consistent with the pur- 
pose of benefiting employees or their beneficiaries, they are not 
otherwise precluded for the purpose of section 401(a) and 501(a) 
of the Code, unless such investments constitute prohibited trans- 
actions under section 508. Notification is to be given if stock 
or securities of the employer are acquired by the trust so that 
a determination may be made whether the trust serves any purpose 
other than constituting part of a plan for the exclusive benefit 
of employees. Such notification is to be made as part of the an- 
nual information return, Form 000 — P, unless an advance determi- 
nation is requested and, if so, at the time of making a request 
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to the appropriate district director for such determination. The 
notification shall include information certified to by the account- 
ing or other responsible ofhcer as follows: 

1. Balance sheets of the employer as at the close of the last 
accounting period and for the taxable year ended prior 
thereto. 

9. Comparative statements of income and profit and loss 
for the last and four prior taxable years. 

8. An analysis of the surplus account for the last five years, 
specifically showing the amount and rate of dividends paid 
on each class of stock. 

4. A statement accounting for all material changes from 
the latest dates of the aforesaid statements to the date of 
filing the information. 

5. A schedule showing the nature and amounts of the 
various assets in the trust fund. 

6. A statement showing the amount of the investment, the 
type of investment, the present rate of return, the security if 
a loan is involved, and the reasons for the investment. (The 
information called for under items 1, 9, and 6 above, and 
related data, may be submitted in composite form as set forth 
in Exhibit "B — 1" of Revenue Procedure 56 — 19, C. B. 1956 — 1, 
1099. ) 

(2) Life Ingurance contracts. — An exempt employees' trust 
may provide for investment of part of its funds in life insurance 
contracts without adversely affecting its status for exemption 
and the qualification of the plan, merely because of such provision. 
Where, however, in a pension plan the life insurance benefits are 
applied to reduce subsequent contributions by the employer, em- 
ployer contributions attributable to such insurance may not be 
currently deductible. See Revenue Ruling 55 — 748, C. B. 1955 — o, 
234. If amounts allocated to the respective participants in any 
type of qualified plan are to be used to provide such participants 
with life insurance protection, the life insurance feature must 
be incidental and subordinate to the primary purpose of the plan 
which is to permit the employees or their beneficiaries to partici- 
pate in a plan of deferred compensation. See section 1. 401- 
1(b) (1) (i) and (ii) of the Income Tax Regulations. If the plan 
is used to provide employees only such benefits as are afi'orded 
through ordinary life insurance contracts, it is not a plan which 
can qualify under section 401(a), notwithstanding the fact that 
the contracts are convertible to life annuities at the normal retire- 
ment date. See Revenue Ruling 54 — 67, C. B. 1954 — 1, 149. An 
investment by a profit-sharing trust in an ordinary life insurance 
contract for the purpose of providing death benefits for each 
insurable participant under the trust will be considered incidental 
and subordinate to the primary purpose of a qualified profit- 
sharing plan where (1) the aggregate premiums for life insur- 
ance in the case of each participant is less than one-half of the 
aggregate of the contributions allocated to him at any particular 
time; and (o) the plan shall require the trustee to convert the 
entire value of the life insurance contract at or before retirement 
into cash or to provide periodic income so that no portion of such 
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value may be used to continue life insurance protection beyond 
retirement. Under such circumstances the investment will not 
disqualify the plan under section 401 (a). See Revenue Ruling 
54-51) C. B. 1954 — 1, 147. 

(3) ZInrelated bu8ines8 income. — A. n exempt employees' trust 
is taxable under section 511 of the Code on its unrelated business 
taxable income, as defined in section 512, derived from any un- 
related trade or business, as defined in section 518. Special rules 
are set forth in section 514 with respect to business leases. If 
business lease indebtedness is incurred, rental income is includible 
in gross income in the ratio that the business lease indebtedness, 
at the close of the taxable year, bears to the adjusted basis of the 
property. 

(l) VALUATIGN oF SEOURITIEs oN INVENTQRY DATE. — Any type of 
qualified plan which provides for distributions in accordance with 
amounts, stated or ascertainable, credited to participants (i. e. ) profit- 
sharing, stock bonus& and some self-administered trusteed money pur- 
chase pension plans) must provide for a valuation of securities held 
by the trust, at least once a year, on a specified inventory date, in 
accordance with a method consistently followed and uniformly ap- 
plied. The fair market value on the inventory date is to be used 
for this purpose. The respective accounts of participants are to be 
adjusted in accordance with the valuation. For example, if as a 
result of a valuation on the inventory date, John Doe's account, 
which previously showed a balance of $1, 000 is to be increased by one- 
tenth of one percent of the increase in the value of the trust securities, 
and such increase is $50, 000, his interest is to be increased by $50. 

(III) ALLOCATION OF STOCK BONUS AND PROFIT-SHARING FUNDS. — 
All funds in an exempt profit-sharing or stock bonus trust must be 
allocated to participants in accordance with a definite formula. Thus, 
no reserves are to be provided for by withholding allocations from 
participants. If suspense accounts are maintained, provision should 
be made for ascertaining the respective shares of participants in such 
accounts and such shares are to be included in the distributions. 

PART 3. — IMPOSSIBILITY OF DIVERSION UNDER THE TRUST 
INSTRUMENT 

SEcTIDN 401 (a) (2) oF THE INTERNAL REvENUE CQDE or 1954— 
REGULATIQNs SEcTIDN 1. 401 — 2 

(a) TRUsT INsTRvMENT MUsT MAKE PRQHIBITED DIvERsIQN IM- 
FossIBLE. — Under section 401 (a) (2) of the code the trust instrument 
must make it impossible, "~ * * at any time prior to the satisfaction 
of all liabilities with respect to employees and their beneficiaries under 
the trust, for any part of the corpus or income to be (within the tax- 
able year or thereafter) used for, or diverted to, purposes other than 
for the exclusive benefit of his employees or their beneficiaries * * ~. " 
The term "trust instrument" means a written agreement. Although 
an oral trust may be effective within the purview of the applicable 
local law, for the purposes of paragraph (2) of section 401 (a) 
of the Code, there must be a ~~itten trust instrument. It must also 

constitute a valid trust under the law prevailing in the jurisdiction 
to which it is subject. Iii addition, it must definitely and a[firm- 
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atively make it impossible for the nonexempt diversion or use to 
occur. See Mimeograph 5985, C. B. 1946-1, 72, as to the requisites 
for the existence of a valid trust and a plan in efFect and, also Mimeo- 
graph 6394, C. B. 1949 — 1, 118, as to the requirements for compliance 
with the provisions of section 401(a) (2) of the Code. A plan will 
not fail to qualify merely because it contains a provision whereby, 
except as to claims of the employer the rights of the employee under 
the plan are not subject to the claims of creditors. See Revenue 
Ruling 56 — 482, C. B. 1956 — 2, 284. 

(b) ERRGNEGUS AGTUARIAL CGMPUTATIGN. — Trust funds must not 
be used for purposes other than for the exclusive benefit of employees 
or their beneficiaries prior to the termination of the trust and the 
satisfaction of all liabilities with respect to employees and their 
beneficiaries under the trust, and, only then, may recovery be had in 
the case of a pension trust to the extent of any surplus existing because 
of an actuarial error. In determining whether any surplus exists on 
termination of a trust, and the amount thereof, all habilities, contin- 
gent as well as fixed, with respect to employees and their beneficiaries 
under the trust must be taken into account. Fixed liabilities are the 
benefits payable to those who have become entitled to them. Contin- 
gent liabilities are the benefit credits accrued up to the time of termi- 
nation of the trust for employees (and their beneficiaries) who might 
have become entitled to benefits if the trust had been continued in- 
definitely. If such liabilities are to be discharged by commuting the 
payments (other than through the purchase of insurance company 
contracts), the value thereof at the time of termination of the trust 
must be determined for this purpose by use of assumptions no less 
conservative in any respect than were used in determining costs dur- 
ing the previous life of the trust, and no discount for severances other 
than death may be assumed. 

(c) No REvERsIGN IN PRDFIT-sHARING oR STQGK BoNUs PIANs. — 
Allocations under profit-sharing and stock bonus plans are not predi- 
cated upon amounts actuarially necessary to provide stipulated retire- 
ment benefits. See I. T. 3660, C. B. 1944, 186. See also section 
1. 401 — 1(b) (1) (i) of the Income Tax Regulations to the efFect that a 
plan designed to provide benefits for employees or their beneficiaries 
to be paid upon retirement or over a period of years after retirement 
will, for the purposes of section 401 (a) of the Code, be considered a 
pension plan if the employer contributions under the plan can be de- 
termined actuarially on the basis of definitely determinable benefits, 
or, as in the case of money purchase pension plans, such contributions 
are fixed without being geared to profits. Consequently, in profit- 
sharing and stock bonus plans there can be no reversion of any kind 
since such plans do not provide benefits which are predicated on 
actuarial assumptions or computations. 

(d) APPLIOATION OF DIVIDENDS AND OTHER CREDITS UNDER GROUP 
ANNUITY CoNTRAUTs. — Provisions analogous to that set forth in sec- 
tion 401(a) (2) of the Code, prohibiting diversion of funds from 
exempt trusts, are contained in section 404 (a) (2) of the Code, relating 
to deductions of contributions under non-trusteed annuity plans, and 
in section 403(a) (2) (A) (ii) of the Code, relating to the capital 
gains treatment for certain distributions under non-trusteed annuity 
plans. Section 404(a) (2), for example, requires that, where retire- 
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ment »nuities are purchased, refunds of premiums, if any, must be 
applied within the current ta'xable. year or next succeeding taxable 
year towards the purchase of such retirement annuities. To satisfy 
this requirement, there must be a definite written arrangement between 
the employer and the insurer, either as part of the annuity contract 
or by separate written direction from the employer to the insurer, 
or partly in one form and partly in the other, providing that: 

(1) No credits or returns, other than those arising from cor- 
rections of errors in records or computations, such as misstated 
ages or similar corrections, may be paid to the employer prior 
to permanent discontinuance of contributions. 

(2) All dividends, experience rating credits, or employer sur- 
render or cancellation credits ascertained prior to permanent dis- 
continuance or contributions are to be applied regularly as they 
are determined toward the premiums next due for purchase of 
annuities under the plan before any further employer contribu- 
tions are so applied. 

(8) If surrender or cancellation credits may be made after 
discontinuance of the plan but before all retirement annuities with 
respect to service prior to discontinuance of the plan have been 
purchased, such credits will be applied regularly as they are deter- 
mined to purchase such retirement. annuities by a procedure which 
does not contravene the conditions of section 401(a) (4) of the 
Code. 

(4) Any dividends or experience credits similar to dividends 
made after permanent discontinuance of contributions or any 
surrender or cancellation credits made after permanent discon- 
tinuance of contributions and after all retirement annuities with 
respect to service prior to discontinuance of the plan have been 
purchased may be paid to the employer provided they are paid 
as nearly as practicable as they are determined so that no sub- 
stantial accumulation results. (It may be noted that this possi- 
bility of return to the employer after discontinuance is analogous 
to the provision permitting return to the employer, on termina- 
tion of an exempt pension trust of any surplus arising from 
erroneous actuarial computations. ) 

PART 4. — REQUIREMENTS AS TO COVERAGE 

SEGTIoN 401(a) (3) (A) AND (B)) (5), AND (6) oF THE INTERNAL 

REVENLE CODE OF 1954 — REGvLATIONs SECTION 1. 401-8 

(a) PI. AN hlvsT BENEFrr EMFLOFEEs IN 6ENERAI, . — Section 401 
(a) (8) of the Code permits an employer to designate several pension, 
stock bonus, profit-sharing, and annuity plans as constituting parts of 
a plan which he intends to qualify under such section. ~If all of the 
plans so designated cover a sufhcient portion of all employees, there 
Is no requirement that a definite proportion of the employees be in- 
cluded in any one plan. The plan, or plans, must benefit employees in 
general and, towarcls this end, must cover either a number which is 
at least equa'1 to that determined under the percentage provisions of 
section 401 (a) (3) (A) of the Code, or such employees as qualify under 

a nondiscriminatory classification within the purview of section 401 

(a) (6) (B) of the Code. A plan will not necessarily fail of qualilica- 
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tion merely because it covers only the employer's one employee, pro- 
vided, however, that it is not designed, or is not operated, as a means 
of siphoning profits to a shareholder-employee or otherwise limiting 
participation to an employee of a class in whose favor discrimination 
is prohibited under section 401(a) (3) (B) and (4) of the Code. See 
Revenue Ruling 55 — 81, C. B. 1M5 — 1, 302. 

(b) CONTINUING PARTICIPATION IN THE EVENT OF LEAVE OF AB- 
sENGE. — Plans may provide for continued participation in the event of 
leave of absence for a specified purpose, such as service in the Armed 
Forces, sickness, or disability. All participants under similar circum- 
stances, however, must be treated alike. 

(c) PKRcEN TAGE CovKRAGK REQUIREMENTS. — The percentage cover- 
age requirements of section 401(a) (3) (A. ) of the Code may be met by 
including in the plan a number of employees at least equal to that 
determined by applying either of the alternative percentage provisions. 
The percentages are applied after excluding certain short service, 
seasonal, and part-time employees. For example, if out of a total of 
1, 200 employees, 100 have less than three years of service (the mini- 
mum period prescribed by the plan), 25 do not customarily work for 
more than 20 hours in any one week, and 75 are employees whose cus- 
tomary employment is for not more than five in any calendar year, the 
percentages are applied to the balance of 1, 000. The alternative per- 
centage provisions are: 

1. Seventy percent or more of all employees (70% of 1, 000 
in the above example) must be covered under the plan. 

2. Seventy percent or more of all employees (70% of 1, 000 
in the above example) must be eligible to benefit under the 
plan, and, if so, at least 80 percent of all eligible employees 
must actually be covered. 

Under the first alternative, on the basis of the figures used, if at least 
700 employees are covered, the requirements of section 401(a) (3) (A) 
of the Code are satisfied. Under the second alternative, on the same 
basis, 700 or more employees must be eligible to participate and 
at least 80 percent of those eligible must actually participate. For 
example, if employees are also required to contribute five percent of 
compensation in order to participate, and, say, 750 of them are eligible 
to do so, then if at least 600 actually do contribute and are covered 
under the plan, the requirements of section 401(a) (3) (A) of the Code 
are also met. 

(d) CLAssiFIOATICN oF EMPI. OTKEs. — In lieu of meeting the percent- 
age requirements of section 401(a) (3) (A) of the Code, an employer 
may set up a classification of employees which, if found by the Commis- 
sioner not to discriminate in favor of o]ficers, shareholders, supervisors, 
or highly compensated employees, will satisfy the requirements of 
section 401(a) (3) (B) of the Code. Under such section, plans may 
qualify which are limited to employees who are within a prescribed age 
group, have been employed for a stated number of years, have been 
employed in certain designated departments, or are in other classi- 
fications, provided that the efiect of covering only such employees does 
not discriminate in favor of employees within the enumerations with 
respect to which discrimination is prohibited. . See section 1. 401 — 3 
(d) of the Income Tax Regulations. 
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(e) I~IMEDIATE AND DEFFRRED PRGFIT-SEIARING PLANs. — A profit- 
sharing plan which is qualified under section 401(a) of the Code is a 
plan of deferred compensation and, as such, provides for distributing 
the funds accumulated thereunder iafter a, fixed number of years, the 
attainment of a, stated age, or upon the prior occurrence of some event 
such as illness, disability, retirement, death, layofi', or severance of 
employment. Thus, employees who receive the amounts allocated to 
their accounts before the expiration of such period of time or the 
occurrence of such contingency;ii e not considered covered under the 
plan for the purposes of section 401(a) (8) (A) and (B). See section 
1. 401 — 8(c) of the Income Tax Regulations. If the employee has a 
right of election to receive his share of the profits in cash or to have it 
deferred through payment into a, trust for his benefit, qualification of 
the plan. is made by reference only to those employees ivho participate 
in the trust. See Revenue Ruling 56 — 497, C. B. 1956 — 2, 284. 
See also the last sentence of part 5(a), below. 

( f ) DIFFERENT ELIGIBILITY RE()UIRK CLIENTS FOR PRESENT AND FUTURE 
EMPLGYEEs. — A provision for difi'erent eligibility requirements for 
present and future employees is not necessar~ily discriminatory within 
the purview of section 401(a) (8) (B) of the Code. If present em- 
ployees who are OScers, shareholders, supervisors, or highly compen- 
sated can meet the requirements for new employees there is no objection 
to the dual requirements. I'or exa, mple, if all present employees 
regardless of age are eligible and only those new employees who are 
at least 80 year~s old may participate, but all present employees who 
fall within one or more of the categories enumerated in section 401 
(a) (8) (B) of the Code are at least 80 years of age, the eligibility pro- 
vision is not objectionable, even though there are other present em- 
ployees who are under 80 years of age. Similarly, if all present 
employees are eligible regardless of years of service but only those 
'future employees who will complete five years of service will be 
eligible, but all present employees who are OScers, shareholders, super- 
visors, or highly compensated have at least five years of service, 
although there are other present employees who have less than five 
years, the eligibility provision is acceptable. If however, in the 
above illustrations, there are employees within the enumerated cate- 
gories who are under 80 years of age or have less than five years of 
service, the prohibited discrimination is likely to arise in operation 
when new employees are added, and, therefore, in such a case such 
a provision mould not be accepta~ble as a basis for a favorable advance 
ruling. 

(g) BURDENsoME CoNTRIBUTIoNs. — Section 1. 401 — 8(d) of the In- 
come Tax Regulations provides in part: ""' ~ " if a contributory 
plan is O8ered to all of the employees, but the contributions required 
of the employee participants are so burdensome as to make the plan 
acceptable only to the highly paid employees, the classification will 
be considered discriminatory in favor of such highly paid employees. " 
For example, if the plan requires employee contributions of ten per- 
cent of compensation, it will be necessary to determine whether lower 

paid employees are kept out of the plan because of such requirement. 
If it is found that, lower paid employees are not participating because 
of the contribution requirement, the classification may be held to dis- 
criminate in favor of a group enumerated in section 401(a) (8) (B) 
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and (4) of the Code. As a general rule, however, employee contri- 
butions of six percent or less are not deemed to be burdensome. In 
cases where the plan provides for optional rates of contribution by 
employees, and employer contributions or the benefits are geared to 
the employee contributions in such a way that a higher rate of em- 

ployee contributions will result in larger benefits from employer con- 
tributions, the employee contributions may similarly be found to be 
burdensome and result in discrimination in contributions or benefits 
in contravention of section 401(a) (4) of the Code, but generally only 
if the highest rate of employee contribution permitted is in excess of 
six percent of compensation. The test is whether the contribution 
provisions operate to deprive lower paid employees of benefits at 
least as high in proportion to compensation as are provided for higher 
paid employees, after taking into account difFerentials permitted 
under the requirements for integration with social security bene6ts. 
See subparagraph (i) below. 

(h) CLAsslFIOATION WITHIN PURVIEW OF STATUTE BUT DISCRIMI- 
NATGRY' IN OPERATIoN. — A classification may appear to be satisfactory 
on paper but if in actual operation of the plan it discriminates in 
favor of employees who are highly compensated, etc. , the plan will 
fail of qualification. For example, a plan ostensibly covers all em- 

ployees regardless of service but nonforfeitable rights are provided 
only for those who have at least 15 years of service and stay on until 
normal retirement age 65. Except for a handful of executives who 
are shareholders and ofiicers, employees are migratory workers who 
stay on a job for a relatively short time and then move elsewhere. 
Although the coverage provisions on paper seem satisfactory, in 
actual operation only the executive employees will bene6t. Accord- 
ingly, both paragraphs (8) (B) and (4) of section 401(a) of the Code 
are considered together in determining whether the requirements of 
each are met. It is possible in the illustration used that the plan 
may qualify if satisfactory provisions for vesting are incorporated 
therein. See part 5(b) hereof. In the ease of a profit-sharing plan 
under which employees may elect to receive their shares in cash or to 
participate in a trust, the trust must include enough lower paid em- 
ployees to demonstrate that in the operation of the plan there is no 
discrimination in favor of higher paid employees. See Revenue 
Ruling 56 — 497, supra. 

(i) INTEGRATIQN. — Plans which exclude employees who earn less 
than a speci6ed amount or provide proportionately lesser benefits for 
such employees may qualify if the benefits under the plan integrate 
with those provided under the social security or similar (e. g. , Rail- 
road Retirement Act) program. The total benefits, inclusive of those 
under the social security or similar program, are used for compara- 
tive purposes. If a plan is properly integrated, a classification which 
excludes all employees who are compensated below the compensation 
level used for integration purposes will not be considered discrimina- 
tory solely because the contributions or bene6ts based on that part of 
excluded remuneration difi'er from contributions or benefits based on 
that part of remuneration which is not so excluded. 

(1) Imtegrati on rules. — The rules for integrating benefits 
under a plan with those provided under the Social Security Act, 
prior to the 1950 amendments, are set forth in Commissioner's 
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Mimeograph 5589, C. H. 1948, 499. Supporting rulings under that 
mimeog~raph are contained in I. T. 's 8618, 8614, and 8615& C. H. 
1948, 475, 476 and 477, respectively, and in P. S. Nos. 5, 18, and 
80& dated July 29& 1944& Aiigiist 24& 1944& and Septembei 16& 1944& 
respectively. Rules as to integration of deferred benefit plans of 
employers v ith the old-age a. nd sui vivors insurance benefits pro- 
vided by the Social Security Act Amendment of 1950 are con- 
tained in Mimeograph 6641, C. B. 1951 — 1, 41, and the modification 
effected as a result of amendments to the Social Security Act by 
Public I. aw 590, 82d Congress, 2d Session, approved Julv 18, 1952, 
are set forth in Revenue Ruling 18, C. B. 1958 — 1, 294, P. S. No. 
84, dated September 28, 1944, sets forth the rules applicable to in- 
tegrating benefits under a pla&n with those under the Railroad Re- 
tirement Act, as in eRect as of September 28, 1944, and Revenue 
Ruling 12, C. B. 1958 — 1, 290 prescribed the applicable integration 
rules as effected by amendments to the Railroad Retirement Act 
through October 1951. Section 1. 401 — 8 (e) of the Income Tax 
Regul~ations establishes the general basis for integrating pension, 
annuity, profit-sharino, and stock bonus plans which limit cover- 
age to employees earning in excess of $4, 200 a year, or which base 
contributions or benefits only on compensation in excess of that 
amount, with the benefits provided by the Social Security Act as 
amended through 1956. Revenue Ruling 56 — 692& C. B. 1956 — 2, 
287, extends the provisions of Mim. 6641, supra& except paragraphs 
11 and 15 thereof, to plans which are integrated at $4&200 a year 
and gives effect to the more liberal definition of. "average annual 
compensation, " as provided by section 1. 401-8 (e) (2) (i) of the 
Regulations. 

(2) Death benept8 involved in integration under Mimeograph 
5599. — In applying integration tests under lMimeograph 5589& 

supra, a, ny benefits payable in the event an employee dies before 
retirement (or before normal retirement age) may be disregarded 
to the extent that such benefits do not exceed the reserve or the 
accumulated prior contributions. In the. event employees contri- 
bute under a plan, the increase in limits provided by paragraph 9 
of Mimeograph 5589, supra, applies only to employee contribu- 
tions which are exclusive of those applicable to the current cost of 
insurance or death benefits in excess of the reserve or cash value. 
WVhere integration is required and the normal form of benefits be- 

ginning at retirement (or at normal retirement age) include death 
benefits provided by employer contributions and payable on behalf 
of the employee which are more valuable than a life annuity with 
a ten year certain provision, it must be shown that the equivalent 
benefits of a life annuity ten year certain basis satisfy the integra- 
tion requirements. For the purpose of demonstrating such equiv- 

alence there may be used the factors in the insurance or annuity 
contract involved or, where normal retirement age is 65 and the 
normal forni of benefit is one of those indicated below, there may 
be used the corresponding factor shown: 

Nor&oat for&n of benefit 
Life annuity, lu years cert &in 

Life annuity, 20 years certain 
Installment refund life annuity 
Cash refund life annuity 

tteduction factor to basis of 
life annuity 10 year certain 

00 percent. 
80 percent. 
00 percent. 
85 percent. 
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Thus, for example, if in a particular case integration required that 
benefits be not more than 25 percent of average salary in excess of 
$8, 000 a year and. the normal form of retirement benefits is a cash 
refund life annuity at age 65, income benefits of 21I/A percent of 
average salary in excess of $3, 000 a year would be acceptable. 
These forms of benefits are commonly found in plans insured by 
individual insurance or annuity contracts but are not often used 
as the normal form. Optional forms of income other than the 
normal form which determines the actual value of the benefits 
should be disregarded for the purposes hereof. 

(8) Death benefit8 under 3fkneograph 86'$1 and Integration of 
prost-8~anng pItune. — Death benefits within the purview of Mime- 
ograph 6641, supra, and integration of profit-sharing plans are 
discussed in such mimeograph. 

(j) CovERAGE REQUIREMENTS MUST BE MET ON AT LEAST ONE DAY 
IN EAOII QUARTER. — The coverage requirements of section 401 (a) (3) 
of the Code, either on the percentage basis under subparagraph (A) 
or on the basis of a nondiscriminatory classification under subpara- 
graph (B), may be satisfied for an entire taxable year if such require- 
ments are met on at least one day in each quarter of the taxable year. 
For example, assuming that the taxable year coincides with the calen- 
dar year, if the percentage basis is applicable and on the first day of 
the taxable year 1, 000 employees have at least the minimum service 
requirements pIescribed by subparagraph (A), it is sufiIcient if not 
less than 700 employees are eligible to participate and not less than 
80 percent of those eligible are actually participating on that day even 
though employee turnover changes the percentages to less than 70 and 
80 on all other days prior to April 1 of the same year. The percentage 
requirements will again have to be met on at least one day during the 
quarter commencing with April 1, and so on for the other quarters 
during the year. 

(k) DENIAL OF PARTICIPATION FOR FAILURE To ENTER PLAN UPON 
BEcoMING ELIGIBLE. — Plans may provide for denial of participation 
for failure to enter plan upon becoming eligible provided that partici- 
pation requires something substantially more than mere consent on 
the part of the employee. For example, under an employee contrib- 
utory plan, if the employee refuses to sign a prescribed form for par- 
ticipation authorizing salary deductions in accordance with the plan, 
the plan may provide for the denial of participation at any other time 
or for a limited time. Similarly, under an insured plan which requires 
a physical examination and information as to condition of health, the 
plan may provide that refusal to take the examination or furnish the 
information will bar the employee from participation. Adequate 
notice, however, must be given the employee and the consequences of 
his failure to comply must be clearly presented to him after which, if 
he refuses to join, the exclusion provisions of the plan become opera- 
tive as to such employee. Such provisions must be uniformly applied 
so as not to result in the prohibited discrimination. 

(1) REENTRY INTO PLAN AFTER DISCONTINUAiVCE OF PARTICIPA- 
TICN. — Plans may provide for reentry after discontinuance of original 
participation upon severance of employment or for other reasons, such 
as failure to continue contributions on the part of the employee. Such 
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provisions, however, must be uniformly applied and in no event should 
they permit a duplication of benefits. 

(m) DELAY IN PURGHAsING INsURANOE CGNTRAcTs. — Generally) a 
statement in a plan exonerating the trustee from liability in the event 
of a reasonable delay in the purchase of insurance contracts for par- 
ticipants will not adversely affect the qualification of the plan, pro- 
vided, however, that the benefits are calculated from the efiective date 
of participation. 

(n) BENEFITS BASED ON COMPENSATION RECEIVED FROM MORE TIIAN 
ONE EMpLQYER. — In the case of a pension plan maintained by more 
than one employer, where employees covered by the plan may receive 
compensation from more than one of the participating employers, the 
aggregate compensation may be used in determining the employee's 
eligibility for benefits in the plan. See Revenue Ruling 55 — 276, C. B. 
1955-1) 401. 

PART 5. — DISCRIMINATION AS TO CONTRIBUTIONS OR BENEFITS 

SEGTIQN 401(a) (4) or THE INTERNAL RKvKNUE CoDE oF 1954— 
RKGULATIQNs SEGTIQN 1. 401 — 4 

(a) Nondiscriminatory contributions or benefits. — In order for a 
plan to qualify under section 401(a) of the Code, there must, among 
other things, be no discrimination in contributions or benefits in favor 
of ofiicers) shareholders, supervisors, or highly compensated employees 
as against other employees either within or without the plan. Thus, 
for example a profit-sharing plan which provides employer alloca- 
tions of 20 percent of compensation for participants who are within a 
group in whose favor discrimination is prohibited, and only 10 per- 
cent for all other participants, fails to meet the requirements of section 
401(a) (4) of the Code. See I. T. 8678) C. B. 1944, 321. Similar con- 
siderations apply to contributions and benefits in a pension or annuity 
plan, except that certain differences in favor of higher paid employees 
may be acceptable if integration rules are satisfied. See part 4(i) 
hereof. Also, as provided in section 1. 401-4(a) (1) (ii) of the Income 
Tax Regulations, any amount allocated to an employee which is with- 
drawn before the expiration of the time or the occurrence of the con- 
tingency required by section 1. 401 — 1(b) (1) (ii) of the Income Tax 
Regulations is not considered in determining whether the contribu- 
tions under the plan discriminate in favor of employees who are offi- 

cers, etc. See also Revenue Ruling 56 — 497, supra. 
(1) Application of forfeitures. — Funds under a qualified plan 

arising from forfeitures because of termination of service, or 
other reason, must not be allocated to the remaining participants 
in a man'ier that will effect the prohibited discrimination. In a 
pension plan, this requirement is met by complying with the rule 
under section 1. 401 — 1(b) (1) (i) of the Income Tax Re~milations) 

regarding definitely determinable benefits, to wit: "Benefits are 
not definitely determinable if funds arising from forfeitures on 
termination of service, or other reason, may be usecl to provide 
increased benefits for the remaining participants instead of being 
used to reduce the amount of contributions by the employer. " 
This provision is equally applicable to so-called "money purchase" 
pension plans. See Revenue Ruling 109) C B 1958 1) 288. 
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Similarly, in a stock bonus or profit-sharing plan the contribu- 
tion formula may provide that forfeitures be used to reduce the 
employer contributions which would otherwise be required by the 
formula, but such application of forfeitures is not mandatory in 
such plans. Nevertheless, it should be observed that whatever 
provision is made for absorbing forfeitures under a stock bonus or 
profit-sharing plan the prohibited discrimination must not result. 

(2) Uariationa in, eontribution8 or benegt8. — Contributions or 
benefits for the respective participants may vary provided that 
the plan in its over-all operations does not discriminate in favor 
of o]Iicers, etc. In some cases, benefits in a profit-sharing plan 
may vary by reason of. a distribution formula which takes into 
consideration years of service. See I. T. 's 3685 and 3686, C. B. 
1944, 324 and 326, respectively, and. P. . S. No. 28, dated September 
2, 1944. While the case covered in I. T. 3685, 8upra, illustrates 
the result, in that case, of the addition of units of compensation 
and units of service as not creating the prohibited discrimination 
and the case mentioned in I. T. 3680, supra, illustrates the result, 
in that case, of the multiplication of units of compensation by~ 

units of service as creating such discrimination, it was not in- 
tended to imply, by the promulgation of those rulings, that any 
formula using the method shown in I. T. 3685, 8ugn'a, would be 
acceptable and any formula using the method shown in I. T. 3686, 
supra, would not be acceptable. The result of the operation of 
the formula is controlling in each case. If the application of 
either type of formula is found to result in the prohibited dis- 
crimination, as measured by the ratio of benefits to compensation, 
then the formula is objectionable. 

(b) VESTED RIGHTS IN EMPLOYER S CONTRIBUTIONS. — The Code does 
not require that an employee be granted immediate vested rights in 
his employer's contributions as a condition for qualification of a plan. 
Various provisions for vesting are in use, ranging from complete and 
immediate vesting through diRerent forms of graduated vesting, 
upon completion of stated service or participation requirements, to 
no vesting until attainment of normal or stated retirement age. 

(1) Determination a8 to provigion8 for ve8ting. — A determi- 
nation as to satisfactory vesting provisions will of necessity de- 
pend on the facts in the particular case involved. For example, 
a company which ordinarily employs few people obtains a de- 
fense contract, engages a larger number of employees to work on 
such contract, est~ablishes a plan under which all employees are 
eligible to participate, makes contributions on the basis of all 
employees, but vested rights are not granted until normal retire- 
ment age, and it has no need for the additional employees except 
for work on the defense contract. It is apparent that upon 
termination of the defense contract, if another contract is not 
obtained, the additional employees will be released and whatever 
credits may have inured to them under the plan will be forfeited. 
A favorable ruling on such a plan is not warranted unless satis- 
factory provision is made for efi'ectuating benefits to all covered 
employees. This may be accomplished, for example, by granting 
fully vested rights after a reasonable waiting period. See P. S. 
No. 22, dated September 2& 1944. 
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(2) Jileguirement for ultimate vesting. — A. plan will not be 
acceptable as to qualification unless an employee who has reached 
the normal retirement age (in a pension or annuity plan) or the 
stated age (or other definitely determinable event has transpired, 
in a profit-sharing or stock bonus plan), and has satisfied any 
reasonable and uniformly applicable requirements as to length of 
service or participation, is vested in the benefits received under 
the pla, n. This, ho~ever, does not preclude a provision for dis- 
continuance of benefits to a, retired employee for cause, which 
must be distinctly specified, such as, for example, taking a position 
with a competitor of the employer or divulging the employer's 
trade secrets to competitors. Similarly, provision may be made 
for the granting of less liberal rights under such circumstances. 
Provisions for the vesting of rights in employees, however, must 
not discriminate in favor of o%cers, shareholders, supervisors, or 
highly compensated employees. 

(8) Distribution of funds upon termination. — Qualified plans 
are to provide for distribution of. funds upon termination. At 
such time the rights of all participants are to be fully vested. 
Any provision for distribution is acceptable if it specifies the 
method to be used and (1) is not in conflict with the restrictions 
set forth in Mimeograph 5717, C. B. 1044, 821 (see paragraph 
(d) below), and (2) cannot otherwise discriminate in favor of 
employees ~. ho are oflicers, shareholders, supervisors, or highly 
compensated. See section 1. 401 — 4 (c) of the Income Tax Regu- 
lations. The distribution of unallocatecl funds may be in cash 
or in the form of other benefits provided under the plan. The dis- 
tribution aniong employees, other than those whose benefits have 
been restricted in accordance with the provisions of Mimeograph 
5717, supra, need not necessarily benefit all such other employees. 
For example, a distribution which benefits only the employees 
over the age of 50 at the time of termination of the plan, or only 
those who then have at least ten years of service, or only 
those who meet both such age and service requirements may be 
acceptable if there is no possibility of discrimination in favor of 
employees who are highly compensa, ted, etc. Such a, situation 
may exist in a plan covering only wage and hourly rated em- 
ployees. Upon termination, again provided that there is no pos- 
sibility of the prohibited discrimination, the funds may be used 
first to continue benefits to retired employees, then for employees 
who have met the requirements for retirement but have not actu- 
ally retired, then for employees over age 60, and so on until the 
funds are fully exhausted. 

(4) Discontinuance or 8uspension of Contributions. — A dis- 
continuance of contributions is in efFect a, termination of the plan 
except that the formal steps to accomplish such result are not 
taken. Employees who become eligible to enter the plan subse- 

quent to the discontinuance receive no benefits, and no additional 
benefits attributable to employer contributions accrue to any of 
the participants, unless contributions are resumed. The same 
requisites which pertain to a termination, therefore, are appli- 
cable to a discontinuance. In such case, vesting of employees' 

rights is requirecl. See sub-paragraph (3) hereof and Revenue 
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Ruling 55 — 186, C. B. 1955 — 1, 89, as modified by Revenue Ruling 
56 — 596, C. B. 1956 — 2, 288. A. suspension is a temporary cessa- 
tion of contributions which may ripen into a discontinuance. 
In the case of a pension or annuity plan, however, a suspension 
of contributions will not necessitate vesting of employees' rights, 
merely because of the existence of such situation, and the appli- 
cability of a prior ruling as to the qualification of the plan 
under section 401(a) of the Code will not be afFected thereby if 
the following conditions are met, namely: (1) the benefits to be 

paid or made available under the plan are not affected at any time 

by the suspension, and (2) the unfunded. past service cost at any 
time (which includes any unfunded prior normal cost and un- 

funded interest on any unfunded cost) does not exceed the un- 

funded past service cost as of the date of establishment of the 
plan (plus any additional past service or supplemental costs 
added by amendment). See P. S. No. 57, as modified by Rev- 
enue Ruling 56 — 596, supra. In the case of a profit-sharing plan, 
contributions must be recurring and substantial. See section 
1. 401 — 1(b) (2) of the Income Tax Regulations. A determination 
as to whether a suspension of contributions under a profit-sharing 
plan constitutes a discontinuance will be made upon the basis of 
all the relevant facts and circumstances of the particular case. 
If under the terms of a profit-sharing plan, authority is specifi- 
cally reserved to discontinue contributions without terminating 
the trust, the plan must also contain an appropriate provision 
for the purpose of granting fully vested rights to participants 
upon discontinuance of contributions by the employer, similar 
to a case in which actual termination of the trust occurs. See 
Revenue Ruling 56 — 596, @upi u. 

(c) ToriizxvzNEss. — Paragraph (5) of section 401(a) of the Code 
provides, in part, that a plan shall not be considered discriminatory 
within the meaning of paragraphs (8) (B) or (4) of such section 
merely because the contributions or benefits of or on behalf of the 
employees under the plan bear a uniform relationship to the total 
compensation, or the basic or regular rate of compensation, of such 
employees. However, in the case of pension and annuity plans v;hich 
are based on a salary classification, i. e. , exclusion of employees earn- 
ing less than a specified amount, such as $3, 600 or $4, 200 per annum, 
the benefits under the plan must integrate with those provided under 
the Social Security Act or similar public retirement plan. See part 
4(i) hereof. If under the benefit formula of a pension or annuity 
plan benefits are provided which bear a uniform relationship to corn- 
pensation or which do not discriminate in favor of the group with 
respect to which discrimination is prohibited. when social security 
or similar Federal or State retirement benefits are taken into account, 
the benefits and contributions are not discriminatory provided the 
plan contains adequate safeguards against discrimination in the event 
of termination of the plan or failure to meet the current costs during 
the first ten years. See paragraph (d) hereof. A pension or annuity 
plan which is not in conformance with the aforesaid does not comply 
with the requirements of paragraph (4) of section 401(a) of the Code, 
with respect to nondiscrimination as to contributions or benefits. A 
ceiling or similar limitation on the amount of benefits is not required 
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in view of the provisions of section 401(a) (5) of the Code but a plan 
under which benefits are limited may satisfy the applicable require- 
ments whereas otherwise certain essential requirements may not be 
fully met. 

(d) TERAIINATIQN RvLK. — If benefits for employees who are ofiicels) 
etc. , are funded, or substa, ntially so, because of their nearness to re- 
tirement, and benefits for other employees a, re not similarly funded 
prior to termination of the plan, the prohibited discrimination will 
result. Consequently, under the applicable circumstances, an advance 
favorable determination letter as to the qualification of a pension or 
annuity plan will not be issued unless the plan contains satisfactory 
provisions limiting the benefits from ofiicers, etc. , in the event of early 
termination of the plan. The rules for this purpose are set forth in 
Mimeograph 5717, C. B. 1944, Ml. Explanatory releases consist of 
P. S. Nos. 8, 95, 99, 81, 88, 49, 50, and M as modified by Revenue Ruling 
55 — 60, C. B. 1955 — 1, . 87. Similar rules are not applicable to stock bonus 
a, nd profit-sharing plans since acceptable allocation formulae under 
such plans are designed to preclude the prohibited discrimination 
under comparable circumstances. The requirements pertaining to 
permanency, however, are applicable to all types of plans. See part 
9 (h) hereof. 

(e) NGRMAL RETIREMENT AGE. — The normal retirement age in a pen- 
sion or annuity plan is the lowest age specified in the plan at which 
the employee has the right to retire v. ithout the consent of the em- 
ployer and receive retirement benefits based. on service to date of re- 
tirement at the full rate set forth in the plan (i. e. without actuarial or 
similar reduction because of retirement before some later specified 
age). Ordinarily, the normal retirement age under pension and 
annuity plans is 65, the same as the retirement age under the old-age 
and survivors' insurance provisions of the Social Security Act. A 
difFerent age may be specified, provided that if it is lower than 65 
it represents the age at which employees customarily retire in the 
particular company or industry and is not a device to accelerate fund- 
ing. In profit-sharing or stock bonus plans, where there is a stated 
retirement age it is merely one of several events which may be desig- 
nated as fixing the time for making distributions. Since the amount 
of the distributions is dependent upon profits, there is no definitely 
stated rate of benefits payable at such age. Consequently, the stated 
retirement age in a profit-sharing or stock bonus plan does not have 
the same significance as "normal retirement age" in a pension plan. 

(f) OPTIONAL RETIREMENT PRIOR To NORMAL RETIREMENT AGE. — 
Any reasonable optional early retirement age will generally be accept- 
able provided that, if the employer's consent is required, the value of 
the early retirement benefits does not exceed the value of tlie employee's 
vested benefits at that time. See, however, paragraph (k) below as 
to retirement for disability. If the optional early retirement age is 
earlier than 65 (60 for women), and if integration with Old Age and 
Survivors Insurance or Railroad Retirement benefits is involved (see 
part 4 (i), the benefits which depend on integration must be ap- 
propriately limited. See paragraph 9 of Mimeograph 6641, as ex- 

tended by Revenue Ruling 56 — 692, C. B. 1956 — 2, o87, or paragraph 
7 of Revenue Ruling 12, C B 1958 1y 290& 2M, whichever is applicable. 

( ) PARTIOIPATION AETER NGRMAL RETIRE&IENT AGE. — The normal (g) 
484787 ' — 58 — 11 
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retirement age is the time from which definitely determinable benefits 
under a pension plan become fixed and payable. Accordingly, an 
employee who has reached such age and has fulfilled the service re- 
quirement and other uniformly applicable provisions of the plan must 
be permitted to retire and to commence receiving the benefits payable 
thereunder. Arrangements, however, may be mutually made for con- 
tinued employment beyond normal retirement age. In such event, 

rovision may be made with respect to the treatment of the pension 
enefiits such as, for example, payment as though the employee had 

actually retired, deferment to actual retirement without increment 
for the interval between normal retirement date and actual retire- 
ment, or actuarial equivalent on actual retirement of the benefit at 
normal retirement age. Whatever provisions are made, however, must 
be uniformly applied to all participants. 

(1) Additional benefits for service after normal retirement 
age. — Provision may be made for additional benefits on account 
of service after normal retirement age provided such provision 
is uniformly applicable to all employees under similar circum- 
stances and does not result in the prohibited discrimination. In 
a unit benefit plan, the units may be continued during the time nf 
the extended service and the total computed to the time of actual 
retirement. Under a money purchase plan, the regular rate of 
contributions may continue to actual retirement. Under a fixed 
benefit plan the benefits payable at actual retirement may be the 
actuarial equivalent of those payable at normal retirement age. 

(9) Continued participation under a propt-sharing or stock 
bonus plan. — A provision for continued participation under a 
profit-sharing or stock bonus plan and for contributions to pro- 
vide additional benefits for employees who remain in employment 
beyond the stated age does not adversely afYect the qualification of 
the plan, provided, however, that such provision is uniformly 
apphed to all employees under similar circumstances and does 
not result in the prohibited discrimination. 

(ll) BASIS Ol" COMPENSATION ON WIIIOH BENEFITS ARE COMPUTED. — 
Section 401(a) (5) of the Code provides in part: "Neither shall a plan 
be considered discriminatory " "' * merely because the contribu- 
tions or benefits of or on behalf of the employees under the plan bear 
a uniform relationship to the total compensation, or the basic or reg- 
ular rate of compensation, of such employees "' * ~. " [Italics sup- 
plied. ] Thus, total compensation (which may include bonuses, 
commissions, or overtime pay), basic compensation, or regular rate 
of compensation may be used, provided that whatever is used is con- 
sistently and uniformly applicable to all participants. In this re- 
spect, attention is invited to section 1. 401 — 1(b) (8) of the Income Tax 
Regulations which provides in part: 

a plan is not for the exclusive benefit of employees in 
general if, by any device ivhatever, it discriminates either in eligibility 
requirements, contributions, or benefits in favor of employees who are 
OKcers, shareholders, persons whose principal duties consist in super- 
vising the work of other employees, or the highly compensated em- 
ployees. See section 401(a) (8), (4), and (5). " Thus, benefits com- 
puted at a, uniform rate of compensa~tion for all participants may be 
nondiscriminatory but if compensation is adjusted to favor one or a 



151 

select few the plan may become discriminatory in operation. See 
section 401(a) (5) of the Code. For example, under a 50 percent 
fixed benefit plan, a $10, 000 a year OScer who fulfills all requirements 
for retirement would be entitled to an annuity of $5, 000, but if 
shortly before retirement his compensation is increased to $20, 000 

er annum his retirement annuity computed on final salary would be 
10, 000, or 100 percent of compensation before the increase, whereas 

others ~vould only be receiving 50 percent. Section 1. 401 — 1(b) (3) of 
the Income Tax Regulations also points out: "The law is concerned 
not only with the form of a plan but also with its efi'ects in operation. 
For example, section 401(a) (5) specifies certain provisions which of 
themselves are not discriminatory. However, this does not mean that 
a plan containing these provisions may not be discriminatory in actual 
operation. " Accordingly, in any case where increases in compensation 
during the last five years of employment are taken into account for 
the purpose of computing benefits, provision is generally made that 
such benefits are to be based on compensation averaged over a period 
of at least five years. In a pension plan which provides both past 
and future service credits the past service credits may be computed 
on the average compensation for the five-year period immediately pre- 
ceding the establishment of the plan. 

(i) ADJVSTMENT OF BENEFITS DUE To INCREASES OR DECREASES IN 
CCMPENsATICN. — Consistent and uniform- bases of compensation for 
determining benefits under a plan are essential in order to preclude 
the prohibited discrimination. If benefits are based on compensation 
at the time the plan is established, a, nd if certain highly compensated 
employees are within a few years of retirement, their benefits will be 
based on the highest, or nearly the highest, compensation, while lower 
paid employees who entered the service of the employer shortly before 
the plan was established will receive benefits based on the lowest, or 
nearly the lowest, compensation. To eliminate discrimination, a 
consistent and uniform application should prevail as between both 
groups, e. g. where compensation within a few years before retire- 
ment, which includes salary increments since original employment, 
is used for the highly compensated employees, similar compensation 
should be used for the lower paid employees. Therefore, provision 
is to be made for increases in benefits when compensation on which 
benefits are computed is increased. (See Mimeograph 5677, C. B. 
1944, 820. ) Plans may also provide for decreases in benefits because 
of decreases in compensation but since the aforesaid reason is not 
applicable such provision is not required. 

(j) DISCRETION AS To PAYMENT OF BENEFITS UNDER BASIC OP- 
TIoNs. — Plans may include various modes of settlement for payment 
of benefits thereunder if under each mode of settlement the distribution 
has the same value as a distribution determined under any other mode 
of settlement provided for under the plan, and further, if, upon retire- 
ment (or event calling for a distribution in a profit-sliaring plan) 
each participant is entitled to a fully vested right in the amount which 
has been accumulated for his benefit. In an insured plan, any type of 
benefit which is provided under the options contained in the insurance 
contract is the actuarial equivalent of any other option. Conse- 
quently, discretion in the trustee to determine under which option bene- 



$ 401. ] 152 

fits will be paid does not result in the prohibited discrimination. 
Similar discretion may be provided for in a profit-sharing plan which, 
for example, permits the trustee to determine whether lump-sum or 
periodic distributions are to be ma, de in particular cases. The 
amounts distributable must be fully vested in the employee in either 
situation, and, if periodic distributions are to be made to some as 
against lump-sum pavments to others, the present value of all such 
periodic amounts payable to any employee is to be equal to the 
immediate lump-sum otherwise distributable to him. 

(k) PROVISIONS FOR DISABILITY AND HARDSHIP CASES. — Pension 
plans may contain provisions for early retirement because of dis- 
ability provided that the term "disability" is defined and the rules 
with respect thereto are uniformly and consistently applied to all em- 

ployees in similar circumstances. Provisions may also be made in 
stock bonus and profit-sharing plans for accelerated distributions 
because of hardship provided that the term "hardship" is defined, 
the rules with respect thereto are uniformly and consistently applied, 
and the distributable portion does not exceed the employee's vested 
interest. Similar provisions, however, are not permissible under a 
pension plan, since, as provided for in section 1. 401 — 1(b) (1) (i) of 
the Income Tax Regulations, such a plan is established and main- 
tained "primarily to provide systematically for the payment of defi- 
nitely determinable benefits to * * * employees over a period 
of years, usually for life, after retirement. " See Revenue Ruling 
56 — 693, C. B. 1956 — 2, 282. 

(l) Provision that benefits be based on cash s22rrender value in in- 
s22red p/ans. — If an insured plan provides that benefits shall be based 
on cash surrender values, all contracts purchased must provide uniform 
cash surrender values with respect to all employees under similar 
circumstances. 

(m) LOAN PRIviLKGKs. — Provision may be made for the granting 
of loans to participants up to the extent of their vested interests sub- 
ject to the application of specified uniform rules consistently followed. 
(It should be noted that so-called "loans" may constitute "distribu- 
tions" if there is tacit understanding between the parties that collection 
is not intended. ) 

(n) PAST SERVICE BENKI ITS IN PI ANS )VHICH CONTAIN A 411NI~IT. &I 

AGE OR SERVICE REQUIREMENT I'OR FI IGIBILITY. — A. plan which con- 
tains a minimum age or service re&luirement for eligibility and pro- 
vides for past service credits for all prior service of original, but not 
subsequent, participants ivill generally be considered objectionable 
within the purview of section 401(a) (3) (B) and (4) of the Code 
unless it can be demonstrated that such credits do not result in the pro- 
hibited discrimination. (AVhere the diA'erence is only one year, hov- 
ever, e. g. , if there is a one-year waiting period for eligibility, but 
original participants are given credit for all prior service, including 
the one-year waiting period, and net particip, . nts do not receive credit 
based on the one year, such a provision may be acceptable. ) Provision 
may, however, be made for credits on account of past services rendered 
after attainment of a specified age or completion of minimum service, 
if applied to original as well as subsequent participants. 

(o) RIGHT QF TRUsTKE To BGRRow oN INsURANcE CGNTRAUTs. — Pro- 
vision may be made granting the trustee the right to borrow against 



153 

the loan values of insurance contracts provided that in doing so the 
remaining interest of employees who are oKcers& etc. , is proportion- 
ately no greater than the interest of other employees. 

(p) EARMARKED INVESTAIKNTs. — 'iVhere amounts to be distributed 
to participants under a profit-sharing trust are measured by invest- 
ments ~vhich have been earmarked for their respective accounts, the 
trustee is to invest each participant's interest proportionately, unless 
all participants lrave the right to direct the trustee to select the type of 
investment ivith respect, to their individual sliares, 
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C 5539 
C 5677 

5717 
5985 
6020 C 
6136 (modified by Revenue Ruling 55-60) C 
6 394 C 
6641 (extended to cover integration at $4, 200 by Revenue C 

Ruling 56-692). 
I. T. RULINGS 

3350 C 

Reference 
B. 1943, 499 
B. 1944, 320 
B. 1944, 321 
B. 1946-1, 72 
B. 1946-1, 74 
B. 1947 — 1, 58 
B. 1949 — 1, 118 
B. 1951 — 1, 41 

B. 1940-1, 64 
B. 1943, 475 
B. 1943, 476 
B. 1943, 477 
B. 1944& 136 
B. 1944, 321 
B. 1944, 324 
B. 1944, 326 
B. 1950-2, 61 

54-51 
54-67 
54-152 
54-172 
54-231 
54-398 
55 — 60 
55 — 186 (modified by 
55-81 
55-276 
55-629 
55-748 
56-23 
56-267 
56-497 
56-432 
56-596 
56-633 
56-656 
56-673 
56-692 
56-693 

Revenue Ruling 56 — 596) 

12 
1 3 
33 (modified by the instant ruling) 
82 
109 
185 

C. B. 1953-1, 290 
C. B. 1953-1, 294 
C. B. 1953 — 1, 267 
C. B. 1953-1, 288 
C. B. 1953-1, 288 
C. B. 1953-2, 202 
C. B. 1954-1, 147 
C. B. 1954-1, 149 
C. B. 1954-1, 149 
C. B. 1954-1, 394 
C. B. 1954-1, 150 
C. B. 1954-2, 239 
C. B. 1955-1, 37 
C. B. 1955-1, 39 
C. B. 1955-1, 392 
C. B. 1955-1, 401 
C. B. 1955-2, 588 
C. B. 1955-2, 234 
C. B. 1956-1, 598 
C. B. 1956-1, 206 
C. B. 1956-2, 284 
C. B. 1956-2, 284 
C. B. 1956-2, 288 
C. B. 1956-2, 279 
C. B. 1956-2& 280 
C. B. 1956-2& 281 
C. B. 1956-2, 287 
C. B. 1956-2, 282 
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56-12 
56-22 

REVENUE PROCEDURES 
C. B. 1956-1, 1029 
C. B. 1956-2, 1880 

STATUS OF P. S. RELEASES 

The following list is designed to give current information as to the 
status of P. S. Releases issued under the Internal Revenue Code of 
1989, which, to the extent consistent with the Internal Revenue Code 
of 1954 and the regulations thereunder, remain effective except as 
indicated. 

STATUS 
P. S. Eo. 

10 

12 

3 1 

5 1 

18 
19 
20 

1 2 

2 2 

2 o 

27 
28 

4 8 

85 Revised 
36 
8 7 

Administrative — inapplicable as a result of action taken on P. S. 
No. 2 by Rev. Rul. 2, C. B. 1953 — 1, 484, 488. 

Administrative — revoked by Rev. Rul. 2, C. B. 1958 — 1, 484, 488. 
Outstanding. 
Outstanding. 
Applicable under Mim. 5589, C. B, 1948, 499. 
Revoked by Rev. Rul. 55 — 748, G. B. 195o — 2, 234. 
Outstanding; see, however, Mim. 6186, C. B. 1947 — 1, 58, as modified 

by Rev. Rul. 55 — 60, C. B. 1955 — 1, 87; 
Outstanding; see, however, P. S. No. 88, Oct. 7, 1944, for more 

detailed provisions. 
Outstanding, except for provision as to wartime restriction which 

is no longer applicable. 
Obsolete as a result of issuance of I. T. 4020, C. B. 1950 — 2, 61. 
Outstanding; see, however, instant ruling, Part 5(p). 
Obsolete as a result of Saalfield Publishing Co. , Ino. , 11 T. C. 756; 
Acquiescence, C. B. 1952 — 2, 8. 

Outstanding under prior law; as to current position see Income 
Tax Regulations, section 1. 401 — 8(e). 

Outstanding; see also Income Tax Regulations, section 1. 401 — 1 (d). 
Modified; see instant ruling, Part 2(i) (8). 
Obsolete as a result of new definition of "profit-sharing plan", 

Income Tax Regulations, section 1. 401 — 1(b) (1) (ii). 
Modified by Rev. Rul. 55 — 758, C. B. 1955 — 2, 587. See also Income 

Tax Regulations section 1. 401 — 1(e). 
Outstanding. 
Revoked by Rev. Rul. 54 — 898, C. B. 1954 — 2, 239. 
Obsolete as a result of issuance of I. T. 4020, C. B. 1950 — 2, 61. 
Obsolete as a result of new definition of "profit-sharing plan", In- 

come Tax Regulations, section 1. 401 — 1(b) (1) (ii). 
Outstanding; but see instant ruling, Part 5 (b) . 
Outstanding; but see instant ruling, Part 2 (i) (1) . 
Outstanding except as to provision for definite formula — see I. T. 

Regulations section 1. 401 — 1(b) (1) (ii). 
Outstanding. 
Outstanding; subject, however, to P. S. No. 57 miniruum. 
Outstanding. 
Outstanding. See also Rev. Rul. 57 — 77, page — of this Bulletin. 
Outstanding. 
Outstanding; see also I. T. 8615, C. B. 1948, 477, and current in- 

. tegration rules, Income Tax Regulations section 1. 401 — 8(e). 
Outstanding. 
Outstanding. 
Obsolete as a result of new definition of "profit-sharing plan", 

Income Tax Regulations, section 1. 401 — (b) (1) (ii). 
Outstanding under prior law; see, however, Rev. Rul. 12, C. B. 

1958-1, 290. 
Revised november 16, 1944. 
Modified by Rev. Rul. 54 — 172, C. B. 1954 — 1, 894. 
Outstanding. 
Outstanding; see also Income Tax Regulations, section 1. 401- 

1(b)(8) 



P. S. No. 

155 [$ 401. 

8 3 
3 9 
4 0 

1 4 
2 4 

5 4 

7 4 

9 4 

0 5 
51-Part A 
51-Part B 

52 

57 

8 5 
5S Revised 
59 

60 
61 

Outstanding; see also P, S. No. 8, Aug. 4, 1944. 
Obsolete as a result of issuance of I. T. 4020, C. B. 1950-2, 61. 
Obsolete as a result of new definition of "profit-sharing plan", 

Income Tax Regulations, section 1. 401 — 1(b) (1) (ii) . 
Obsolete as a result of issuance of I. T. 4020, C. B. 1950 — 2, 61. 
Outstanding. 
Outstanding. The second paragraph of P. S. No. 43 is obsolete in 

view of section 1. 403(a) — 1(a) of the Income Tax Regulations. 
Outstanding, except for Salary Stabilization provisions which are 

no longer applicable. 
Outstanding. 
Obsolete as a result of new definition of "profit-sharing plan", 

Income Tax Regulations, section 1. 401-1(b) (1) (ii). 
Outstanding, but. in part superseded by 3fetdritm i4 Fctvsmtth, 

20 T. C. 790, 806; Acq. , C. B. 1954 — 2, 5. 
See Income Tax Regulations, section 1. 6033-1(a) (3) as to pro- 

visions under Internal Revenue Code of 1954. 
See Rev. Proc. 56 — 12, Exhibit "B", C. B. 1956-1, 1029; modified, 

part 2(k) hereof. 
Outstanding. 
Outstanding. 
Outstanding under prior law; see, however, Internal Revenue 

Code of 1954, Sec. 404 (a) (3) (B) . 
Modified by Rev. Rul. 55-60, C. B. 1955-1, 37. 
Outstanding under prior law. 
Applicable to calendar vear 1942 or a fiscal year which com- 

menced in 1942. 
Not retroactive to year ending on or prior to Feb. 28, 1946; Mim. 

5985, C. B. 1946-1, 72; see also Rev. Rul. 55-640, C. B. 1955 — 2, 
231 

Outstanding. 
Outstanding, except penultimate paragraph modified by Rev. Rul. 

56-596, C. B. 1956-2, 288. 
Revised March 7, 1947. 
Reissued as Rev. Rul. 55-747, C. B. 1955 — 2, 228. 
Also published as I. T. 3847, C. B. 1947-1, 65. See also Income Tax 

Regulations section 1. 402 (a) — 1 (a) (6) (ii) . 
See Rev. Proc. 56 — 12, Exhibit "A", C. B. 1956 — 1, 1029. 
See GCM 25358, C. B. 1947 — 2, 9; inapplicable under Internal Rev- 

enue Code of 1954, Sec. 403(a) (2). 
Outstanding under prior law; See Sec. 381(c) (11) and (20) as to 

principle under 1954 Code. 
Outstanding; see also Income Tax Regulations, section 1. 402(a)- 

1(a) (5). 
Outstanding, supplemented by Rev. Rul. 55 — 681, C. B. 1955 — 2, 

5S5. 
Last paragraph obsolete as a result of Income Tax Regulations, 

section 1. 403(a) — 1(d). 
Obsolete as to distributions after Oct. 26, 1956; Income Tax Regu- 

lations, section 1. 402(a) — 1(a) (2). 
Outstanding. 
Outstanding under prior law; principle modified as a result of 

3fetdrum cf Eeirsmtth, 20 T. C. 790, 806; Acquiescence, C. B. 
1954-2, 5. 

Rev. Rul. 57-199 

A domestic trust, governed by state laws and forming part of an 
employees' pension, profit-sharing or stock bonus plan, which other- 
wise meets the qualifications of section 401(a) of the Internal 
Revenue Code of 1954, will not be denied the exemptio~ from tax 
provided by section 501(a) of the Code merely because a portion 
of the trust assets are situated in a foreign country, if the trustee 
of the domestic trust has the exclusive management and control of 
the entire trust fund and is required to withhold tax from distri- 
butions in accordance with sections 871 and 1441 of the Code. 
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The Internal Revenue Service has been asked whether a domestic 
trust, forming part of an employees' pension, profit-sharing, or stock 
bonus plan, which otherwise meets the requirements of section 401(a) 
of the Internal Revenue Code of 1054, will be denied the exemption 
from tax provided by section 501(a) of the Code if a portion of the 
trust assets are situated in a foreign country. 

A domestic corporation established a contributory pension plan for 
the benefit of. its employees. The trust forming a part of the plan was 
established under the laws of the state in which it is located and a 
domestic trust company was named as the trustee. 

The corporation also operates sales branches and warehouses in a 
foreign country where almost all of the employees are natives of that 
country and are all included in the employees' pension plan. The 
government of the foreign country requires that all contributions to 
the pension plan, with respect to employees in such country, must be 
deposited and maintained in that country. Accordingly, the trustee 
of the domestic trust opened a trust account with a trust company in 
that country. This trust account is in the name of the domestic trust 
company as trustee of the employees' yension trust and the forei~&m 
trust company acts merely as an agent in handling the funds. 

All contributions to the plan with regard to the foreign employees, 
together with interest earned thereon, are paid into and held in this 
foreign trust account. The domestic trust issues instructions for the 
purpose of investment of the funds in the foreign trust account and 
also with regard to the payment of monthly pensions to retired em- 
ployees of the corporation who are residents of the foreign country. 
No amount, is paid out of the trust account without instructions from 
the trustee of the domestic trust. Pension checks for the retired for- 
eign employees are issued by the foreign trust company and. drawn 
from the funds it holds as agent. These funds held in the foreign 
trust account are deemed a pa~rt of the domestic trust for all purposes, 
including actuarial computations, United States income tax reports, 
and the withholding of tax on distributions in accordance with sec- 
tions 871 and 1441 of the Code. 

In order for a trust. , forming part of an employees' pension, profit- 
sharing, or stock bonus plan, to be exempt from tax as provided by sec- 
tion 501(a) of the Code, it must, in addition to other qualifiications pro- 
vided by section 401(a) of the Code, be created or organized in the 
United States and it must be mainta, ined at all times as a domestic trust 
in the United States. See section 1. 401 — 1(a) (3) (i) of the Income Tax 
Regul ations. 

From the foregoing statement of facts, it is concluded. that the 
domestic trust company is trustee under the employees' pension trust 
agreement with the domestic corporation, which provides that it shall 
be governed by the laws of the state in which it is located. Title to all 
assets of the trust fund is, at all times, vested in the domestic trust com- 
pany as the trustee who has the exclusive management and control of 
the entire trust fund, even though a portion of the trust assets are situ- 
ated in a foreign country. 

Accordingly, it is held that a domestic trust, forming part of an 
employees' pension, profit-sharing, or stock bonus plan which otherwise 
meets the qualifications of section 401(a) of the Code, will not be de- 
nied the exemption from tax provided by section 501(a) of the Code 
merely because a portion of the trust assets are situated in a foreign 
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country, if title to such assets at all times is vested in the trustee of the 
domestic trust which has the exclusive management and control of the 
entire trust fund und is required to withhold tax from distributions in 
accordance with sections 871 and 1441 of the Code. 

Rev. Rul. 57 — 213 
A trust will not fail of qualification under section 401(a) of the 

10, &4 Code, if the use of any funds of a profit-sharing trust to pur- 
chase ordinary life insurance is limited by an amount which, when 
added to the total amount of the contributions and forfeitures pre- 
viously allocated to the purchase of ordiuary life insurance for the 
participant, is less than one-half of the total contributious and for- 
feitures allocated to the account of the employee. Since the test 
enunciated in Revenue Ruling 54 — 51, infra. , is in terms of the con- 
tributions and not the trust fund, earnings, capital gains and losses 
of the trust are not taken iuto account in determining the amount of 
trust funds which may be used to pay premiums on ordinary life 
insurance contracts. Also, the program of providing current life 
insurance protection in a qualified employee's profit-sharing plau 
may be continued after normal retirement date, upon continuation 
of employment by a narticipant who elects not to retire, if the above- 
stated limitation as to the proportion of funds so expendable is 
applied. 

Rev. Rul. 54 — fil, C. B. 1054-1, 147, amplified. 

Advice has been requested whether the trustees of an employees' 
qualified profit-sharing trust which was intended to comply with 
Revenue Ruling 54 — 51, C. B. 1954 — 1, 147, may use trust funds attrib- 
utable to earnings, capital gains, and forfeitures in the payment of 
premiums on life insurance contracts; and whether the program of 
providing current life insurance protection may be continued after 
normal retirement date, upon continuation of employment by a par- 
ticipant, who elects not to retire, if the limitation as to the proportion 
of trust funds so expendable is applied. 

Revenue Ruling 54 — 51, supra, holds that an investment by a profit- 
sharing trust in an ordinary life insurance contract for each insurable 
participant under the trust will be considered incidental and subordi- 
nate to the primary purpose of an employees' qualified. profit-sharing 
plan where (1) the aggregate premiums for the life insurance contract 
in the case of each participant is less than one-half of the aggregate of 
the contributions allocated to him at any particular time, and (o) the 
plan shall require the trustee to convert the entire value of the life 
insurance contract at or before retirement to provide periodic income 
so that no portion of. such value may be used to continue life insurance 
protection beyond retirement. 

Conversely, the use of 50 percent or more of the aggregate accumu- 
lated credits of participants for the purchase of the life insurance con- 
tract would have the e8ect of the plan's primarily providing life in- 
surance benefiits, which would cause the trust to fail of qualification 
under section 401(a) of the Internal Revenue Code of 1954. 

Accordingly, it is held that a trust will not fail of qualification under 
section 401(a) of the Code if the use of any funds of a profit-sharing 
trust to purchase ordinary life insurance is limited by an amount 
which, when added to the total amount of the contributions and for- 
feitures previously allocated to the purchase of ordinary life insurance 
for the participant, is less than one-half of the total contributions and 
forfeitures allocated to the account of the employee. Since the test 



enunciated in Revenue Ruling 54-51, supra, is in terms of the contribu- 
tions and not the trust fund, earnings, capital gains and losses of the 
trust are not taken into account in determining the amount of trust 
funds which may be used to pay premiums on ordinary life insurance 
contracts. It is also held that the program of providing current life 
insurance protection in a qualified employees' profit-sharing plan may 
be continued after normal retirement date, during the period of con- 
tinued employment of a participant who elects not to retire, if the 
above stated limitation as to the proportion of funds so expendable is 
applied. 

Revenue Ruling 54 — 51, supra, is accordingly amplified. 

96 CFR 1. 401 — 4: Discrimination as to contri- 
butions or benefits, 

Rev. Rul. 57 — 77 

A favorable advance determination will not be rendered in the 
case of a trust forming part of an employees' profit-sharing plan 
which provides that contributions to the trust will be used to provide 
benefits allocated in proportion to the cost of providing units of 
retirement annuities in proportion to annual compensation where 
the costs of such units are dependent upon the sex and age of the 
respective employee participants in the year of allocation and 
purchase. 

Advice has been requested whether a trust forming part of an em- 
ployees' profit-sharing plan will meet the qualifications of section 
401(a) of the Internal Revenue Code of 1954, where the employer's 
contribution to the trust will be used to provide benefits allocated 
in proportion to the cost of providing units of retirement annuities 
in proportion to annual compensation and where the costs of suCh 
units are dependent upon the sex and age of the respective employee 
participants in the year of allocation and purchase, under a deposit 
administration group annuity contract. 

An employer established a trusteed profit-sharing plan for the 
benefit of his employees. Contributions to the trust are made by the 
employer in an amount equal to ten percent of profits annually but 
limited to the amount deductible under Code. Xo contributions are 
made by the employees. Trust funds are invested by the trustee with 
an insurer under a deposit administration group annuity contract. 
Forfeitures and dividends are allocated among the remaining partici- 
pants in accordance with the allocation formula. 

The allocation formula provides two priorities as applied to each 
year independently. Under the first priority, there is allocated to 
each participant's account that proportion of the contribution which 
the cost of providing him with a monthly retirement benefit of one 
percent of the first )NO of his average monthly earnings, plus two 
percent of his average monthly earnings in excess of $850) bears to 
the total cost of providing such benefits for all participants, provided, 
however, if the annual contribution is more than su6cient to provide 
all participants with such benefits, only th;it part of the annual con- 
tribution necessary to provide such benefits shall be allocated as pro- 
vided in the first priority. Second, the remainder of the annual con- 
tribution shall be allocated to each participant in the same proportion 
as the cost of providing such participant's account with a monthly re- 
tirement benefit of one percent of his average monthly earnings bears 
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to the total cost of providing such benefits for all participants. The 
costs of all retirements benefits are dependent upon the sex and age of 
the respective employee participants in the year of allocation. 

Section 401(a) of the Code provides, among other qualifications, 
that a trust created or organized in the United States and forming 
part of a profit-sharing plan of an employer for the exclusive benefit 
of his employees, or their beneficiaries, shall constitute a qualified 
trust if the contributions or benefits provided under the plan do not 
discriminate in favor of employees who are officers, shareholders, 
supervisors, or highly compensated employees. A plan shall not be 
considered discriminatory merely because the contributions or benefits 
of or on behalf of the employees under the plan bear a uniform re- 
lationship to the total compensation, or the basic or regular rate of 
compensation of such employees. 

While there is nothing in the law, or regulations prescribed there- 
under, requiring any particular formula or method or allocating 
trust funds among the participating employees, and formula, the 
operation of which results in the prohibited discrimination, will cause 
the plan to fail of qualification. 

Section 1. 4014(a) (9) (iii) of the Income Tax Regulations states, 
in part, , that benefits in a profit-sharing plan which vary by reason 
of an allocation formula which takes into consideration years of 
service, or other factors, are not prohibited unless they discriminate 
in favor of employees who are officers, shareholders, supervisors, or 
highly compensated. This principal is recognized in I. T. 8685, C. B. 
1944, M4, which indicates a type of allocation formula which does 
not discriminate, and I. T. 8686, C. B. 1944, M6, which demonstrates 
a type of formula which does discriminate in favor of those employees 
for whom discremination should not exist. These rulings make clear 
that, in testing whether the nondiscrimination requirement is met in 
a profit-sharing plan, the criterion is the ratio which the employer 
contributions allocated to each group of employees bears to the com- 
pensation of the group, where the groupings are based upon com- 
pensation range. 

In the instant case, since the allocation formula provides for an 
apportionment of the employer contributions, forfeitures, dividends, 
etc. , in proportion to the cost of providing units of retirement annui- 
ties in proportion to compensation each year, where the costs of such 
units are dependent upon the age and sex of the respective employee 
participants, the result is that larger proportionate allocations, 
measured by current compensation, are made for older employees 
than for younger employees of the same sex. 

In the pension plan, in which contributions are allocated in accord- 
ance with the cost of proportionate benefits, the employer undertakes 
to provide definite retirement benefits in proportion to compensation 
and/or service for each employee. If contributions to the plan are 
contined as intended, each employee who fulfills the requirements will 

' receive his contemplated benefits. If the plan or contributions to it 
i should terminate prematurely, resulting in discrimination in favor 
, of the original older group of participants, a reallocation may be 
I required in accordance with the provisions of Mimeograph 5717, 
' C. B. 1944, 891, wherein the benefits of employees who are officers, 

, 

shareholders, supervisors, or highly compensated, are restricted so 
as to limit the possibility of discrimination. 
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On the other hand, in a profit-sharinq plan, since the employer 
contributions are geared to profits, there is no assurance that contri- 
butions will be continued. Therefore, there is no way of measuring 
what the ultimate retirement benefits will be, Also, there is no 
practical device, similar to Mimeograph 5717, 8vpra, to correct dis- 
crimination in event of early termination or discontinuance of con- 
tributions. It may be argued, in the instant case, that each employee 
is provided with a retirement annuity in proportion to his average 
monthly compensation for each year that a contribution is made. 
Itowever, the value of the retirement annuity purchased for the older 
employees is greatly in excess of the value to the younger employees. 
Only if the same relative contributions are continued fairly evenly 
each year is there any assurance that the ultimate benefits will take 
account of changes in compensation. 

In a pension plan in which benefits are proportionate to compen- 
sation, failure to recognize increases in compensation in providing 
benefits will cause the plan to fail of qualification for the reasons given 
in Part 5(i) of Revenue Ruling 88, C. B. 1953 — 1, 267, at page 284. 
Since, in the type of profit-sharing plan here considered, there is no 
assura~nce that increases in compensation will be recognized in pro- 
viding benefits, the benefits actually provided cannot be recognized 
as an acceptable criterion of nondiscrimination. Therefore, the alter- 
native criterion, ratio of contributions to compensation, must be used. 

Since the purpose of a profit-sharing plan is to provide for the 
participation in the employer's profits by his employees or their 
beneficiaries, it is the position of the Internal Revenue Service that 
the proper measure of discrimination is the allocation of the employer's 
contributions from profits, even though such allocated contributions 
may be accumulated for varying periods of years for employees of 
difFerent ages. In making such tests, total regular compensation is 
used. Bonuses are includible if they are a part of the regular 
compensation. 

Such a plan as here set out may qualify for a particular year but, 
in its operation, may fail to qualify in future years. Accordingly, 
it is held that a favorable aclvance determination will not be rendered 
in the case of a trust forming part of an employees' profit-sharing plan 
which provides that contributions to the trust will be used to provide 
benefits allocated in proportion to the cost of providing units of re- 
tirement annuities in proportion to annual compensation where the 
costs of such units are dependent upon the sex and age of the respective 
employee participants in the year of allocation and purchase. 

SECTION 402. — TAXABILITY OF BENEFICIARY 
OF EMPLOYEES' TRUST 

26 CFR 1. 402(a) — 1: Taxability of beneficiary Rev. Rul. 57 — 115 
under a trust which meets the requirements 
of section 401(a). 

A lump-sum distribution from an employees' qualified profit- 
sharing plan, terminated by reason of a corporation's change in 
business activity, is held to be taxable at ordinary income tax rates 
in the case of a corporate officer participant ivho, although uncom- 
pensated, continued to act in the capacity of an oiffcer and director 
for limited service. 
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Advice has been requested as to the taxability of a lump-sum dis- 
tribution from a trust forming part of an employees' profit-sharing 
plan, constituting a qualified trust under section 401(a) of the Internal 
Revenue Code of 1954, in the case of an officer-employee participant 
who, although uncompensated, continued to act in the capacity of an 
officer for limited service. 

Because a corporation efFected a sale of the assets used in the 
conduct of its busmess, discontinued all former activities, and invested 
its funds in investment securities, the employment of all employees 
of. the corporation v as terminated, and the employees' qualified profit- 
sharing plan was terminated. However, an officer-employee of the 
corporation, who is also a participant in the profit-sharing plan, 
will continue to act as an uncompensated officer and director of the 
corporation, with his services limited to attendance at director's meet- 
ings, and other services not of a substantial nature. The corporation 
was advised, by the District Director of Internal Revenue, that the 
prior qualification of the plan was not adversely affected by such 
termination. A lump-sum distribution has been made of the amounts 
standing to the credit of each participant in the trust. 

Beneficiaries of a qualified employees' trust are taxable in accord- 
ance with the provisions of section 402(a) of the Code. This section 
of the Code provides, in part, that amounts actually distributed or 
made available shall be taxable as annuities in the year in which 
received or made available, under section 72 of the Code except that 
section 72(e) (8) of the Code shall not apply. Section 402(a) (2) 
of the Code provides that if the total distributions payable under a 
qualified plan, with respect to any employee, are paid to the distributee 
within one taxable year of the distributee on account of the, employee's 
death or other separation from the service, or on account of the em- 
ployee's death after his separation from the service, then the amount 
of such payment shall be considered a gain from the sale or exchange 
of a capital asset held for more than six months. 

It is the position of the Internal Revenue Service that capital gains 
treatment of lump sum distributions from qualified profit-sharing 
plans is available only upon the complete termination of the employ- 
ment relationship. See E8tate of Frank B. Fry v. Commi8sioner, 19 
T. C. 461, affirmed 205 Fed. (2d) 517 and Revenue Ruling 56 — 214, 
C. B. 1956 — 1, 196. Thus, there must be a complete severance of all 
relationships between the employer and the employee, as such. Rendi- 
tion of services or being employed to render services and not the 
element of compensation is the determinative factor in seeking to 
establish whether or not there has been a separation Rom the service. 
The rendition of uncompensated services by the officer-employee in the 
instant case is sufficient to continue the employment relationship for 
purposes of section 402(a) (2) of the Code since there has not been a 
"separation from service" within the meaning of that section. 

Accordingly, it is held that a lump-sum distribution from an 
employees' qualified profit-sharing plan, terminated by reason of a 
corporation's change in business activity, is taxable at ordinary income 
tax rates in the case of a corporate officer-employee who, although 
uncompensated& continued to act in the capacity of an officer and 
director for limited service, 
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(Also Section 403, 1. 403 (a) — 1. ) Rev. Rul. 57 — 191 

A. pplication of the provisions of the Income Tax Regulations, 
under section 402 and section 408 of the Internal Revenue Code of 
1954, relating to the taxability of an employee for distributions 
made by a qualified trust after October 26, 1956, of individual con- 
tracts which provide life insurance protection and for premiums 
paid by an employee after October 26, 1956, for such contracts under 
a qualified nontrusteed annuity plan. 

Advice has been requested whether, under a nontrusteed annuity 
plan meeting the qualifications of section 401(a) of the Internal Rev- 
enue Code of 1954 and exempt under section 501(a) of the Code, 
premiums paid for individual contracts providing life insurance pro- 
tection are taxable to the employees according to their nonforfeitable 
rights therein. Advice has also been requested as to the tax conse- 
quences of a distribution of life insurance contracts from a similarly 
qualified plan. 

Section 1. 409(a) — 1(a) (9) of the Income Tax Regulations, relating 
to the tax consequences of the distribution of an annuity contract 
or of a life insurance contract by a trust which meets the requirements 
of section 401(a) of the Code, states that if such a trust purchases 
an annuity contract for an employee and distributes it to the employee 
in a year for which the trust is exempt under section 501(a) of the 
Code, the contract containing a cash surrender value which may be 
available to an employee by surrendering the contract, such cash sur- 
render value will not be conisdered income to the employee unless 
and until the contract is surrendered. If, however, the contract dis- 
tributed by such an exempt trust is a retirement income, endowment, 
or other life insurance contract and is distributed after October o6, 
1956, the entire cash value of such contract at the time of distribution 
must be included in the distributee's income in accordance with the 
provisions of section 402(a), except to the extent that, within 60 days 
after the distribution of such contract, all or any portion of such 
value is irrevocably converted into a contract under which no part of 
any proceeds payable on death at any time would be excludable under 
section 101(a) of the Code (relating to life insurance proceeds) . 

Section 1. 408(a) — 1(d) of the regtilations, relating to the taxability 
of a beneficiary under a qualified nontrusteed annuity plan, by rea- 
son of the purchase of contracts providing life insurance protection, 
states that if, under a qualified annuity plan, a group contract pro- 
viding permanent life insurance protection is purchased for the em- 
ployees, the same rules which are applicable when contracts providing 
life insurance protection are purchased by a trust described in section 
401(a) and exempt under section 501(a) of the Code, shall be appli- 
cable in the case of such a contract. For such rules, see section 
1. 402(a) — 1(a) (2), (3), and (4) of the regulations. Section 408(a) 
of the Code is not applicable to premiums paid after October 26, 1956, 
for individual contracts providing life insurance protection for 
employees. 

The application of these provisions of the regulations requires that 
a distinction be made between (1) an annuity contract and (9) a 
life insurance contract, 4'. e. , a contract which provides pure life insur. 

, ance protection at any time. 
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The definition of an annuity contract, within the meaning of section 
402 and section 408 of the Code, is set forth in Revenue Ruling 55 — 689, 
C. B. 1955 — 2, 280, as a contract which provides primarily for periodic 
installment paynients to the annuitant named therein and under 
which the death benefits at any time cannot exceed the larger of the 
reserve or the total premiums paid for the annuity benefits. Thus, 
in any annuity contract, there is no pure insurance protection at any 
time. The fact that the contract may provide for return of total 
premiums paid for the annuity benefits in case of death, and such total 
preiniums may exceed the reserve in the early years, will not be con- 
sidered as providing insurance protection. 

Any other type of contract which involves life contingencies is a 
life insurance contract. This includes any type of contract which 
provides pure insurance protection, ~. e. , a death benefit which at any 
time may exceed the larger of the reserve or the aggregate premiums 
paid to such time, such as a, retirement income contract, or an endow- 
ment contract, as well as an ordinary life insurance contract. The 
mere fact that such a contract may contain provisions permitting the 
application or the conversion of its reserve, or its cash value, or its 
maturity value, to provide annuity benefits does not make such a 
contract an annuity contract, unless, and until, such conversion takes 
place. Thus, while a life insurance contract may be converted into 
an annuity contract, a contract is never both at the same time. Al- 
though such terms as "life insurance — annuity, " "life insurance with 
annuity, " "annuity with life insurance, " may be used to describe 
contracts issued by life insurance companies, such contracts will be 
considered life insurance contracts for the purposes of section 402 and 
408 of the Code if they provide pure insurance protection. 

Section 1. 402(a) — 1(a) (2) of the regulations, and corresponding 
provisions of the regulations under the 1989 Code, grant a deferment 
of the inclusion in income of the value of an annuity contract dis- 
tributed by an employees' exempt trust. A similar deferment does 
not apply in the case of the distribution of an insurance contract, 
unless, within 60 days after the distribution of such contract, it is 
irrevocably converted into an annuity. The tax consequences of 
the distribution of an insurance contract by an exempt employees' 
trust before October 27, 1956, are set forth in Mimeograph 6461, C; B. 
1950 — 1, 78. The tax treatment of such a distribution made after 
October 26, 1956, is governed by the second sentence of section 
1. 402(a) — 1(a) (2) of the regulations. This sentence makes Mime- 
ograph 6461, supra, , and P. S. 66, ' dated November 10, 1950, inappli- 
cable to distributions of an insurance contract after October 26, 1956. 

The circumstances under which a distribution is made from a trust 
of a retirement income, endowment, or other life insurance contract 
after October 26, 1956, govern whether such distribution will be 
taxed as ordinary income or as a gain from the sale or exchange 
on an capital asset. The regulations state that the entire cash value 
of such contract at the time of distribution must be included in the 
distributee's income in accordance with the provisions of section 
402(a) of the Code. Thus, under some circumstances, the amount 
includible in the distributee's income in accordance with this provi- 

'Not published in the Bulletin. 
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sion of the regulations would be entitled to capital gains treatment, 
under section 402(a) (2) of the Code. See section 1. 402(a) — 1(a) (6) 
of the regulations. 

Under the provisions of section 408(a) of the Code and section 
1. 408(a) — 1 of the regulations, relating to the taxability of a benefi- 

ciary under a nontrusted qua~lified annuity plan, when an annuity 
contract is purchased by an employer for an employee under a non- 
trusteed qualified annuity plan, the employee is not required to include 
in income the amount paid for the contract at the time such amount is 
paid, but the amounts received or made available under such annuity 
contract shall be included in income for the taxable year in which 
received or made available. The first sentence of section 1. 408(a)— 
1(d) of the regulations indicates the similar deferred tax treatment 
of the portion of the premiums not applicable to current life insurance 
protection, when the employer pays premiums for a group permanent 
life insurance contract under a qualified nontrusteed annuity plan for 
his employees; however, as in the ease of a trusteed plan where con- 
tracts containing life insurance protection are purchased, the defer- 
ment ceases when there is a distribution of a contract or certificate 
providin&o life insurance protection. 

As indicated in section 1. 408(a) — 1(d) of the regulations, there is 
no deferred tax treatment under section 408(a) of the Code ivhen 
individual contracts providing life insurance protection for employ- 
ees are purchased by the employer without an intervening trust. 
The reason for this is that when an employee has a nonforfeitable 
interest is an individual insurance contract, and thus has ownership 
rights in the contract, the payment of a premium by the employer 
is tantamount to an immediate distribution to the employee-owner 
of the contract. This provision of the regulations has the effect of 
revoking the last paragraph of PS No. 65, ' dated November 10, 1950, 
with respect to premiums paid after October 26, 1956, for individual 
contracts providing life insurance protection for employees. Also, 
this provision has no reference to annuity contracts, since section 
408(a) of the Code is specifically applicable to the purchase of 
annuity contracts under a qualified annuity plan. 

Thus, premiums paid by an employer after October 26, 1956, for 
individual contracts providing life insurance protection for emplov- 
ees are includible in the employee's income to the extent of each 
employee's nonforfeitable interest therein, where there is no inter- 
vening trust. 

Bev. Rul. 57 — 260 

If a participant in an employees' qualified pension plan continues 
to work beyond the normal retirement age specified in the plan and, 
prior to such specified age, makes an irrevocable election to receive 
the total amount credited to his account under the plan only upon 
the termination of his services with his employer, the amount of his 
credits ivill not be deemed to have been made available to him until 
such time as he actually terminates his services, at ivhich time he 
will be entitled to treat the total distribution as a long-term capital 
gain. 

e ~lot published in the Bulletin. 
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Advice has been requested as to the taxability of a distribution from 
an employees' qualified pension plan where an employee continues to 
work beyond the normal retirement age and prior to reaching such 
age makes an irrevocable election to accept the total amount credited 
to his account under the plan only upon the termination of his services 
with his employer. 

Under the employees' noncontributory trusteed pension plan in the 
instant case, which has been held to meet the requirements of section 
401(a) of the Internal Revenue Code of 1954, the employer's contri- 
butions are used to purchase a life insurance policy for insurable 
employees, or an annuity for those employees who are not insurable. 
The policies mature at the normal retirement age specified in the plan, 
but the plan does not provide for compulsory retirement. When the 
policies mature, the employees must elect to accept a monthly annuity 
or receive a lump sum payment representing the total cash surrender 
value. In the instant case, an employee, who desired to continue 
working beyond the normail retirement ~age, made an irrevocable 
election, prior to reaching such age, to receive his total distributions 
payable, in a lump sum, only upon the termination of his services with 
his employer. 

Section 402(a) of the Code provides that the amount distributed or 
made available from a trust, described under section 401(a) as being 
exempt under section 501(a) of the Code, shall be taxable to the dis- 
tributee in the year in which so distributed or made available. 
Where total distributions payable with respect to any employee are 
paid to the distributee within one taxable year of the distributee on 
account of the employee's death or other separation from the service, 
or on account of the death of the employee after separation from 
service, the amount of such distribution, to the extent exceeding the 
amounts contributed by the employee, shall be considered a gain from 
the sale or exchange of a capital asset held for more than six months. 

Revenue Ruling 55-493, C. B. 1955 — 1, 41, holds that a participant's 
interest in an employees' qualified trust described in section 401(a) 
of the Code is not made available to him within the purview of section 
402(a) of the Code where there are substantial conditions or restric- 
tions on his right of withdrawal. 

Accordingly, it is held that in the c~ase of an employees' qualified 
noncontributory trusteed pension plan, where the distribution of 
benefits under the plan is made at the normal retirement age specified 
in the plan, but an employee continues to work beyoncl the specified 
retirement age ancl, prior to such age, makes an irrevocable election to 
receive, upon the termination of his service with his employer, and 
only then, the total amount credited to his account under the plan, 
the amount of his credits will not be deemed to have been made 
available to him until such time as he actually terminates his services. 
At such time, he will be entitled to treat the total distribution as a 
gain from the sale or exchange of a capital asset held for more than 
six months. 

484787' — 58 12 
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SECTION 403. — TA. XATION OF EMPLOYEE ANNUITIES 

96 CFR 1. 408 (a) — 1: Taxability of beneficiary 
under a qualified annuity plan. 

Application of the provisions of the Income Tax Regulations, re- 
lating to the taxability of an employee for premiums paid by an 
employer, after October 96, 1956, for individual contracts providing 
life insurance protection. See Rev. Rul, 57 — 191, page 162. 

SECTION 404. — DEDUCTION FOR CONTRIBUTIONS OF AN 
EMPLOYER TO AN EMPLOYEES' TRUST OR ANNUITY 
PLAN AND COMPENSATION UNDER A DEFERRED-PAY- 
MENT PLAN 

Contributions by an employer to separate and individual trusts 
each providing certain nonforfeitable unemployment and other bene- 
fits to a designated employee. See Rev. Rul. 57 — 87, page 18. 

Rev. Rul. 57 — 104 96 CFR 1. 404(a) — 1: Contributions of an em- 
ployer to an employees' trust or annuity 
plan and compensation under a deferred- 
payment plan; general rule. 

(Also Sections 61, 162. ) 
The amount paid by a taxpayer to an independent contractor 

as reimbursement for the costs of a union negotiated qualified 
pension plan for the contractor's employees constitutes ordinary and 
necessary business expense, deductible under the provisions of 
section 162(a) of the Internal Revenue Code of 1054. The con- 
tractor will be required to include in gross income, under section 
61(a) of the Code, the amount received as reimbursement for con- 
tributions paid by him to the pension trust and will be entitled to. 
a deduction, within the applicable limits of section 404(a) of the 
Code, with respect to amounts actually paid into the trust. 

Advice has been requested relative to the deductibility of amounts 
contributed to fund pension benefits when the independent contractor 
who makes the contribution to the pension trust for his employees 
is reimbursed therefor by the taxpayer for whom the independent 
contractor performs services. 

A shipowner had a contract with a stevedore contractor under which 
the stevedore contractor discharged and loaded cargoes for the ship- 
owner. Pursuant to a collective bargaining agreement, a pension plan 
and trust was established for employees of the stevedore contractor. 
The contract between the shipowner and the stevedore contractor pro- 
vided, among other things, that the shipowner reimburse the stevedore 
contractor for the a, mount required to be contributed by the stevedore 
contractor to the pension trust. 

The pension plan and the trust forming a part thereof have been 
' 

held as meeting the requirements of section 401(a) of the Internal 
Revenue Code of 1954, and the trust to be exempt from tax under 
section 501(a) of the Code. 

Section 61(a) of the Code provides that, except as otherwise pro- 
vided in subtitle A. of the Code, gross income means all income from 
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v hatever souce derived, including, among other items, gross income 
derived from business. 

In the computation of taxable income, section 162(a) of the Code 
provides for a deduction of all the ordinary and necessary expenses 
paid or incurred during the taxable year in carrying on any trade or 
business. 

Section 404(a) of the Code provides, in part, that contributions 
paid by an employer to a pension trust which is exempt under section 
501(a) shall be deductible to the extent and in the manner provided 
in section 404. 

Accordingly, it is held that the amount paid pursuant to contract 
by a shipowner to a, stevedore conti'actor as reimbursement for the 
costs of a union negotiated qualified pension plan for employees of the 
stevedore contractor constitutes a, part of the cost of the services 
rendered, and, as such, is deductible under section 162 of the 1954 
Code as an ordinary and necessary business expense. Also, the steve- 
dore contractor will be required to include in gross income, under 
section 61(a, ) of the Code, amounts received as reimbursement for 
contributions paid by him to the pension trust, but will be entitled 
to a deduction, within the applicable limits of section 404(a) of the 
Code, with respect to amounts actually paid into the trust, . 

26 CFR 1. 404(a) — 8: Contributions of an em- Rev. Rul. 57 — 165 
ployer to or under an employee's pension trust 
or annuity plan that meets the requirements 
of section 401(a); application of section 
404(a) (1). 

A transfer of property to a collective investment fund qualified 
as a section 4pl(a) trust by a participating trust forming part of a 
qualified employees' pension plan, in exchange for units of the fund, 
constitutes an "exchange" of the property by the participating trust. 
Gain or loss will result at the time the exchange takes place and 
must be taken into account by the participating trust and its grantor 
in determining, under the cost method of valuing the assets of the 
trust, (1) the extent to which benefits under the plan are then 
funded and (2) the limitation, at that time, upon currently deduct- 
ible employer contributions to such trust. 

Advice has been requested whether a qualified employees' pension 
trust, which is a participant in a collective investment fund, qualified 
as a section 401(a) trust, will be deemed to have realized a gain or 
loss, inso f ar as employer contributions f or Federal income tax 
purposes are concerned, when the trust transfers its assets to the fund 
and receives a credit in units of the fund at the time of such transfer. 

A collective investment fund is created as a trust solely for the 
purpose of providing, only to other trusts which are held to meet the 
requirements of section 401(a) of the Internal Revenue Code of 1954 
and are exempt under section 501(a) of the Code, a. means of diversify- 
ing investments to a greater extent than would otherwise be possible 
with only the funds of a single trust. The trust agreements creating 
the participating trusts and the collective investment trust meet the 
requiremens of Revenue Ruling 56 — 267, C. B. 1956 — 1, 906. 
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The declaration of trust creating the investment fund, and. each 
trust agreement creating a participating trust, provide, in part, that 
the trustee of the investment fund, at the time each participating trust 
first deposits money in the fund, may acquire for the fund any prop- 
erty of such participating trust which would then be appropriate for 
purchase by the fund. Each such acquisition shall be made at the 
then fair value of the property. Any property or asset of a participat- 
ing trust so acquired shall be exclusively owned by the trustee of the 
fund, and no participating trust shall have any individual ownership 
thereof. A trust asset when once acquired by the investment trust is 
under no circumstances required thereafter to be transferred, as such, 
or otherwise distributed, to the same participating trust. 

The declaration of trust also provides that the trustee shall credit 
to the account of each participating trust which deposits money or 
property (taken into account at its fair market value) in the fund, 
the number of units in the fund which its deposit will purchase at the 
then fair market value of each unit and that the interests of the 
several participating trusts in the fund, and in the net earnings, profits, 
and losses of the fund, shall be proportionate to the number of units 
standing to their respective credits. 

The investment trust declaration also provides that, at the inception 
of the fund, the fair market value of each unit of the fund shall be 
deemed to be $100. Annually, at a specified valuation date, the trustee 
of the fund shall determine the then fair market value of each unit 
of the fund by dividing the then fair market value of the fund as a 
whole by the number of units of the fund then allocated to participat- 
ing trusts. Units owned by a participating trust may be withdrawn 
from the fund annually and only on a valuation date. 

The employees' trusts, which have become participating trusts in 
the collective investment fund, value assets at cost for purposes of 
determining unfunded costs o~f the respective plans ance employer 
contribution limits. 

An employer's contributions under a qualified employees' pension 
plan are deductible for Federal income tax purposes as provided by 
section 404 of the Code. Subsection (a) (1) of that section imposes 
alternative limitations as to the amount deductible in any taxable 
year which depend in whole or in part upon the amount necessary to 
provide the remaining unfunded cost of past and current service 
credits of all employees under the plan. Sections 1. 404(a) — 3 to 
1. 404(a) — 6, inclusive, of the Income Tax Regulations prescribe the 
manner and extent to which an employer's contributions may be 
deducted and require that all pertinent factors must be reasonably 
recognized. 

A. collective investment fund, qualified. as a section 401 (a) trust 
under Revenue Ruling 56 — 267, sMpra, must be recognized as an entity 
separate from the participating trust. But for such qualification and 
except as it might qualify as a common trust fund under section 
584 of the Code, such an investment fund would constitute an associa- 
tion taxable as a corporation. Brooklyn TrMst Co. v. Commissioner, 80 
Fed. (2d) 865; Comvussioner v. North American Bond Trust, 199 Fed. 
(2d) 545. Thus, determination of gain or loss in the transaction 
discussed above is the same as in the case of a sale or exchange of assets 
by the participating trust to any other entity for purpose of the cost 
method of valuing assets. 
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Accordingly, it is held that a. transfer of property to a collective 
investment Fund, qualified as a section 401 (a) trust, by a participating 
trust forming part of a qualified employees' pension plan, in exchange 
for units of the fund, constitutes an "exchange" of the property by 
the participating trust. Gain or loss will result at the time the ex- 
change takes pla~ce and must be taken into account by the participating 
trust and its grantor in determining, under the cost method of valuing 
the assets of the trust, (1) the extent to which benefits under the plan 
are then funded and (2) the limitation, at that time, upon currently 
deductible employer contributions to such trust. 

Also, where it has been the administrative practice of a praticipating 
trust and its grantor, with either the express or the clearly implied 
approval of the Internal Revenue Service, to consistently value the 
assets of such trust at cost for purposes of determining the extent 
to which (1) the benefits to be provided by the trust have been funded 
and (2) the employer can make further contributions to the trust 
which are currently deductible under the authority of section 404 (a) 
of the Code, there will be no objection to the continued use by such 
trust and its grantor of the same method of valuing assets of the trust, 
including those units of the investment fund a, cquired in exchange 
for assets of the participating trust. In such case, the units of the 
collective investment fund acquired by the participating trust may, 
from the time they are acquired until withdrawn, be treated as having 
a cost basis equivalent to the fair value, at the time of the exchange, 
of the asset or assets exchanged for such units. However, every 
withdrawal by a participating trust of a unit in the fund will consti- 
tute a disposition for cash. The cash amount thus considered to be 
obtained will then take the place of the cost basis of the unit for 
purposes of determining (1) the gain or loss on such transactions and 
the extent to which benefits payable or to be paid by such trust are 
funded and (9) the extent to which the employer-grantor may make 
further currently deductible contributions to the trust. 

26 CFR 1. 404(a) 4: Pension and annuity plans; Rev. Rul. 57 — 80 
limitations under section 404(a) (1) (A) . 

The limitation of deductions for contributions, to a qualified 
employees' pension plan, to five percent of the nondeferred compensa- 
tion of all employees who are under the trust in the taxable year, 
under the trust in the taxable year, under subparagraph (A) of 
section 404(a) (1) of the Internal Revenue Code of 1M4, may be ap- 
plied even where it exceeds the limitation under subparagraph (C) 
of that section, provided it does not exceed the unfunded cost of past 
service credits as of the beginning of the year plus the nornial cost of 
the plan for the year. The application of the limitation under sub- 
paragraph (A), v here the subparagraph (C) limitation has been 
used in prior years, is acceptable. 

Advice has been requested whether an employer may deduct con- 
tributions to a qualified employees' pension plan, to the extent of the 
applicable limitation under subparagraph (A) of section 404(a) (1) of 
the Internal Revenue Code of 1954, even though it would result in 
allowable deductions greater than the limitation under subparagraph 
(C) of that section. 
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Subparagraph (A) of section 404(a) (1) of the Code provides, in 
part, that an employer may deduct contributions paid to a pension 
plan in an amount not in excess of five percent of the compensation 
paid or accrued during the taxable year to all the employees under the 
trust. Ifowever, the amount deductible is subject to reduction upon 
specific findings by the Commissioner. 

Alternatively, subparagraph (C) of section 404(a) (1) of the Code 
provides, in part, that the amount deductible shall be limited to the 
sum of the normal cost of the plan plus an amount not in excess of ten 
percent of the cost which would be required to completely fund or 
purchase the past service pension or annuity credits as of the date 
when they are included in the plan. 

Section 1. 404(a)-4 of the Income Tax Regulations states that the 
five percent limitation, provided by section 404(a) (1) (A) of the 
Code, applies to the initial year and to each subsequent year for which 
the five percent figure is not reduced as provided below. For years 
to which the initial five percent limitation applies, no adjustment on 
account of prior experience is required. If the contributions do not 
exceed the initial five percent limitation in the first taxable year to 
which this limitation applies, the taxpayer need not submit actuarial 
data for such year. For the first taxable year following the first year 
to which the initial five percent limitation applies, and for every fifth 
year thereafter, or more frequently where preferable to the taxpayer, 
the taxpayer shall submit with his return an actuarial certification 
of the amount reasonably necessary to provide the remaining un- 
funded cost of past and current service credits of all employees under 
the plan with a statement explaining all the methods, factors, and. 
assumptions used in determining such amount. The District Director 
of. Internal Revenue will make periodical examinations of such data 
at not less than five year intervals. Based upon such examinations, the 
Commissioner will reduce the limitation under section 404(a) (1) (A) 
of the Code below the five percent limitation for the years with- respect 
to which he finds that the five percent limitation exceeds the amount 
reasonably necessary to provide the remaining unfunded cost of past 
and current service credits of all employees under the plan. It is also 
stated that deductions are allowable to the extent of the applicable 
limitations under section 404(a) (1) (A) of. the Code even where 
these are greater than the a, pplicable limitations under section 
404(a) (1) (B) or section 404(a) (1) (C) of the Code. 

Accordingly, the limitation of deductions under subparagraph (A) 
of section 404(a) (1) of the Code to five percent of the nondeferred 
compensation of all employees, who are under the trust in the taxable 
year, may be applied even where it may exceed the limitation under 
subparagraph (C) of that section, provided it does not exceed the 
unfunded past service cost as of the beginning of the year plus the 
normal cost of the plan for the year. In applying this limitation, the 
compensation of any employee who is not a potential beneficiary of the 
plan may not be included. Thus, if the e8ect of onset provisions in the 
benefit formula would, on the basis of projecting the employee's earn- 
ing rate to his retirement date, eliminate any net benefits under the 
plan for him, or if, because of the circumstances of his age and service, 
it would be impossible for him to qualify for benefits under the plan, 
his compensation cannot be included for the purpose of applying the 
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limitation. In no event are deductions allowable for contributions to the extent that they, together with other assets of the fund, result in overfunding the cost of service credits up to the end of. the taxable year, since to such extent they do not constitute ordinary and necessary expenses under section 162 of the Code. It is also held that the application of the limitation under sub- 
paragraph (A) of section 404(a) (1) of the Code, where the sub- 
paragraph (C) limitation of. that section has been used in prior years 
is acceptable. This ruling shall not be construed as authorizing or 
approving increased deductions under the limitation of subparagraph 
(A) for any year for which the employer's income tax return has been 
filed and for which the deduction has been computed under the limi- 
tation of. subparagraph (C). See section 1. 404(a) — 8(c) of the 
regulations. 

26 CFR 1. 404(a) — 10: Profit-sharing plan of 
an afliliated group; application of' sec- 
tion 404(a) (3) (B). 

Deductibility of payments under an employees' cash payment profit- 
sharing incentive plan of a corporation and its wholly owned subsidi- 
ary. bee Rev. Rul. 57 — 88, page 88. 

SUBCHAPTER E. — ACCOUNTING PERIODS AND METHODS 
OF ACCOUNTING 

PART I. — ACCOUNTING PERIODS 

SECTION 441. — PERIOD FOR COMPUTATION OF 
TAXABLE INCOME 

Rev. Rul. 57 — 51 

The trustee of a revocable trust had, since the inception thereof, 
filed Forms 1041, U. S. Fiduciary Income Tax Return, as information 
returns on behalf of the trust on a calendar year basis. The grantor 
reported the income with respect to the trust and paid the tax thereon. 
Upon the death of the grantor, when the trust became irrevocable, the 
trustee desired to file returns for the trust on a fiscal year basis. Held, 
upon the death of the grantor the trust became a separate entity for 
Federal income tax purposes for the first time and hence a neio tax- 
payer. Therefore, the trustee may elect to file the $~8t return for the 
trust either on the basis of a calendar year or a fiscal year without the 
consent of the Commissioner, provided it fulfills the other require- 
ments of a taxpayer filing its first return. For tax purposes, the 
existence of' the trust in this case, prior to the time it became irrevoc- 
able, is ignored. 

Revenue Ruling 56 — 874, C. B. 1956 — 2, 206, holding that an em- 

ployee trust, having an established fiscal year of a~ccounting for 
filing its required annual return, must obtain prior approval to 
change its accounting period is distinguishable m that such trust 
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was a taxable entity and was a taxpayer because it was subject to tax. 
Although a taxable entity, it was exempt from taxation by other 
provisions of the Code. 

26 CFR 1. 441: Statutory provisions; period T. D. 6226 ' 
for computation of taxable income. 

(Also Sections 442, 443; 1;442, 1. 443. ) 
TITLI: 2G — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 

Ib;CohfE TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 81, 1958 

Regulatious under sections 441, 442, and 448 of the Internal 
Revenue Code of 1954. 

DEPARTMENT OF THE TREASURY) 
OrrIGE OI' THE COMMISSIONER OF INTERNAL REVENUE) 

Wa8hington 8b, D. C. 
To Opcerg and Efnployeeg of the Enterna/ Revenue Servt'ce and Others 

Concerned: 
On October 12, 1956, notice of proposed rulemaking with respect to 

regulations under subchapter E, part I (relating to accounting 
periods), of the Internal Revenue Code of 1954, was published in the 
Federal Register (21 F. R. 7798). After consid. eration of all such 
relevant matter as was presented by interested persons regarding the 
rules proposed, the regulations as so published have been modified and 
are hereby adopted as set forth below: 

TABLE OF CONTENTS 
Sec. 
1. 441 Statutory provisions; period for computation of taxable income. 
1. 441 — 1 Period for computation of taxable income. 
1. 441 — 2 Election of year consisting of 52 — 58 weeks. 
1. 442 Statutory. provisions; change of annual accounting period. 
1. 442 — 1 Change of annual accounting period. 
1. 448 Statutory provisions; returns for a period of less than 12 months. 
1. 448 — 1 Returns for periods of less than 12 months. 

AvTHORITY: $$ 1. 441 to 1. 448 — 1 incl. , issued under sec. 7605, I. R. C, 1954; 
68 A Stat. 917; 26 U. S. C. 7805. 

The following regulations are hereby prescribed under sections 441, 
442, and 443 of the Internal Revenue Code of 1954. Except as other- 
wise stated in the regulations, the rules are applicable for taxable 
years beginning af ter December 31, 1958, and ending af ter 
August 16, 1954: 

ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

Accounting Periods 

$ 1. 441 STATUTGRY PRovIsIGNs: PERIQD FQR CGMPUTATIGN OF TAx- 
ABLE INGOME. 

SEC. 441. PERIOD FOR COMPUTATION OF TAXABLE INCOME. 
(a) CoMrvTATzoN os' TAxAELE INcohtE. — Taxable income shall be 

computed on the basis of the taxpayer's taxable year. 

i The publication of this Tres. sury Decision in 22 F. R. 1287, dated March 1, 1957, con- 
tains (1) a series of instructions modifving the notice of proposed rule mahing published 
in 21 F. R. 7798, dated October 12, 195(i, and (2) the full context of the regulations with 
such modiQcations. As here published, the Treasury Decision reflects the full context of 
such regulations, with modifications. The individual instructions have been omitted. 
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(b) TAXABI. E YEAR. — For purposes of this subtitle, the term "tax- 
able year" means— 

(1) The taxpayer's annual accounting perio&l, if it is a calendar 
ye:&I or a fiscal year; 

(2) The calendar year, if subsection (g) applies; or 
(8) The period for Ivhich tire return is made, if a return is made 

for a period of less than 12 months. 
(c) ANNDAI. AccovNTING IERIon. — For purposes of this subtitle, the 

term "annual accounting period" means the annual period on the basis 
of Ivhich the taxpayer regularly computes his income in keeping his 
books. 

(d) CALENDAR YEAR. — For purposes of this subtitle, the term "calen- 
dar year" means a period of 12 months ending on December 81. 

(e) FIscAI. Yr. &. R. — For purposes of this subtitle, the term "iiscal year" 
means a period of 12 months ending on the last day of any month other 
than December. In the case of any taxpaver Ivho has made the election 
provided by subsection (f), the term means the annual period (varying 
from 52 to 58 weeks) so elected. 

(f) ELEcTIoN 0F YEAR coNsIsTING oF 52 — 53 WEEKs— 
(1) GENERAL RULE. — A taxpayer who, in keeping his books, regu- 

larly computes his income on the basis of an annual period which 
varies from 52 to 58 weeks and ends always on the same day of the 
week and ends always— 

(A) On whatever date such same day of the week last oc- 
curs in a calendar month, or 

(B) On whatever date such same day of the week falls which 
is nearest to the last day of a calendar month, 

may (in accordance with the regulations prescribed under para- 
graph (8) ) elect to compute his taxable income for purposes of this 
subtitle on the basis of such annual period. This paragraph shall 
apply to taxable years ending after. the date of the enactment of this 
title. 

(2) sPEcIAL RcLEs FQR 52 — 53-WEEK YEAR- 
(A) EFFEOTIYE DATEs. — In any case in which the effective 

date or the applicability of any provision of this title is ex- 
pressed in terms of taxable years beginning or ending with 
reference to a specified date which is the first or last day of a 
month, a taxable year described in paragraph (1) shall (except 
for purposes of the computation under section 21) be treated- 

(i) As beginning with the first day of the calendar month 
beginning nearest to the first day of such taxable year, or 

(ii) As ending with the last day of the calendar month 
ending nearest to the last day of such taxable year, 

as the case may be. 
(B) cHANGE IN AccocNTING PERIQD. — In the case of a change 

from or to a taxable year described in paragraph (1)— 
(i) If such change results in a short period (within thc 

meaning of section 448) of 85fi davs or more, or of less 
than I days, section 448 (b) (relating to alternative tax 
computation) shall not apply; 

(ii) If such change results in a short period of less than 
7 days, such short period shall, for purposes of this sub- 

title, be added to and deemed a part of the following tax- 
able year; and 

(iii) If such change results in a short period to which 
subsection (b) of section 448 applies, the taxable income for 
such short period shall be placesl on an anrrual basis for 
purposes of such subsection by multiplying such income by 
865 and dividing the result by the number of days in the 
short period, and the tax shall be the same part of the tax 
coml&uted on the annual basis as the number of days in the 
short period is of 86r5 days. 

(8) REGvLATIovs. — The Secretar'y or his delegate shall prescribe 
such regulations as he deems necessary for the application of this 
subsection. 
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(g) N'o BOOKS KEPT; No AccoUNTING PERIoDs. — Except as provided 
in section 443 (relating to returns for periods of less than 12 months), 
the taxpayer's taxable year shall be the calendar year if— 

(1) The taxpayer keeps no books; 
(2) The taxpayer does not have an annual accounting period; or 
(3) The taxpayer has an annual accounting period, but such 

period does not qualify as a fiscal year. 

f 1. 441 — 1 PKRICD FoR CCMPUTATIDN oF TAZABLE INcoME. — (a) 
Computation of t~able income. — Taxable income shall be computed 
and a return shall be made for a period known as the "taxable year. " 
For rules relating to methods of accounting, the taxable year for which 
items of gross income are included and deductions are taken, inven- 
tories, and adjustments, see sections 446 to 482, inclusive, and the 
regulations thereunder. 

(b) Taxable year. — (1) The term "taxable year" means- 
(i) The taxpayer's annual accounting period, if it is a calendar 

year or a fiscal year; 
(ii) The calendar year, if section 441(g) (relating to tax- 

payers who keep no books or have no accounting period) applies; 
or 

(iii) The period for which the return is made, if the return 
is made under section 448 for a period of less than 12 months, re- 
ferred to as a "short period. " 

(2) A. taxable year may not cover a period of more than 12 calendar 
months except in the case of a 52 — M-week taxable year. See I) 1. 441 — 2. 

(8) A new taxpayer in his first return may adopt any taxable year 
which meets the requirements of section 441 and this section without 
obtaining prior approval. The first taxable year of a new taxpayer 
must be adopted on or before the time prescribed by law (not includ- 
ing extensions) for the filing of the return for such taxable year. 
However, for rules applicable to the adoption of a taxable year by 
a partnership, see $ 1. 442 — 1(b) (2), section 706(b), and $ 1. 706 — 1(b). 
For rules applicable to the taxable year of a member of an afRliated 
group which makes a consolidated return, see f 1. 1502 — 14 and 
f 1. 442-1(d). 

(4) After a taxpayer has adopted a calendar or a fiscal year, he 
must use it in computing his taxable income and making his returns for 
all subsequent years unless prior approval is obtained from the Com- 
missioner to make a change or unless a change is otherwise permitted 
under the internal revenue laws or regulations. See section 442 and 
) 1. 442 — 1. For rules applicable to changes in taxable years of partners 
and partnerships, see also section 706(b) and $ 1. 706 — 1 (b). 

(c) Annual accounting period. — The term "annual accounting 
period" means the annual period (calendar year or fiscal year) on 
the basis of which the taxpayer regularly computes his income in 
keeping his books. 

(d) Calendar year. — The term "calendar year" means a period. of 
12 months ending on December 31. A taxpayer who has not estab- 
lished a fiscal year must make his return on the basis of a calendar 
year. 

(e) Ei8cel year. — (1) The term "fiscal year" means- 
(i) A period of 12 months ending on the last day of any month 

other than December, or 
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(ii) The 52 — 58-week annual accounting period, if such period has been elected by the taxpayer. 
(2) A fiscal year wi]1 be recognized only if it is established as the annual accounting period of the taxpayer and only if the books of the 

taxpayer are kept in;iccor&l ance with such fiscal year. 
(f) E/ection of year consisting of M — 88 n ee)es. — For rules relating 

to the 52 — 58-week taxable year, see ( 1. 441 — 2. 
(g) cV0 booIe8 7eept; no acconnting period. — Except in the case 

of a short period under section 448, the taxpayer's taxable year shall 
be the calendar year if— 

(1) The taxpayer keeps no books; 
(2) The taxpayer does not liave an annual accounting period 

(as defined in section 441 (c) and paragraph (c) of this section); 
or 

(3) The taxpayer lias an annual accounting period, but such 
period does not qualify as a fiscal year (as defined in section 
441 (e) and paragraph (e) of this section) . 

For the purposes of subparagraph (1) of this paragraph, the keeping 
of books does not require that records be bound. Records which are 
sufBcient to refiect income adequately and clearly on the basis of an 
annual accounting period will be regarded as the keeping of books. 
A. taxpayer whose taxable year is required to be a calendar year under 
section 441 (g) and this paragraph may not adopt a fiscal year without 
obtaining prior approval from the Commissioner since such adoption 
is treated as a change of annual accounting period. See section 442 
and $ 1. 442-1 (a) (2) . 

$ 1. 441 — 2 ELEGTIQN oF YEAR CoNsIsTING oF M — 58 WEEKS. — (a) 
General nile. — Section 441 (f) provides, in general, that a taxpayer 
may elect to compute his taxable income on the basis of a fiscal year 
which— 

( 1) Varies from 52 to 58 weeks. 
2) Ends always on the same day of the week, and 
8) Ends always on- 

(i) Whatever date this same day of the week last occurs in 
a calendar month, or 

(ii) Whatever date this same day of the week falls which 
is nearest to the last day of the calendar month. 

For example, if the taxpayer elects a taxable year ending always on 
the last Saturday in November, then for the year 1056, the taxable 
year would encl on ~W ovember 24, 1956. On the other hand, if the tax- 
payer had elected a taxable year ending always o'n the Saturday 
nearest to the end of November, then for the year 1956, the taxable 
year would end on December 1, 1956. Thus, in the case of a taxable 
year described in (8) (i), the year ~i ill always end within tlie month 
and may eiid on the last day of the month, or as many as six days 
before the encl of the month. In the case of a taxable year described 
in (3) (ii), the year may end on the last day of the month, or as many 
as three days before or three days after the last day of the month. 

(b) &pplicatio~ of eff'ective dates. — (1) For the purpose of deter- 
mining the effective date for the applicability of any provision of this 
title which is expressed in terms of taxable years beginning or ending 

with re erenc e to the first or last day of a specified calendar month, 
including d'ng the time for filing returns and other documents, paying tax, 
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or performing other acts, a 52 — 58-week taxable year is deemed to begin 
on the first day of the calendar month beginning nearest to the first day 
of the 52 — 58-week taxable year, and is deemed to end or close on the 
last day of the calendar i»onth ending nearest to the last day of the 
52 — 58-week taxable year, as the case may be. The preceding sentence 
does not apply to the coinputation of tax if subparagraph (2) of this 
paragraph, relating to the computation under section 21 of the efFect 
of changes in rates of tax during a taxable year, applies. The provi- 
sions of this subparagraph may be illustrated by the following 
examples: 

Encamp/e (1). Assume that an income tax provision is applicable 
to taxable years beginnig on or after January 1, 1957. For that pur- 
pose a 52 — 58-week taxable year beginning on any day within the 
period December 26, 1956, to January 4, 1957, inclusive, shall be treated 
as beginning on January 1, 1957. 

Examp/e (8). Assume that an income tax provision requires that 
a return must be filed on or before the 15th day of the third month 
following the close of the taxable year. For that purpose, a 52-58- 
week taxable year ending on any day during the period May 25 to 
June 8, inclusive, shall be treated as ending on May 81, the last day 
of the month ending nearest to the last day of the taxable year, and the 
return, therefore, must be made on or before August 15. 

(2) If a change in the rate of tax is efFective during a 52-58-week 
taxable year (other than on the first day of such year as determined 
under suybparagraph (1) of this paragraph), the tax for the 52 — 58-week 
taxable year shall be computed in accordance with section 21, relating 
to efiect of changes, and the regulations thereunder. For the purpose 
of the computation under section 21, the determination of the number 
of days in the period before the change, and in the period on and after 
the change is to be made without regard to the provisions of sub- 
paragraph (1) of this paragraph. The provisions of this subparagraph 
may be illustrated by the following examples: 

Examp/e (1). Assume a change in the rate of tax is efFective for 
taxable years beginning after June 80, 1956. For a 52 — 58-week taxable 
year beginning on Wednesday, Noveniber 2, 1955, the tax must be com- 
puted on the basis of the old rates for the actual number of days, from 
November 2, 1955, to June 80, 1956, inclusive, and on the basis of the 
new rates for the actual number of days from July 1, 1956, to Tuesday, 
October 80, 1956, inclusive. 

Encamp/e (8). Assume a change in the rate of tax for taxable years 
beginning after June 80. For this purpose, a 52 — 58-week taxable 
year beginning on any of the days from June 25 to July 4, inclusive, 
is treated as beginning on July 1. Therefore, no computation under 
section 21 will be required for such year because of the change in rate. 

(c) Adoption of or chanc/e to or from 59 — 58-mee/c tata//e year. — 
1) A new taxpayer may adopt the 52 — 58-week taxable year for his 
rst taxable year if he keeps his books and computes his income on 

that basis, or if he conforms his books accordingly in closing them. 
The taxpayer must thereafter keep his books and report his incoine 
on the basis of the 52 — 58-week taxable year so adopted unless prior 
approval for a change is obtained from the Commissioner. See sub- 
paragraph (4) of this paragraph. The taxpayer shall file with his 
return for his first taxable year a statement containing the informa- 
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required in subparagraph (8) of this paragraph. & new]y- ormed partnership may adopt a M — 58-week taxable year without t ie permission of the Commissioner only if such a year ends either with reference to the same month in which the taxable years of all its pri»cipal partners end or with reference to the month of December. bee g 1. 706-1 (b) ( 1) . 
(2) A taxpayer, including a partnership, may change to a 52 — 58- 

week taxable year without tice permission of the Commissioner if the 
52 — 58-week taxable year ends with reference to the end of the same 
calendar month as that in which the former ta, xable year ended, and 
if the taxpayer l-ceps his books and computes his income for the year 
of change on the basis of such 52 — 58-week taxable year, or if he 
conforms his books accordingly in closing them. The taxpayer must 
continue to keep his books and compute his income on the basis of 
such 52 — 58-week taxable year unless prior approval for a change is 
obtained. See subparagraph (4) of this paragraph, The taxpayer 
shall indicate his election to change to such 52 — 58-week taxable year 
by a statement filed with his return for the first taxable year for which 
the election is made. This statement shall contain the information 
required in subparagraph (8) of this paragraph. 

(8) The statement referred to in subparagraphs (1) and (2) of 
this paragraph shall contain the following information: 

(i) The calendar month with reference to which the new 
52 — 58-week taxable year ends; 

(ii) The day of the week on which the 52 — 58-week taxable 
year always will end; and 

(iii) Whether the 5o~58-week taxable year will always end on 
(a) the date on which such dav of the week falls in the calendar 
month, or ( 5 ) on the date on which such day of the week falls 
which is nearest to the last day of such calendar month. 

(4) Where a taxpayer wishes to change to a M — 58-week taxable year 
and, in addition, wishes to change the month with reference to which 
the taxable year ends, or where a taxpayer wishes to change from a 
M — 58-week taxable year, he must obtain prior approval from the 
Commissioner, as provided in section 442 and $ 1. 442 — 1. 

(5) If a change from or to a M — 58-v eek taxable year results in a 
short period (within the meaning of section 448) of 859 days or more, 
or six days or less, the tax computation under section 448 (b) shall not 
apply. If the short period is 859 days or more, it shall be treated as a, 

full taxable year. If the short period is six days or less, such short 
period is not a separate taxable year but shall be added to ~and deemed 
a part of the following taxable year. (In the case of a change from 
or to a M — 58-week taxable year not involving a change of the month 
with reference to which the taxable year ends, the tax computation 
under section 448 (b) does not apply since the short period will always 
be 859 days or more, or six days or less. ) In the case of a short period 
which is more than six days, but less than 859 days, taxable income 
for the short period shall be placed on an annual basis for the purpose 
o f section 448 (b) by multiplying such income by 865 and dividing the 
result by the number of days in the short period. In such case, the tax 
for the short period shall be the same part of the tax computed on such 

income laced on an annual basis as the number of days in the short 
pmerjod js of 865 days (unless section 448 (b) (2) and $ 1. 448 — 1 (b) (2) 
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relating to the alternative tax computation, apply). For adjustment 
in deduction for personal exemption, see section 448 (c) and 

$ 1. 448-1(b) (1) (v). 
(6) The provisions of subparagraph (5) are illustrated by the fol- 

lowing examples: 
Examp/e (1). A taxpayer having a fiscal year ending April 80 

elects for years beginning after April 80, 1955, a M — 58-week taxable 
year ending on the last Saturday in April. This election involves a 
short period of 864 days, from May 1, 1955, to April 28, 1956, inclusive. 
Since this short period is 359 days or more, it is not placed on an annual 
basis and is treated as a full taxable year. 

Example (8). Assume the same conditions as in example (1), 
except that the taxpayer elects for years beginning after April 80, 
1955, a taxable year ending on the Tuesday nearest to April 80. This 
election involves a short period of three days, from May 1 to May 8, 
1955. Since this short period is less than seven days, tax is not sep- 
arately computed for it. This short period is added to and deemed 
part of the following 52-week taxable year which would otherwise 
begin on May 4, 1955, and end on May 1, 1956. Thus, that taxable 
year is deemed to begin on May 1, 1955, and end on May 1, 1956. 

(d) Oornpufation of taxable income. — The principles of section 451, 
relating to the taxable year for inclusion of items of gross income, 
and section 461, relating to the taxable year for taking deductions, 
are generallv applicable to 52 — 58-week taxable years. Thus, items of 
income and deductions are determined on the basis of a M — 58-week 
taxable year, except that such items may be determined as though 
the 52 — 58-week taxable year were a taxable year consisting of 12 cal- 
endar months if such practice is consistently followed by the tax- 
payer and if income is clearly reflected thereby. In the case of de- 
preciation, unless some other practice is consistently followed, the 
allowance shall be determined as though the M — 58-week year were a 
taxable year consisting of 12 calendar months. Amortization deduc- 
tions for the taxable year shall be determined as though the 52 — 58- 
week year were a taxable year consisting of 12 calendar months. 

(e) Taxable years beginning before J'anuary 1, 195$, and ending 
after August, 16', 1M'. — Pursuant to section 7851(a) (1) (C), the regu- 
lations prescribed in this section relating to taxable years consisting 
of. M — 58 weeks shall also apply to taxable years beginning before 
January 1, 1954, and ending after August 16, 1954, which years are 
subject to the Internal Revenue Code of 1989. 

$ 1. 442 STATUTQRY' PRovIsIQNs) CHANGE oF ANNUAL AccoUNTING 
PERIOD. 

SKC. 442. CHANGE OF ANNUAL ACCOUNTING PERIOD. 
If a taxpayer changes his annual accounting period, the new account- 

ing period shall become the taxpayer's taxable year only if the change 
is approved bv the Secretary or his delegate. For purposes of this 
subtitle, if a taxpayer to whom section 441(g) applies adopts an annual 
accounting period (as defined in section 441(c) ) other than a calendar 
year, the taxpayer shall be treated as having changed his annual ac- 
counting period. 

$ 1. 442 — 1 (a) CHANGE OF ANNVAL ACCOUNTING PERIOD. — (1) In gen- 
era/. — If a taxpayer wishes to change his annual accounting period 
(as defined in section 441(c) ) and adopt a new taxable year (as de- 
fined in section 441(b) ), he must obtain prior approval from the Com- 
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m»»oner by application, as provided in paragraph (b) of this section, » the change must be authorized under the Income Tax Regu]ations. 
new taxpayer who adopts an annual accounting period as provided » ~~ction 441 and $( 1. 441-1 or 1. 441 — 2 need not secure the permis- »on « the Commissioner under section 442 and this section. IIow- 

ever, see subparagraph (2) of this paragraph. For adoption of and 
changes «or «om a 52 — 58-week taxable year, see section 441(f) and 
&1441-2; «r adoption of and changes in the ta~xable years of partners 
and partnerships, see paragraph (b) (2) of this section, section 
706 (b) y and $ 1. 706 — 1 (b); for special rules relating to certain cor- 
porations, subsidiary corporations, and newly married couples, see 
paragraphs (c), (d), and (e), respectively, of this section. 

(2) Taxpayers to vihom section Ql(g) applies. — Section 441(g) 
provides that if a taxpayer keeps no books, does not have an annual 
accounting period, or has an accounting period which does not meet 
the requirements for a fiscal year, his taxable year shall be the calendar 
year. If section 441(g) applies to a taxpayer, the adoption of a fiscal 
year mill be treated as a change in his annual accounting period under 
section 442. Therefore, such fiscal year can become the taxpayer's 
taxable year only with tahe approval of the Commissioner. Approval 
of any such change will be denied unless the taxpayer agrees in his 
application to establish and maintain accurate records of his taxable 
income for the short period involved in the change and for the fiiscal 
year proposed. The keeping of records which adequately and clearly 
refiect income for the taxable year constitutes the keeping of books 
within the meaning of section 441(g) and $ 1. 441 — 1 (g). 

(b) Prior approval of the Cornmissiorier. — (1) 1n qeneraL — In 
order to secure prior approval of a change of a taxpayer's annual 
accounting period, the taxpayer must file an application on Form 1128 
with the Commissioner of Interna'l Revenue, Washington 25, D. C. , on 
or before the last day of the month following the close of the short 
period for which a return is required to efFect the change of accounting 
period. In general, a change of. annual accounting period will be ap- 
proved where the ta~xpayer establishes a substantial business purpose 
for making the change. In determining whether a taxpayer has 
established a substantial business purpose for making the change, 
consideration will be given to all the facts and circumst~ances relating 
to the change, including the tax consequences resulting thereform. If 
the efFect of the change is to defer a substantial portion of the tax- 
payer's income, or to shift a substantial portion of deductions, from 
one year to another so as to reduce substantially the tax liability of 
the taxpayer, the change will ordinarily not be approved. Further, 
approval will ordinarily be denied if the efFect of the change is to 
cause a similar deferral or shifting in the case of another taxpayer, 
such as a partner, beneficiary, etc. , so as to reduce substantially such 
other taxpayer's tax liability. In addition, a change ivill ordinarily not 
be approved if the short period resulting from the change is one in 
which there is a net operating loss. Among the non-tax factors that 
will be considered in determining whether a substantial busiiiess pur- 
pose has been established is the e[Fect of the change on the taxpayer's 
annual cycle of business activity. However, even though a, substantial 
business purpose is not established, the Commissioner in appropriate 
cases may permit, a husband and irife to change his or her taxable 
year in order to secure the benefits of section 2 (relating to tax in 
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case of joint return). See paragraph (e) of this section for special rule 
for newly married couples. 

(2) Partnership@ and partners. — (i) A newly formed partnership 
may adopt a taxable year which is the same as the taxable year of all 
its principal partners (or is the same taxable year to which its prin- 
cipal partners who do not have such taxable year concurrently 
change) without securing prior approval from the Commissioner. If 
all its principal partners are not on the same taxable year, a newly 
formed partnership may adopt a calendar year without securing prior 
approval from the Commissioner. If a newly formed partnership 
wishes to adopt a taxable year that does not qualify under the pre- 
ceding two sentences, the adoption of such year requires the prior 
approval of the Commissioner in accordance with section 706(b) (1) 
and $ 1. 706 — 1(b). An existing partnership may change its taxable 
year without securing prior approval from the Commissioner if all 
its principal partners have the same taxable year to which the partner- 
sliip changes, or if all its-principal partners who do not have such a 
taxable year concurrently change to such taxable year. In any other 
case, an existing partnership may not change its taxable year unless 
it secures the prior approval of the Commissioner in accordance with 
paragraph (b) (1) of this section and section 706 (b) (1) and 
3 1. 706-1(b). 

(ii) A partner may change his taxable year only if he secures the 
prior approval of the Commissioner in accordance with paragraph 
(b) (1) of this section. 

(c) 8pec4l rule for certain corporations. — (1) A corporation may 
change its annual accounting period without the prior approval of 
the Commissioner if all the conditions in subparagraph (2) of this 
paragraph are met, and if the corporation files a statement with the 
district director of internal revenue with whom the returns of the 
corporation are filed at or before the time (inc'luding extensions) for 
filing the return for the short period required by such change. This 

. statement shall indicate that the corporation is changing its annual 
accounting period under $ 1. 442 — 1(c) and shall contain information 
indicating that all of the conditions in subparagraph (2) of tliis 
paragraph have been met. 

(2g) The provisions of this paragraph do not apply unless all of the 
following conditions are met: 

(i) The corporation has not changed its annual accounting 
period at any time within the ten calendar years ending with the 
calendar year which includes the beginning of the short period 
re uired to efi'ect the change of annual accounting period; 

ii) The short period required to e8ect the change of. annual 
accounting period is not a taxable year in which the corporation 
has a net operating loss as defined in section 172; 

(iii) The taxable income of the corporation for the short period 
required to efiect the change of annual accountinp period is, if 
placed on an annual basis (see $1, 443 — 1(b) (1) (i) and. (ii)), 
80 percent or more of the taxable income of the corporation for 
the taxable year immediately preceding such short period; and 

(iv) If a corporation had a special status (described in the 
following sentence) either for the short period or for the taxable 
year immediately preceding such short period, it must have the 
same special status for both the short period and such taxable 



181 

year. For the purpose of tlie preceding sentence, special status 
includes only: a personal holding' company, a foreign personal 
holding company, a corporation which is an exempt organization, 
a foreign corporation not engaged in trade or business within the 
United States, a Western Hemisphere trade corporation, and 
a China Trade Act corporation. 

(8) If the Commissioner finds upon examination of the returns that 
the corporation, because of subsequent adjustments in establishing tax 
liability, did not in fact meet all the conditions in subparagraph (2) 
of this paragraph, the statement filed under subparagraph (1) of this 
paragraph shall be considered as a timely application for permission 
to change the corporation's annual accounting period to the taxable 
year indicated in the statement. 

(d) 8pecial rule for change of annual accounting period by subsid- 
iary corporation. A subsidiary corporation which is required to 
change its annual accounting period under $ 1. 1502 — 14, relating to the 
accounting period of an aRliated group which files a consolidated 
income tax return, may do so by filing Form 1128 with the district di- 
rector with whom the consolidated return is filed. Such form shall 
be filed in accordance with that section. See also f$ 1. 1502 — 18(h) and 
1. 1502 — 32. 

(e) Special rule for neioly married couples. (1) A newly mar- 
ried husband or wife may change his or her annual accounting period 
in order to adopt the annual accounting period of the other spouse so 
that a joint return may be filed for the first or second taxable year 
of such spouse ending after the date of marriage, provided that the 
newly married husband or wife adopting the annual accounting period 
of the other spouse files a return for the short period required by such 
change on or before the 15th day of the 4th month following the close 
of such short period. See section 448 and the regulations thereunder. 
(If the due date for any such short-period return occurs before the 
date of marriage, the first taxable year of the other spouse ending 
after the date of marriage cannot be adopted under this paragraph. ) 
The short-period return shall contain a statement that it is filed 
under authoriy of $ 1. 442 — 1(e). For a change of annual accounting 
period by a husband or wife which does not qualify under this sub- 
paragraph, see paragraph (b) of this section. 

(2) The provisions of this paragraph may be illustrated by the 
following example: 

Encamp/e. H k W marry on September 25, 1056. H is on a fiscal 
year ending June 80, and W is on a calendar year. H wishes to change 
to a calendar year in order to file joint returns with W. W's fiist 
taxable year after marriage ends on December 31, 1956. Ii may not 
change to a calendar year for 1956 since, under $ 1. 442 — 1(e), he would 
have had to file a return for the short period from July 1 to December 
81, 1955, by April 15, 1956. Since the date of marriage occurred sub- 

sequent to this due date, the return could not be filed under 

$ 1. 442 — 1(e) . Therefore, H cannot change to a calendar year for 1956. 
However, H may change to a calendar year for 1957 by Ning a return 
under $ 1. 442 — 1(e) by April 15, 1957, for the short period from July 
1 to December 81, 1956. If H files such a return, H and W may file 

a joint, return for calendar year 1957 (which is W's second taxable 

year ending after the date of marriage). 
~~4 /C7o riR — 1 2 
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(f) L&gectiye da/e. — The provisions of this section (other thai 
paragraph (e) thereof) are effective for any change of annual account. 
ing period where the last day of the short period to effect the chang( 
ends on or after the date the regulations under section 442 are pub- 
lished in the Federal Register. 

f 1. 448 STATUTORY PROVISIONS i RETURNS FOR A PERIOD OF LESS THAN 
12 MoNTHs. 

SEC. 443. RETURNS FOR A PERIOD OF LESS THAN 12 MONTHS. 
(a) RETURNs Foa Sriorrr PERIoD. — A return for a period of less than 

12 months (referred to in this section as "short yeriod") shall be made 
under any of the following circumstances: 

(1) cHANGE oF ANNUAL AccoUNTING PERICD. — When the taxpayer, 
with the approval of the Secretary or his delegate, changes his 
annual accounting period. In such a case, the return shall be made 
for the short period beginning on the day after the close of the 
former taxable year and ending at the close of the day before the 
day designated as the first day of the new taxable year. 

(2) 'fAxPAYER NOT IN ExIsTENcE FoR ENTIRE TAxABLE YEAR. — When 
the taxpayer is in existence during only part of what would other- 
wise be his taxable year. 

(3) TERMINATIoN oF TAXABLE YEAR FoR JEoPARDY. — When the Sec- 
retary or his delegate terminates the taxpayer's taxable vear under 
section 6851 (relating to tax in jeopardy). 

(b) COMPU'IA'rIGN oF TAx GN CHANGE CF ANNUAL AccoUNTIlvG PERIoD— 
(1) GENERAL RULE. — If a return is made under paragraph (1) of 

subsection (a), the taxable income for the short period shall be 
placed on an annual basis by multiplying such income by 12 and 
dividing the result by the number of months in the short period. 
The tax shall be the same part of the tax computed on the annual 
basis as the number of months in the short period is of 12 months. 

(2) EXCEPTION 
(A) coMPUTATICN BABED oN 12-MGNTH PERIoD. — If the tax- 

payer applies for the benefits of this para raph and establishes 
the amount of his taxable income for the 12-month period de- 
scribed in subparagrapli (B), computed as if that period Ivere 
a taxable year and under the law applicable to that year, then 
the tax for the short period, computed under paragraph (1), 
shall be reduced to the greater of the following: 

(i) An amount which hears the same ratio to the tax 
computed on the taxable income for the 12-month period as 
the taxable income computed on the basis of the short 
period bears to the taxable income for the 12-month period; 
or 

(ii) The tax computed on the taxable income for the 
short period without placing the taxable income on an 
annual basis. 

The taxpayer (other than a taxpayer to whom subparagraph 
(B) (ii) applies) shall compute the tax and file his return 
without the application of this paragraph. 

(B) 12-MCNTH PERICD. — The 12-month period referred to in 
subparagraph (A) shall he- 

(i) The period of 12 months beginning on the first day of 
the short yeriod, or 

(ii) The period of 12 months ending at the close of the 
last day of the short period, if at the end of the 12 months 
referred to in clause (i) the taxpayer is not in existence 
or (if a corporation) has theretofore disposed of substan- 
tially all of its assets. 

(C) APIIIUATIoN Foa BENEFITs. — Application for the benefits 
of this liaragraph shall be made in such manner and at such 
time as the regulations prescribed under subparagraph (D) 
may require; except that the time so prescribed sha'1 not be 
later than the time (including extensions) for filing the return 
for the first taxable year which ends on or after the day which 
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is 12 months after the first day of the short period. Such ap- 
plication, in case the return was filed without regard to this 
paragraph, shall be considered a claim for credit or refund 
with respect to the amount by vvhich the tax is reduced under 
this paragraph. 

(D) REovz. &TIONs. — The Secretary or his delegate shall pre- 
scribe such regulations as he deems necessary for the applica- 
tion of this paragraph. 

(c) ADJUSTMENT IN DEDUcTIoN FoR PERsoNAL EZEMPTIoN. — In the 
case of a taxpayer other than a corporation, if a return is made for a short period by reason of subsection (a) (1) and if the tax is not com- 
puted under subsection (b) (2), then the exemptions allowed as a deduc- 
tion under section 151 (and any deduction in lieu thereof) shall be 
reduced to amounts which bear the same ratio to the full exemptions as 
the number of months in the short period bears to 12. 

(d) CRoss IIEFERENCEs. — For inapplicability of subsection (b) in 
computing— 

(1) Accumulated earnings tax, see section 586. 
(2) Personal holding company tax, see section 546. 
(3) Undistributed foreign personal holding company income, see 

section 557. 
(4) The taxable income of a regulated investment company, see 

section 852(b) (2) (E). 
$ 1. 448 — 1 RETURNs FoR PERIQDs QF LEss THAN 12 MoNTHs. — (a) 

Returns jor short period. — A return for a short period, that is, for a 
taxable year consisting of a period of less than 12 months, shall be 
made under any of the following circumstances: 

(1) Change oj annual accounting period. — In the case of a change 
in the annual accounting period of a taxpayer, a separate return must 
be filed for the short period of less than 12 months beginning with the 
day following the close of the old taxable year and ending with the day 
preceding tlie first day of the new taxable year. However, such a 
return is not required for a short period of six days or less, or 359 days 
or more, resulting from a change from or to a 52 — 53-week taxable year. 
See section 441(f) and $ 1. 441 — 2. The computation of the tax for a 
short period required to efYect a change of annual accounting period 
is described in paragraph (b) of this section. In general, a return for 
a short period resulting from a change of annual accounting period 
shall be filed and the tax paid within the time prescribed for filing a 
return for a taxable year of 12 months ending on the last day of the 
short period. For a subsidiary corporation required to change its 
annual accounting period under I) 1. 1502 — 14, see $$ 1. 1502 — 18, 1. 1502- 
W, and 1. 442 — 1(d) . 

(2) Taxpayer not in eei8tence for entire tarawe year. — If a tax- 
payer is not in existence for the entire taxable year, a return is required 
for the short period during which the taxpayer was in existence. For 
example, a corporation organized on August 1 and adopting the calen- 
dar year as its annual accounting period is required to file a return for 
the short period from August 1 to December 81, and returns for each 
calendar year thereafter. Similarly, a dissolving corporation which 
files its returns for the calendar year is required to file a return for 
the short period from January 1 to the date it goes out, of existence. 
Income for the short period is not required to be annualized if the tax- 
payer is not in existence for the entire taxable year, and, in the case 
of a taxpayer other than a corporation, the deduction under section 151 
for personal exemptions (or deductions in lieu thereof) need not be 
reduced under section 448(c). In general, the requirements with 
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respect to the filing of returns and the payment of tax for a short 
period where the ta~xpayer has not been in existence for the taxable 
year are the same as for the filing of a return and the payment of tax 
for a taxable year of 12 months ending on the last day of the short 
period. Although the return of a decedent is a return for the short 
period beginning with the first day of his last taxable year and ending 
with the date of his death, the filing of a return and the payment of 
tax tor a decedent may be made as though the decedent had lived 
throughout his last taxable year. 

(3) Termination of taxable. year for jeopardy. — A return must be 
filed for a short period resulting from the termination by the Com- 
missioner of a taxpayer's taxable year for jeopardy. See section 6851 
:ind the regulations thereuncler. 

(b) Computation of tax for ehort period on change of annual ac- 
counting period. — (1) General rule. — (i) If a return is made for a 
short period resulting from a change of annual accounting period, 
the taxable income for the short period shall be placed on an annual 
basis by multiplying such income by 12 and dividing the result by 
the number of months in the short period. Unless section 448(b) (2) 
and subparagraph (2) of this paragraph apply, the tax for the short 
period shall be the same part of the tax computed on the annual basis 
as the number of months in the short period is of 12 months. 

(ii) If a return is made for a short period of more than 6 days, but 
less than 350 days, resulting from a change from or to a 52 — 53-week 
taxable year, the taxable income for the short period shall be annual- 
ized and the tax computed on a daily basis, as provided in section 
441(f) (2) (8) (iii) and $ 1. 441 — 2(c) (5). 

(iii) For method of computation of income for a short period in 
the case of a subsidiary corporation required to change its annual 
accounting period to conform to that of its parent, see g 1. 1502 — M 
and 1. 1502 — 14. 

(iv) An individual taxpayer making a return for a short period 
resulting from a change of annual accounting period is not allowed 
to take the standard deduction provided in section 141 in computing 
his taxable income for the short period. See section 142(b) (6). 

(v) In computing the taxable income of a taxpayer other than a 
corporation for a short period (which income is to be annualized in 
order to determine the tax under section 448(b) (1)) the personal 
exemptions allowed individuals under section 151 (and any deduc- 
tions allowed other taxpayers in lieu thereof, such as the deduction 
under section 642(b) ) shall be reduced to an amount which bears the 
same ratio to the full amount of the exemptions as the number of 
months in the short period bears to 12. In the case of the taxable 
income for a short period resulting from a change from or to a 52 — 53- 
week taxable year to which section 441(f) (2) (8) (iii) applies. the 
computation required by the preceding sentence shall be made on a 
daily basis, that is, the deduction for personal exemptions (or any 
deduction in lieu thereof) shall be reduced to an amount which bears 
the same ratio to the full deduction as the number of days in the 
short period bears to 865. 

(vi) If the amount of a credit against the tax (for example, the 
credits allowable under sections M a~nd 35 for dividends received and 
for partially tax-exempt interests, respectively) is depednent upon 
the amount of any item of income or deduction, such credit shall be 
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accordance with the foreging rules. The credit so computed shall be 
treated as a credit against the tax computed on the basis of the annual- 
ized taxable income. In any case in which a limitation on the amount 
of a credit is based upon taxable income, taxable income shall mean 
the taxable income computed on the annualized basis. 

(vii) The provisions of this subparagraph may be illustrated by 
the following examples: 

Examp/e (1) . A taxpayer with one dependent who has been 
granted permission under section 442 to change his annual accounting 
period files a return for the short period of 10 months ending October 
81, 1956. He has income and deductions as follows: 
IN COME 

Interest income $10, 000. 00 
Partially tax-exempt interest with respect to which a credit is 

allowable under section 85 500. 00 
Dividends to which section 84 and 116 are applicable 750 . 00 

DEDUCTION S 

Real estate taxes 
2 personal exemptions at $600 on an annual basis 

The tax for the 10-month period is computed as follows: 

$11, 250. 00 

200. 00 
1, 200. 00 

Total income as above 
Less: 

Exclusion for dividends received 
2 personal exemptions ($1, 200 X 10/12) 
Real estate taxes 

$50. 00 
1, 000. 00 

200. 00 

$11, 250. 00 

1, 250. 00 

Taxable income for 10-month period before annualizing $10, 000. 00 
Taxable income annualized ($10, 000 X 12/10) $12, 000. 00 
Tax on $12, 000 before credits $8, 400. 00 
Deduct credits: 

Dividends received for 10-month period $750. 00 
Less: Excluded portion 50. 00 

18, 00 

Tax on $12, 000 (after credits) 

Tax for 10-month period ( $8, 848. 40 X 10/12) 

Included in gross income $700. 00 
Dividend income annualized ($700X12/10) 840. 00 
Credit (4% of $840) $88. 60 
Partially tax-exempt interest included ir. gross 

income for 10-month period $500. 00 
Partially tax-exempt interest (annualized) 

($500X12/10) 600. 00 
Credit (8% of $600) 

51. 60 

$8, 848. 40 

$2, 790. 88 

Example (8') . The X Corporation makes a return for the one- 
month period ending September 80, 1956, because of a change in an- 

nual accounting period permitted under section 442. Income and 
expenses for the short period are as follows: 

Gross operating income $126, 000 
Business expenses Im& 000 

Net loss from operations $ (4 000) 
Dividends received from taxable domestic corporations 80, 000 
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Gross income for short period before annualizing $26, 000 
Dividends received deduction (85% of $30, 000, but not in excess of 

85%%uo of $26, 000) 22, 100 

Taxable income for short period before annualizing $3, 900 
Taxable income annualized ($3, 900X12) $46, 800 

Tax on annual basis: $46, 800 at 52%%uo 

Less surtax exemption 

Tax for one-month period ($18, 836X+z) 

$24, 336 
5, 500 

$18, 836 

$1, O70 

Example (8). The Y Corporation makes a return for the six- 
month period ending tune 80, 1957, because of a change in annual 
accounting period permitted under section 442. Income for the short 
period is as follows: 
Taxable income exclusive of net long-term capital gain $40, 000 
Net long-term capital gain 10, 000 

Taxable income for short period before annualizing $50, 000 

Taxable income annualized ($50, 000X~%) 

REGULAR TAx COMPUTATION: 

Taxable income annualized 

Tax on annual basis: 
$100, 000 at 52 percent 
Less surtax exemption 

$52, 000 
5, 500 

$100, 000 

$100, 000 

$46, 500 

Tax for 6-month period ($46, 500XQIq) $23, 250 

ALTERNATIVE TAx COMPUTATION: 

Taxable income annualized 
Less annualized capital gain ($10, 000XL%) 

$100, 000 
20, 000 

Annualized taxable income subject to partial tax $80, 000 

PAR'IIAL TAx oN ANNUAL BAsIs: 
$80, 000 at 52 percent 
Less surtax exemption 

25% of annualized capital gain ($20, 000) 

$41, 600 
5, 500 

$36, 100 
5, 000 

Alternative tax on annual basis $41, 100 

Alternative tax for 6-month period ($41, 100X, IR) $20, 5OO 

Since the alternative tax of $20, 550 is less tlran the tax computed in 
the regular manner ($28, 250), the corporation's tax for the 6-month 
short period is $20, 550. 

(2) Exception: computation based on 18-month period. — (i) A 
taxpayer whose tax wou]d otherwise be computed under section 
448 (b) (1) (or section 441(f) (2) (8) (iii) in the case of certain changes 
from or to a 52 — M-week taxable year) for the short period resulting 
from a change of annual accounting period may apply to the district 
director to have his tax computed under the provisions of section 
448(b) (2) and this subparagraph. If such application is made, as 
provided in subdivision (v) of this subparagraph, and if the taxpayer 



187 

establishes the amount of his taxable income for the 12-month period 
described in subdivision (ii) of this subparagraph, then the tax for 
the short period shall be the greater of the following- 

(a) An amount which bears the same ratio to the tax computed 
on the taxable income which the taxpayer has established for the 
12-month period as the taxable income computed on the basis of 
the short period bears to the taxable income for such 12-month 
period; or 

(b) The tax computed on the taxable income for the short 
period without placing the taxable income on an annual basis. 

However, if the tax computed under section 448(b) (2) and this sub- 
paragraph is not less than the tax for the short period computed 
under section 448(b) (1) (or section 441(f) (2) (B) (iii) in the case 
of certain changes from or to a 52 — 58-week taxable year), then section 
448(b) (2) and this subparagraph do not apply'. 

(ii) The term "12-month period" referred to in subdivision (i) of 
this subparagraph means the 12-month period beginning on the first 
day of the short period. However, if the taxpayer rs not in existence at 
the end of such 12-month period, or if the taxpayer is a corporation 
which has disposed of substantially all of its assets before the end of 
such 12-month period, the term "12-month period" means the 12-month 
period ending at the close of the last day of the short period. For the 
purposes of the preceding sentence, a corporation which has ceased 
business and distributed so much of the assets used in its business that 
it cannot resume its customary operations with the remaining assets, 
will be considered to have disposed of substantially all of its assets. 
In the case of a change from a 52-53-week taxable year, the term "12- 
month period" means the period of 52 or 58 weeks (depending on the 
taxpayer's 52 — 58-v. eek taxable year) beginning on the first day of 
the short period. 

(iii) (a) The taxable income for the 12-month period is com- 
puted under the same provisions of law as are applicable to the short 
period and is computed as if the 12-month period were an actual 
annual accounting period of the taxpayer. All items which fall in 
such 12-month period must be included even if they are extraordinary 
in amount or of an unusual nature. If the taxpayer is a member of 
a partnership, his taxable income for the 12-month period shall in- 
clude his distributive share of partnership income for any taxable 
year of the partnership ending within or with such 12-month period, 
but no amount shall be included with respect to a taxable year of the 
partnership ending before or after such 12-month period. If any 
other item partially applicable to such 12-month period can be deter- 
mined only at the end of a taxable year which includes only part of 
the 12-month period, the taxpayer, subject to review by the Com- 
missioner, shall apportion such item to the 12-month period in such 
manner as will most clearly refiect income for the 12-month period. 

(5) In the case of a taxpayer permitted or required to use inven- 
tories, the cost of goods sold during a part of the 12-month period 
included in a taxable year shall be considered, unless a more exact 
determination is available, as such part of the cost of goods sold 
during the entire taxable year as the gross receipts from sales for 
such part of the 12-month period is of the gross receipts from sales 
for the entire taxable year. For example, the 12-month period of a 
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corporation engaged in the sale of merchandise, which has a short 
period from January 1, 1956, to September 80, 1956, is the calendar 
year 1956. The three-month period, October 1, 1M6, to December 
81, 1M6, is part of the taxpayer's taxable year ending September 80, 
1957. The cost of goods sold during the three-month period, October 
1, 1956, to December 81, 1956, is such part of the cost of goods sold 
during the entire fiscal year ending September 30, 1957, as the gross 
receipts from sales for such three-month period are of the gross 
receipts from sales for the entire fiscal year. 

(c) The Commissioner may, in granting permission to a taxpayer 
to change his anual accounting period, require, as a condition to 
permitting the change, that the taxpayer must take a closing inventory 
upon the last day of the 12-month period if he wishes to obtain the 
benefits of section 448(b) (2). Such closing inventory will be used 
only for the purposes of section 448(b) (2), and the taxpayer will 
not be required to use such inventory in computing the taxable income 
for the taxable year in which such inventory is taken. 

(iv) The provisions of this subparagraph may be illustrated by 
the following examples: 

Evan/e (1). The taxpayer in example (1) under paragraph 
(b) (1) establishes his taxable income for the 12-month period from 
January 1, 1956, to December 81, 1956. The taxpayer has a short 
period of 10 months, from January 1, 1M6, to October 81, 1%6. The 
taxpayer files an application in accordance with subdivision (v) of 
this subparagraph to compute his tax under section 448(b) (2). The 
taxpayer's income and deductions for the 12-month period, as so 
established, follow: 
INCOME 

Interest income $11, 000 
Partially tax-exempt interest with respect to tvhich a credit is allow- 

able under section 85 600 
Dividends to which sections 84 and 116 are applicable 850 

$12, 450 
DEDUOTIDN s 

Real estate taxes 
2 personal exemptions at $600 

$200 
1, 200 

Tax COMPUTETIDN FoR SHDRT PERIoD UNDER SEGTI0N 448(b) (2) (A) (I) 
Total income as above $12, 450 
Less: 

Exclusion for dividends received $50 
Personal exemptions 1, 200 
Deduction for taxes 200 1, 450 

Taxable income for 12-month period $11 000 
Tax before credits $8, 020 
Credit for partially tax-exempt interest (8% of $600) $18 
Credit for dividends received (4% of ($850 — 50) ) 82 50 

Tax under section 448(b) (2) (A) (i) for 12-month period $2, 970 
Taxable income for 10-month short period from example (1) of para- 

graph (b) (1) before annualizing $10, 000 
Tax for short period under section 448(b) (2) (A) (i) ($2, 970X$10, 000 

(taxable income for short period)/$11, 000 (taxable income for 12- 
month period) ) $2, 70( 
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Tax CoMPvT$TIoN Fog SHoRT PERIDD UNDER SEOTIQN 443(b) (2) (A) (ii) 
Total income for 10-month short period $11 250 ess: 

Exclusion for dividends received $50 
2 personal exemptions 1 200 
Real estate taxes 200 1, 450 

Taxable income for short period without annualizing and without 
proration of personal exemptions 

Tax before credits 
Less credits: 

Partially tax-exempt interest (8% of $500) $15 
Dividends received (4% of ($750 — 50) ) 28 48 

Tax for short period under section 448(b) (2) (A) (ii) $2, 520 

Tax before credits 
Credits from example (1) 50 

Tax under section 448 (b) (2) (A. ) (i) for 12-month period $1, 810 

Tax for short period ($1, 810 X $10, 000/$6, 000) under section 448(b) (2) 
(A) (i) $2, 188 

The tax of $2, 700 computed under section 448(b) (2) (A) (i) is greater 
than the tax of $2, 529, computed under section 448(b) (2) (A) (ii), 
and is, therefore, the tax under section 448(b) (2). Since the tax of 
$2, 700 (computed under section 448(b) (2)) is less than the tax of 
$2, 790. 88 (computed under section 448(b) (1)) on the annualized 
income of the short period (see example (1) of paragraph (b) (1) ), 
the taxpayer's tax for the 10-month short period is $2, 700. 

Eral/e (8). Assume the same facts as in example (1) of this 
subdivision, except that, during the month of November 1956, the 
taxpayer sufFered a casualty loss of $5, 000. The tax computation for 
the short period under section 448(b) (2) would be as follows: 
Tax CDMPUTATIDN Foa SHoRT PERIoD UNDER SEcTIoN 443(b) (2) (A) (I) 
Taxable income for 12-month period from example (1) $11, 000 
Less: Casualty loss 5, 000 

Taxable income for 12-month period $6, 000 

$1, 860 

T~ C031PvTATIDN FQR SHDRT PERIDD UNDER SEOTIDN 448 (b) (2) (A) (II) 
Total income for the short period 
Less: 

Exclusion for dividends received 
2 personal exemptions 
Real estate taxes 

$11 250 

$50 
1, 200 

200 1, 450 

Taxable income for short period without annualizing and without 
proration of personal exemptions $9, 800 

Tax before credits 2, 572 
Less credits: 

Partially tax-exempt interest (8% of $500) $15 
Dividends received (4% of ($750 — 50) ) 28 43 

Tax for short period under section 448(b) (2) (A) (ii) $2, 520 

The tax of $2, 529, computed under section 448(b) (2) (A) (ii) is 
greater than the tax of $2, 188 computed under section 448(b) (2) (A) 
(j) and is, therefore, the tax under section 448(b) (2). Since this 

, '~1&c~ tbDI the tsv nf. 40 7'-+ 88 -1"' under SeCtiOn 448(b) (1) 
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(see example (1) of paragraph (b) (1) ), the taxpayer's tax f' or the 

10-month short period is $2, 529. 
(v) (a) A taxpayer who w~ishes to compute his tax for a short period 

resulting from a change of annual accounting period under section 

448 (b) (2) must make an application therefor. Except as provided in 

subdivision (b), the taxpayer shall first file his return for the short 

period and compute his tax under section 448(b) (1). The applica- 

tion for the benefits of section 448(b) (2) shall subsequently be made 

in the form of a claim for credit or refund. The claim shall set forth 

the computation of the taxable income and the tax thereon for the 

12-month period and must be filed not later than the time (including 

extensions) prescribed for filing the return for the taxpayer's first 

taxable year which ends on or after the day which is 12 months after 
the beginning of the short period. For example, assume that a tax- 

payer changes his annual accounting period from the calendar year 

to a fiscal year ending September 80, and files a return for the short 

period from January 1& 1956, to September 80, 1956. His application 
for the benefits of section 448(b) (8) must be filed. not later than the 

time prescribed for filing his return for his first taxable year which 

ends on or after the last day of December 1956, the twelfth month 

after the beginning of the short period. Thus, the taxpayer must file 

his application not later than the time prescribed for filing the return 

for his fiscal year ending September 80, 1957. If he obtains an 

extension of time for filing the return for sucli fiscal year, he may file 

his application during the period of such extension. If the district 
director determines th~at the taxpayer has established the amount of 
his taxable income for the 12-month period, any excess of the tax paid 
for the short period over the tax computed under section 448(b) (2) 

ill be credited or refunded to the taxpayer in the same manner as in 

the case of an overpayment. 
(b) If at the time the return for the short period is filed, the tax- 

payer is able to determine that the 12-month period ending with the 

close of the short period (see section 448 (b) (2) (B) (ii) and subpara- 

graph (2) (ii) of this paragraph) will be used in the computations 
under section 448(b) (2), then the tax on the return for the short 

period may be determined under the provisions of section 448 (b) (2). 
In such case, a return covering the 12-month period. shall be attached 

to the return for the short period as a part thereof, and the return and 

attachment will then be considered as an applica, tion for the benefits 

of section 448(b) (2). 
(c) Adjustment in deduction for personal exemption. For adjust- 

ment in the deduction for personal exemptions in computing the 

tax for a short period resulting from a change of annual accounting 

period under section 448(b) (1) (or under section 441(f) (2) (B) (iii) 
in the case of certain changes from or to a 52 — 58-week taxable year), 
see paragraph (b) (1) (v) of this section. 

(d) Cross references. — For inapplicability of section 448(b) and 

paragraph (b) of this section in computing— 
(1) Accumulated earnings tax, see section 586 and the regula- 

tions thereunder; 
(2) Personal holding company tax, see section 546 and the 

regulations thereunder; 
(8) Undistributed foreign personal holding company income, 

see section 557 and the regulations thereunder; and 
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(4) The taxable income of a regulated investment company, see 
section 882(b) (2) (E) and the regulations thereunder. 

O. GORDON DELKq 
Acting Commissioner of Interna/ Revenue. 

Approved February 26, 1957. 
DAN TIIROOP SMITH) 

Deputy to the 8ecretary. 
(Filed by the Division of the Federal Register on February 27, 1957, at 8: 59 

a. nn, and published in the issue of the Federal Register for March 1, 1957, 
22 F. R. 1287. ) 

SECTION 442. — CHANGE OF ANNUAL ACCOUNTING 
PERIOD 

26 CFR 1. 442: Statutory provisions; change of 
annual accounting period. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6226, page 172. 

SECTION 443. — RETURNS FOR A PERIOD OF LESS 
THAN 12 MONTHS 

26. CFR 1. 448: Statutory provisions; returns for 
a period of less than 12 months. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6226, page 172. 

PART II. — METHODS OF ACCOUNTING 

SUBPART A. — METHODS OF ACCOUNTING IN GENERAL 

SECTION 446. — GENERAI RULE FOR METHODS OF 
A. CCOUNTING 

Rev. Rul. 57 — 166 

Applicant of Mimeograph 6475, C. 8. 1950-1, 50, to capital gains 
and losses incurred over s period of years in a foreign country having 
monetary or exchange restrictions. 

Mimeograph 6475, supra, clarified. 

Advice has been requested as to the treatment for Federal income 
tax purposes of capital gains and losses allocable to blocked foreign 
income the reporting of which as taxable income has been deferred 
under the provisions of Mimeograph 6475, C, B. 1950 — 1, 50. 

The taxpayer, a United States citizen previously residing in Eng- 
land, has resumed residence in the United States. After he gave Zp 
his Fnglish residence, he was able from time to time to convert certain 
o f his blocked sterling assets into United States dollars. Included in 
the converted assets are amounts representing net gains resulting from 
a se'ries of transactions occurring over a period of some ten years 
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involving both long-term capital gains and long and short-term capital 
losses. 

It has been questioned whether, upon conversion of the blocked 
sterling assets, there shall be treated as taxable long-term capital gain 
that proportion of each dollar realized at the date of conversion which 
the suspended net long-term capital gain (consisting of total long-term 
capital gains reduced by total lone and short-term capital losses) 
bears to the total of such blocked sterling assets taken at book value. 

Mimeograph 6475, supra, is primarily concerned with the time of 
reporting income arising in countries having monetary or exchange 
restrictions. It, provides a method of accounting pursuant to which 
the reporting of "deferable income" may be postponed until the income 
ceases to be "deferable income, " at which time it is includible in gross 
income. The Mimeograph provides that, for the taxable year in 
which any "deferable income" is includible in gross income under the 
method provided for, the taxpayer shall include such income in gross 
income and claim the deductions allocable thereto, the income thus 
reported together with such deductions to be verified against the 
returns of deferable income previously filed. It is provided that 
expenses paid or accrued or incurred in the currency of the country 
in which there is deferable income will be deductible in any subsequent 
taxable year in the same proportion as the deferable income is in- 
cludible in gross income. The same treatment is accorded to depreci- 
ation, obsolescence and depletion measured in terms of such currency. 

Paragraph 8 of Mimeograph 6475, supra, provides that, where the 
taxpayer adopts the method of accounting provided for by the Mimeo- 
graph, losses shall also be taken into account under the rules for 
deferment stated therein. The question is, then, whether the "losses" 
referred to in this case, which may be taken into account under 
the rules for deferment, include capital losses. The intention of 
the Mimeograph is to defer such deductions as are generally alloca- 
ble to the deferred income. Thus, losses incurred in the production of 
deferable income, as, for instance, losses incurred in carrying on a 
trade or business, would be deferred if the income from such business 
is deferred. On the other hand, a capital loss from the sale of securi- 
ties, as in the present case, has no direct relation to the production of 
deferable income and is not attributable to income from any other 
operation. The recognition of capital losses is a matter of statutory 
grace, and the extent to which such losses may be taken into account is 
expressly limited by the provision of section 1211 (b) of the Internal 
Revenue Code of 1054, that section provides that, in the case of a tax- 
payer other than a corporation, losses from sales or exchanges of capi- 
tal assets are allowable only to the extent of the gains from such sales 
or exchanges, plus the taxable income of the taxpayer or $1, 000. 00& 
whichever is smaller. The Mimeograph does not expressly authorize 
the deferment of capital losses, and it should not be so construed, since 
to do so would in efFect amount to the allowance of the deduction of 
losses which the Internal Revenue Code does not recognize, 

Subchapter P of Chapter 1 of the Internal Revenue Code of 1954 
applies to all capital gains and losses of a, particular taxpayer for a 
particular year wherever such gain or losses may be incurred. In 
the case of a particular taxpayer who has capital gains and losses in 
a foreign country and is subject to Mimeograph 6475, 8vpra, , the capi- 



tal losses for each year from both foreign and domestic sources should 
be applied against the capital gains from all sources in accordance 
with the statute, computing the foreign gains and losses in terms of 
the foreign currency and then translating the result into terms of 
United States currency at the OKcial rate of exchange at the time of 
sale. If the net result of the transaction of the particular year is a 
loss, such loss should be reflected in his regular return for that year 
and may be carried forward as provided in the statute but not other- 
wise. Section 1212 of the Internal Revenue Code of 1954. If the net 
result is a gain, then such gain, to the extent it is derived in the United 
States, must be included in his regular return. To the extent the gain 
is derived in the foreign country, it may properly be considered as 
"deferable income" within the nieaning of Mimeograph 6475, 8upra. 

Accordingly, it is held, that in determining the amount of the tax- 
payer's income which has ceased to be deferable in any taxable year, a 
proportionate part of the convertible blocked assets is considered un- 
blocked capital gains and a proportionate part is considered return of 
capital. The proportionate parts shall be in the same ratio that the 
total blocked capital gains, computed in accordance with the foregoing 

. paragraphs, bear to the total blocked assets. 
Mimeograph 6475, 8upra, is hereby clarified. 

SUBCHAPTER C. — TAXABLE YEAR FOR WHECH DEDUCTIONS TAKEN 

SECTION 461. — GENERAL RUI. E FOR TAXABLE YEAR OF 
DEDUCTION 

Rev. Rul. 57 — 28 (Also Part II, Section 43; Regulations 118, 
Section 89. 48 — 2) 

In Revenue Ruling 56 — 815, C. B. 1956 — 2, 804, the Internal Revenue 
Service stated tliat the provisions of Revenue Ruling 54 — 608, C. B. 
1954 — 2, page 8, relating to the accrual of vacation pay, would not 
be applicable to taxable years ending prior to January 1, 1957. 
Under authority of section 7805(b) of the Internal Revenue C'ode of 
1954, the inapplicability of Revenue Ruling 54 — 608 is hereby further 
extended for a period of six months and, accordingly, that ruling will 
not be applicable to taxable years ending prior to July 1, 1957, 

Rev. Rul. 57 — 105 

In the case of an accrual method taxpayer, an increase in the 
amount of State tax accrues and is allowable as a deduction for 
Federal income tax purposes when the amount is finally determined 
by litigation, or default, or when the taxpayer acknowledges his 
liability to the State for the amount of such increase. 

G. C. M. 25208, C. B. 1947 — 2, 30 amplified. 

The Internal Revenue Service has been requested to state its position 
respectino the time for accrual for Federal income tax purposes of 
additional State income taxes asserted against a taxpayer for prior 
years. 

The general rule applicable to taxpayers who keep their accounts 

and file their returns on the accrual method is that expenses should 
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be accrued and deducted in the year in which the liability therefor is 
incurred. The courts have continuously expressed the view that all 
events must occur to fix a liability of the obligor before an obligation 
can be recognized by acrual on a taxpayers' books of account. United 
States v. Chauncey rinderson et al, 269, U. S. 422, T. D. 8839, C. B. 
V — 1, 179 (1926). 

Thus, an obligation is considered contigent when the existence of 
any liability at all is uncertain or when its existence depends upon the 
happening of a future contingent event. When a taxpayer disagrees 
with the determination of an additional tax liability, he is in efFect 
disputing or contesting the existence of such additional liability. 
Therefore, until the contingency disappears and the fact of the addi- 
tional liability becomes fixed and certain, there can be no accrual 
for tax purposes of the additional tax liability. 

In G. C. M. 25298, C. B. 1947 — 2, 89, the term "contest" was held 
to include a contest lodged with the tax authorities as well as a 
contest in court. Therefore, unpaid amounts asserted against a tax- 
payer as additional tax liabilities, which amounts are the subject of 
a bona fide contest, are not accruable items for Federal income tax 
purposes while they are unsettled as to amount and prior to establish- 
ment of the fact of liability. 

A "contest" arises any time there is a dipute as to the proper evalu- 
ation of the facts necessary to determine the correct tax liability. 
The soundness of this position is supported by the holdin~ in the case 
of Great Island Holding Corp. v. Corrirriissiomer, 5 T. D. 150, cited 
with approval in Gunderson Bros. Engineering Corp. v. Corrirrussioner, 
16 T. C. 118. 

The rationale of Gunderson Bros. Engineering Corp. , supra, is that 
where a taxpayer files with the State taxing authorities a return re- 
flecting only x dollars tax liability, the taxpayer is in efFect denying 
any greater tax liability. At such time as the taxpayer properly rec- 
ognizes or concedes a liability to the State for taxes in a greater 
amount than x dollars, the taxpayer is entitled to an accrual for the 
additional amount. Thus, an agreement between the taxpayer and 
the Internal Revenue Service with respect to the taxpayer's income 
for Federal income tax purposes is not necessarily determinative 
of the taxpayer's income for State tax purposes. It follows that a 
taxpayer is not entitled to accrue as additional tax liability an amount 
of State tax until the fact of liability is established and the amount 
thereof is settled. 

Accordingly, in the case of an accrual method taxpayer, an increase 
in the amount of the State tax accrues and is allowable as a deduction 
for Federal income tax purposes when the amount is finally deter- 
mined by litigation or default, or when the taxpayer acknowledges 
his liability to the State for the amount of such increase. 

Pursuant to the authority granted by section 7805(b) of the In- 
ternal Revenue Code of 1954, the tax liability for taxable years ended 
prior to May 1, 1957, shall not be adjusted to apply this Revenue 
Ruling unless such adjustment is requested by the taxpayer in a 
timely claim for refund. 

When the Federal excise tax on transportation of oil by pipeline is 
deductible by a carrier whose records are kept on the accural basis, 
See Rev. Rul. 57 — 148, page 409. 
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SUBPART D. — INVENTORIES 

[I[ 472. 

SECTION 472. — LAST-IN FIRST-OUT INVENTORIES 
Rev. Rul. 57 — 180 

Price indexes for January 1957, published by the Bureau of Labor 
Statistics on March 5, 1957, for use by department stores employing 
the retail inventory and last-in, first-out inventory methods. 

The following price indexes for January 1957, published by the 
Bureau of Labor Statistics on March 5, 1957, for use by department 
stores employing the retail inventory and last-in, first-out inventory 
ntethods, are accepted by the Internal Revenue Service pursuant to 
Treasury Decision 5605, C. B. 1948 — 1, 16, and Mimeograph 6244, C. B. 
1948 — 1, 21-, for appropriate application to inventories for taxable years 
of 12 months ended December 81, 1956 and January 31, 1957. 

Indexes are given on a national basis for the store total, for 20 major 
groups of departments, and for two special group combinations. The 
store total includes all departments in the store, both those listed in 
the groups and those not specifically listed, except for candy, foods, 
liquor, tobacco, and paints and wall paper. Contract departments are 
also excluded. 

Bureau of Labor 8tatistics, Department 8tore InoJentory Price 
Indexes, By Groups 

[January 1941i 100] 

Department group Jan. 1956 Jan. 1957 

Percent 
change 

from Jan. 
1956 to 

Jan. 1957 

I 
II 

III 
IV 
V 

VI 
VII 

VIII 
IX 
X 

XI 
XII 

XIII 
XIV 
XV 

XVI 
XVII 

XVIII 
XIX 
XX 

Piece goods 
Domestics and draperies 
Women's and children's shoes 
Men's and boys' shoes 
Infants' wear 
Women's underwear 
Women's and girls' hosiery 
Women's and girls' accessories 
Women's outerwear and girls' wear 
Men's clothing 
Men's furnishings 
Boys'clothing and furnishings 
Jewelry 
Notions 
Toilet articles and drugs 
Furniture and bedding 
Floor covering 
Housewares 
Major appliances 
Radios and television sets 

200. 2 
189. 3 
220. 8 
217. 5 
171. 2 
169. 7 
164. 8 
172. 1 
179. 1 
206. 4 
197. 3 
202. 2 
165. 6 
158. 6 
172. 1 
211. 9 
189. 9 
201. 5 
143. 4 
139. 5 

199. 4 
194. 2 
233. 6 
228. 3 
174. 5 
172. 3 
163. 1 
175. 4 
180. 4 
211. 2 
199. 9 
205. 9 
168. 9 
162. 1 
178. 6 
218. 1 
192. 0 
213. 9 
141. 7 
138. 8 

— 0, 4 
+2. 6 
+5. 8 
+5. 0 
+l. 9 
+l. 5 — l. 0 
+l. 9 
+. 7 

+2. 3 
+l. 3 
+l. 8 
+2. 0 
+2. 2 
+3. 8 
+2. 9 
+l. 1 
+6. 2 — l. 2 —. 5 

Total: Groups I — XV 
Total: Groups XVI — XX 
Store total 

188. 0 
187. 9 
187. 9 

192. 0 
193. 1 
192. 3 

+2. 1 
+2. 8 
+2. 3 
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SUBCHAPTER F. — EXEMPT ORGANIZATIONS 

PART L — GENERAL RULE 

SECTION 501. — EXEMPTION I ROM TAX ON CORPORA- 
TIONS, CERTAIN TRUSTS, ETC. 

Rev, Rul. 57 — 59 

A corporation organized for the purpose of promoting and con- 
ducting home shows, the net earnin s of which inures to the benefit 
of a county recreational board in the form of rent for the use of 
its premises, is not exempt from Federal income taxation under sec- 
tion 501(c) (3) of the internal Revenue Code of 1054. 

Advice has been requested whether a corporation is entitled to ex- 
emption from Federal income taxation under section 501(c) (8) of 
the Internal Revenue Code of 1054, under the circumstances set forth 
below. 

The corporation in the instant case was organized for the purpose 
of promoting and conducting an annual home show. The show con- 
sists of exhibitors' booths which are rented to manufacturing, mer- 
cantile, and building supply organizations. The show is conducted 
on premises which are under the jurisdiction of a county recreation 
board. An admission fee is charged the general public for attending 
the show. All of. the net income realized, minus a reserve for making 
preliminary plans and starting the show for the following year, is 
turned over to the county recreation board to be used for the purpose 
of operating and maintaining its playgrounds and recreational fa- 
cilities. Payments to the board vary with the amount of profit made 
by each show and are received as rental for the use of its premises. 

Section 501(c) of the Internal Revenue Code of 1M4 describes cer- 
tain organizations which are exempt from Federal income tax under 
section 501(a) of the Code and reads, in part, as follows: 

(8) Corporations, and any community chest, fund, or foundation, or- 
ganized and operated exclusively for reli ious, charitable, scientific, testing 
for public safety, literary, or educational purposes, or for the prevention 
of cruelty to children or animals, no part of the net earnings of which 
inures to the benefit of any private shareholder or individual, no substan- 
tial part of the activities of which is carrying on propaganda, or otherwise 
attempting, to influence legislation, and which does not participate in, or 
intervene in (including the publishing or distributing of statements), any 
political campai "n on behalf of any candidate for public office. 

In order to qualify for exemption under the above cited provision 
of the law, an organization must be both organized and operated ex- 
clusively for one or more of the purposes specified therein. Where 
an organization's only activity is that of conducting a business which 
is ordinarily carried on for profit, it is not operated for charitable or 
any other purpose specified in section 501 (c) (8), not withstanding 
the fact that all of its profits are payable to a public body or corporate 
instrumentality for exclusively public purposes. See section 502 of 
the Code. This is true whether the payments are made in the form 
of rent or as direct contributions. 

In view of the foregoing, it is held that a corporation organized 
for the purpose of promoting and conducting home shows, the net 
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earnings of which inure to the benefit of a county recreational board 
in the form of rent for the use of its premises, is not exempt from 
Federal income taxation under section 501(c) (3) of the Internal 
Revenue Code of 1954. 

Rev. Rul. 5Y — 61 
An organization which furnishes transportation for medical care 

and services for its members and their families qualifies for exemp- 
tion from Federal income tax as an organization (voluntary em- 
plovees' beneficiary association) described in section 501(c) (9) of 
the Internal Revenue Code of 1954, provided no part of its net earn- 
ings inures to the benefit of any private shareholder or individual 
and 8~ percent or more of its income consists of amounts collected 
from members and amounts contributed to the association by the 
employer of the members for the sole purpose of making payments 
for transportation for medical care and meeting expenses. 

Advice has been requested whether an organization which furnishes 
transportation for medical care and services for the members of a 
designated labor union and their families qualifies for exemption from 
Federal income tax under section 501(c) (9) of the Internal Revenue 
Code of 1954 as a voluntary employees' beneficiary association. 

The instant organization was formed by employees or as a result of 
collective bargaining for the purpose of furnishing transportation for 
medical care and services for the members of a designated labor union 
and their families. Receipts are derived from contributions and col- 
lections by drivers from members. Funds are expended for wages, 
car expenses, taxes, ofiice supplies, interest, insurance and miscellane- 
ous supplies'. Xo part of the net income inures to the benefit of any 
private shareholder or individual and 85 percent or more of its income 
is received from members and contributions by their employer. 

Section 501(c) of the Internal Revenue Code of 1954 describes cer- 
tain organizations exempt from Federal income tax under section 
501(a) and provides as follows: 

(9) Voluntary employees' beneficiary associations providing for the pay- 
ment of life, sick, accident, or other benefits to the members of such associa- 
tion or their dependents, if 

(A) no part of their net earnings inures (other than through such pay- 
ments) to the benefit of any private shareholder or individual, and 

(B) 85 percent or more of the income consists of amounts collected from 
members and amounts contributed to the association by the employer of 
the members for the sole purpose of making such payments and meeting 
expenses. 

The transportation of members of the union and their families for 
medical care and services may reasonably be considered as such "other 
benefits" within the contemplation of section 501(c) (9) of the Inter- 
nal Revenue Code of 1954. Accordingly, it is held that an organiza- 
tion which furnishes such services for its members and their families 
qualifies for exemption from Federal income tax as an organization 
(voluntary employees' beneficiary association) described in section 
501(c) (9) of the 1954 Code, provided no part of its net earnings inures 
to the benefit of any private shareholder or individual and 85 percent 
or more of its income consists of amounts collected from members and 
amounts contributed to the association by the employer of the mem- 
bers for the sole purpose of making payments for transportation for 
medical care and meeting expenses. 
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SECTION 508. — REQUIREMENTS FOR EXEMPTION 

Procedure as to the issuance, by the National Offic, of registered 
notification letters with respect to prohibited transactions. See Rev. 
Proc. 57 — 5, page 727. 

SUBCHAPTER H. — BANKING INSTITUTIONS 

PART I. — RULES OF GENERAL APPLICATION To BANKING INSTITUTIONS 

SECTION 582. — BAD DEBT AND LOSS DEDUCTION AVITH 
RESPECT TO SECURITIES HELD BY BANKS 

26 CFR 1. 582 — 1: Bad debt and loss deduction with respect 
to securities held by bar%. 

Treatment of losses from transactions in bonds by member banks 
of an aSliated group filing a consolidated return. See Rev. Rul. 
57 — 167, page 294. 

SECTION 584. — COMMON TRUST FUNDS 

26 CFR 1. 584-1: Common trust funds. 

Consolidated funds of separate and individual trusts providing 
unemployment and other benefits to employees. See Rev. Rul. 57 — 37, 
page 18. 

PART II. — MUTUAL SAVINGS BANK, ETC. 

SECTION 591. — DEDUCTION FOR DIVIDENDS PAID ON 
DEPOSITS 

(Also Sections 816, 331; 26 CFR 1. 316 — 1, 1. 881 — 1. ) Rev. Rul. 57 — 39 

Undistributed earnings of a domestic building and loan association 
distributed in complete liquidation to the holders of Ivithdrasvable 
shares in the association are not deductible by the association as 
dividends paid Ivithin the meaning of section 591 of the Internal 
Revenue Code of 1954, in computing its taxable income for the year 
of liquidation. However, amounts paid or credited to shareholders 
prior to formal action to liquidate, if such amounts paid or credited 
are withdrawable on demand subject only to customary notice of 
intention to withdraw, may be deducted by the association in accord- 
ance with section 591 of the Code. 

Advice ha, s been requested whether undistributed earnings of a 
domestic building and loan association distributed in complete liquida- 
tion to the holders of withdrawable shares in the association may be 
deducted by the association as dividends paid within the meaning of 
section 591 of the Internal Revenue Code of 1954, in computing its 
taxable income for the year of liquidation. 

A domestic building and loan association, which had outstanding 
several types of withdrawable shares of capital stock, liquidated in 
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All of the undistributed earnings and profits of the association 
were distributed to its shareholders during that year. Such distribu- 
tions were held to represent amounts received by the shareholders as 
full payment in excliange for their shares of stock in the association, 
as pi'ovided in section 881 of the Code, and the gain or loss on the 
liquidation was held to fall within the provisions of section 1001 of 
the Code. 

Section 591 of the Code provides that mutual savings banks, cooper- 
ative banks, and domestic building and loan associations may deduct 
from gross income amounts whicli during the year are paid to or 
credited to the accounts of depositors or holders of accounts as divi- 
dends on their deposits or withdrawable accounts, if such amounts 
paid or credited are withdrawable on demand subject to customary 
notice of intention to withdraw. The term "dividends" is defined in 
section 1. 816 — 1(a) (1) of the Income Tax Regulations as meaning any 
distribution of property made by a corporation to its shareholders in 
the ordinary course of business out of earnings and profits accumu- 
lated after February 28, 1918, or out of its earnings and profits of 
the taxable year. Such distributions, therefore, do not include dis- 
tributions in liquidation under section 881 of the Code, which are to 
be treated by the shareholders as received in full payment in exchange 
for their stock. 

Accordingly, it is held that undistributed. earnings of a domestic 
building and loan association distributed in complete liquidation to 
the holders of withdrawable shares in the association are not deduct- 
ible by the association as dividends paid within the meaning of section 
591 of the Code in computing its taxable income for the vear of 
liquidation. However, amounts paid or credited to shareholders prior 
to formal action to liquidate, if such amounts paid or credited are 
withdrawable on demand subject only to customary notice of intention 
to withdraw, may be deducted by the association in accordance with 
section 591 of the Code. 

SUBCHAPTER I. — NATURAL RESOURCES 

PART III. — SALES AND ERCHANGES 

SECTION 681. — GAIN OR LOSS IX THE CASE OF TIMBER 
OR COAL 

(Also Section 1281) Rev. Rul. 57 — 90 

In the case of the disposal of timber, held for more than six months 

prior to such disposal, by the owner thereof under any form or type 
of contract by virtue of which the owner retains an economic interest 
in such timber, pursuant to the provisions of section 681(b) of the 
Internal Revenue Code of 1954, the gain or loss on such disposal is 

subject to the tax treatment provided by section 1281 regardless of the 

natiire of the taxpayer's business or the purpose for which the timber 

is held. To the extent that the opinion in Ah Pah Redwood Co. , v. 

&0mmisgioner, 26 T. C. 1197, maybe inconsistent with the foregoing, it 
docs Iiot represent the position of the Internal Revenue Service, 
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SUBCHAPTER J. — ESTATES, TRUSTS, BENEFICIARIES, AND DECEDENTS 

PART I. — ESTATES, TRUSTS, AND BENEFICIARIES 

SUBPART A. — GENERAL RULES FOR TAXATION OF ESTATES 

SECTION 642. — SPECIAL RULES FOR CREDITS AND 
Dli'DUCTION S 

26 CFR 1. 649(c)-1: Charitable contributions Rev. Rul. 57-188 
deduction. 

Where under applicable state law real property is subject to ad- 
ministration the income derived therefrom is includible in the gross 
income of the estate for the period that the estate is under adminis- 
tration; and, if under the terms of the decedent's will the net income 
from such property is to be used exclusively for a charitable purpose, 
it is deductible by the estate under the provisions of section 642(c). 
of the Internal Revenue Code of 1954. 

Advice has been requested whether the net income realized on real 
property transferred to a testamentary trust is, under the circum- 
stances set forth below, deductible by the estate of the decedent. 

The decedent died domiciled in the State of Oregon. After making 
certain specific bequests and devises, he devised certain real property 
situated in the State of Oregon to a trust and provided that, com- 
mencing in the year following the date on which the administration 
of his estate is closed, the net income of the trust is to be used for the 
benefit of certain charitable organizations exempt from taxation under 
the provisions of section 501 (c) of the Internal Revenue Code of 1954. 
The specific question presented is whether, under the provisions of 
section 649(c) of the Code, the net income realized on the real prop- 
erty transferred to the trust is deductible by the estate for the period 
that it is under administration. 

Section 116. 105 of Clrapter 116 of the Revised Statutes of Oregon 
provides that the executor or administrator is entitled to the pos- 
session and control of the property of the deceased, both real and 
personal, and to receive the rents and profits thereof until the ad- 
ministration is completed or the same is surrendered to the heirs or 
devisees by order of the court or judge thereof. Although title to 
property specifically devised passes direct to the devisees and they 
are entitled to the income therefrom from the date of testator's death, 
under the Revised Statutes of Oregon, the property is subject to 
administration. Consequently, any income on the real property re- 
ceived by the decedent's estate during the period of administration 
is includible in the gross incoine of the estate under the provisions 
of section 641(a) (8) of the Internal Revenue Code of 1954. 

Section 64o(c) of Code, relating to deduction for amounts paid 
or permanently set aside for a charitable purpose, provides as follows: 

In the case of an estate or trust (other than a trust meeting the specifica- 
tions of subpart B) there shall be allowed as a deduction in coml)uting its 
taxable income (in lieu of the deductions allowed by section 170 (a), relating 
to deductioii for charitalile, etc. , contributions and gifts) any amount of the 
gross income, without limitation, ivhich pursuant to the terms of the govern- 
ing instruinent is, durin" the taxable year, paid or permanently set aside foi' 
a purpose specified in section 170(c), or is to be used exclusively for religious, 
charitable, scientific, literary, or educational purposes, or for the prevention 
of cruelty to children or animals, or for the establishment, acquisition, mainte- 
nance or operation of a public cemetery not operated for profit. 
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It is the position of the Internal Revenue Service that the net mcome derived from the real property during the period of adrninis- tration of the estate is deductible by the estate under the provisions of section 642(c) of the Cocle on the ground that under the terms of the decedent's will such income is to be used exclusively for a charitable purpose. 
In view of. the foregoing, it is held that, where under applicable 

state law real property is subject to administration, the income de- 
rived therefrom is includible in the gross income of the estate for the 
period that the estate is under administration; and, if under the 
terms of the decedent's will the net income from such property is 
to be used exclusively for a charitable purpose, it is deductible by 
the estate under the provisions of section 642(c) of the Internal 
Revenue Code of 1954. 

26 CFR 1. 642 (h) — 2: Excess deductions on ter- 
mination of an estate or trust. 

Rev. Rul. 57 — 31 

Where a residuary testamentary trust, which has the status of a 
beneficiary succeeding to the property of the estate within the 
meaning of section 042(h) of the Internal Itevenue Code of 1954, has 
deductions in excess of its gross income after the allowance of 
excess deductions from an estate, as authorized by section 042(h) 
(2), the amount in excess of the gross income of the trust would 
not be deductible by the income beneficiaries of the trust; but, if 
the trust terminated in the vear in which it was allowed the section 
642 (h) (2) deductions, they would be available to the remaindermen. 

Advice has been requested whether excess deductions allowable to a 
residuary testamentary trust on the termination of an estate, which 
trust distributes all of its current income, will be available to the in- 
come beneficiary of the trust should such deductions exceed the gross 
income of the trust for its taxable year. 

Section 642(h) (2) of the Internal Revenue Code of 1954 provides 
that any deductions (other than deductions for personal exemption 
and charitable contributions) in excess of the gross income of an 
estate or trust for its year of termination may be allowed as a deduc- 
tion to the beneficiaries succeeding to the property of the estate or 
trust. A testamentary trust may be a legatee or beneficiary of an 
estate for purposes of section 642(h). See G. C. AM. 24749, C. 8. 1945, 
287. 

In the instant case, the decedent provided in his vill that the rest 
and residue of his estate be placed in trust and that the income there- 
from be distributed currently to his surviving spouse. Deductions of 
the estate for the year in which it was terminated exceeded gross in- 
come and resulted in the allowance of the excess thereof to the residuary 
trust. The excess deductions exceeded the gross income of the trust 
for its taxable yea. r. 

Since the amount of trust income taxable to a beneficiary of a trust 
is limited to that beneficiary's proportionate share of the distributable 
net income of the trust, excess deductions from an estate which become 
available through ope~ration of section 642(h) (2) to a testamentary 
trust having the status of a beneficiary under section 642 (h) would in 
turn reduce the amount of income taxable to the beneficiary of the 
trust. 
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If a testamentary trust has d. eductions in excess of its gross income 
after the allowance of deductions from an estate made available to it 
through section 042(h) (2), the amount in excess of the gross income 
would not be deductible by the income beneficiary of the trust. How- 
ever, if the trust also tei minates during the t;ixable year in i~hich it 
is allowed the section 642(h) (2) deductions, the deductions in excess 
of its gross income ivill be available under section 642(h) (2) to the 
remaindermen succeeding to the property. 

In view of the foregoing, it is held that where a residuary testa- 
mentary trust, which has the status of a beneficiary succeeding to the 
property of tlie estate within the meaning of section 642(h) of the 
Internal Revenue Code of 1054, has deductions in excess of its gross 
income after the allowance of excess deductions from an estate as 
authorized by section 642(li) (2), the amount in excess of the gross 
income of the trust would not be deductible bp the income bene- 
fiiciaries of the trust; but, if the trust terminated in the year in which 
it was allowed the section 642(h) (2) deductions, they ivould be avail- 
able to tlute remaindermen. 

SUBPART B. — TRUSTS WHICH DISTRIBUTE CURRENT INCOME ONLY 

SECTIOX 052. — INCLUSION OF AMOUXTS IN GROSS IN- 
COME OF BENEFICIARIES OF TRUSTS DISTRIBUTING 
CURRENT INCOME ONLY 

26 CFR 1. 652 (b) — 1: Character of amounts. 

Income from estate or trusts as retirement income for purpose of de- 
termining retirement income credit. See Rev. Rul. 57 — 277 page 12. 

SUBPART C. — ESTATES AND TRUSTS WHICH MAY ACCUMULATE INCOME OR WHICH 
DISTRIBUTE CORPUS 

SECTION 601. — DEDUCTIOX FOR ESTATES AXD TRUSTS 
ACCUMULATING INCOME OR DISTRIBUTING- CORPUS 

20 CFR 1. 661(b) — 1: Character of amounts dis- 
tributed; In general. 

Income from estate or trust as retirement income for purpose of 
termining retirement income credit. See Rev. Rul. 57 — 277 page 12. 

SECTION 002. — INCLUSION OI' AMOUNTS IN GROSS IN- 
COME OF BEXEFICIARIES OF ESTATES AND TRUSTS. 
ACCUMULATING INCOME OR DISTRIBUTING CORPUS 

26 CFR 1. 662 (b) — 1: Cliaracter of amounts: When 
no char'itable contributions are ma, de. 

Income from estate or trust as retirement income for purpose of de- 
termining retirement income credit. See Rev. Rul. 57 — 277 page 12. 
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SECTION 006. SPECIAI, RltLES APPIICABI, E To SEC- 
TIONS 601 AND 662 

90 CFR 1. 603(a) — 1: Special rules applicable Rev. Rul. 57 — 214 
to sections 001 and 602; exclusions; gifts, 
bequests, etc. 

Where the decedent's will provides that from the residue of the 
estate z dollars be placed in trust and the distributable net income of 
the estate for the current taxable year exceeded such amount, the 
funding of such trust will constitute a payment, under the ternis of 
the will, of a bequest of a specific sum of money within the meaning 
of section 003(a) (1) of the Code and, as such, is neither taxable 
to the trustee nor deductible by the executor. 

Advice has been requested regarding the tax consequences for Fed- 
eral income tax purposes of the funding of a testamentary trust 
created under the facts set forth below. 

The will of the decedent provides that, from the residue of his estate, 
z dollars be placed in trust for the benefit of his son, who is to be paid 
the income therefrom quarterly or as he may direct during his lifetime. 
In order to provide immediate income to the beneficiary of the trust, 
the executor plans to fund the trust as soon as possible. The current 
distributable net income of the estate, is in excess of the amount needed 
to fund the trust. The possibility tliat the value of the estate would 
decrease to the extent that it would not be sufhcient to fund the trust 
is remote. 

The issue for consideration is whether the funding of the trust 
constitutes a payment under the terms of the will of a bequest of a 
specific sum of money within the meaning of section 003 of the Internal 
Revenue Code of 1054 and, as such, is not includible as amounts falling 
within the purviev- of sections 001(a) and 069(a) of the Code. 

Section 661(a) of the Code relates to deductions for estates and trusts 
accumulating income or distributing corpus while in process of ad- 
ministration and provides in part as follows: 

(a) DznvcTtoN. — In any taxable year there shall be allowed as a deduction 
in computing the taxable income of an estate or trust * ~ * the sum 
of 

(1) any amount of income for such taxable year required to be distributed 
currently (including any amount required to be distributed which may be 
paid out of income or corpus to the extent such amount is paid out of income 
for such taxable year); and 

(2) any other amounts properly paid or credited or required to be dis- 
tributed for such taxable year; but such deduction shall not exceed the 
distributable net income of the estate or trust. 

Section 002 of the Code relates to the amounts includable in gross 
income of the beneficiaries of trusts and estates accumulating income 
or distributing corpus and provides in part as follows: 

(a) INczvszoN. — there shall be included in the gross incon&e of the beneficiary 
to whom an amount specifie in section 661(a) is paid, credited, or required to be 
distributed by an estate or trust described in section 061), the sum of the following 
amounts: 

(1) the amount of income for the taxable year required to be distributed 
currently to such beneficiar whether distributed or not 

(2) all other amounts properly paid, credited or required to be distributed 
to such beneficiary for the taxable year. If the sum of 

(A) the amount of income for the taxable year required to be dis- 
tributed currently to all beneficiaries and 
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(II) all other amounts properly paid, credited, or required to be dis- 
tributed to all beneficiaries, exceeds the distributable net income of the 
estate or trust, then in lieu of the amount provided in the preceding 
sentence, there shall be included in the gross income of the beneficiary 
an amount which bears the same ratio to distributable net income (re- 
duced by the amounts specified in (A) ) as the other amounts properly 
paid, credited or required to be distributed to the beneficiary bear to 
the other amounts properly paid, credited, or required to be distributed 
to all beneficiaries. 

Section 068 of the Code provides, in part, that gifts or bequests of 
specific sums of money or specific property paid under the terms of the 
governing instrument, which are paid or credited all at once or in not 
more than three installments, are not allowable as additional deduction 
to a trust accumulating income or distributing corpus or to an estate 
under section 001 and are not includible in the taxable income of the 
beneficiary under section 662. For this purpose, an amount which 
can be paid or credited only from the income of the estate or trust 
shall not be considered as a gift or bequest of a specific sum of money. 

It is the well established rule that a testamentary trust may be a 
legatee or beneficiary. G. C. M. 24749, C. B. 1045, 237, and. court 
decisions cited therein. 

In the instant case, giving due consideration to the remoteness of 
the possibility that the value of the estate would decrease to the extent 
that the residue thereof would not be su%cient to fund the trust, it is 
concluded that funding of the trust vi ould constitute a payment, under 
the terms of the will, of a bequest of a specific sum of money v-ithin 
the meaning of section 003(a) (1) of the Code and as such is neither 
taxable to the trustee nor deductible by the executor. 

SUBPART E. — GRANTORS AND OTHERS TREATED AS SUBSTANTIAL OWNERS 

SECTION 076. — POWER TO REVOKE 

Treatment of trust income where power of revocation may be ex- 
ercised only with consent of surviving income beneficiary. See Rev. 
Rul. 57 — 8, below. 

SECTION 677. — INCOME FOR BENEFIT OF GRANTOR 

(Also Section 676, ) Rev. Rul. 57-8 

Where the net income and/or principal of a trust is, in the dis- 
cretion of the trustee, to be paid to the grantor or applied for his 
benefit sc long as he shall live, the grantor will be treated as the 
owner. of the trust and the income therefrom, including any capital 
gains realized by the trust, shall be taxable to him even though a 
reserved power to revoke tlie trust may be exercised only with the 
consent of his wife, the surviving income beneficiary of the trust. 

Advice has been requested whether the grantor will be treated as 
the owner of a trust and the income therefrom will be taxable to hiin 
where the trust agreement provides (1) that the net income and/or 
principal of the trust estate is, in the discretion of the trustee, to be 
paid to the grantor or applied for his benefit so long as he shall live 
and (2) the grantor has reserved the right to revoke the trust, but 
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only with the consent, of his wife, the surviving income beneficiary. 
Section 671 of the Internal Revenue Code of 1054 states the gener;il 

rule that, in cases where the grantor or another person is regarded 
as the oivner of any portion of a trust, there shall be inclucled in com- 
puting his taxable income and credits those items of income, deduc- 
tions, and credits against tax of the trust which are attributable to 
that portion of the, trust to the extent that such items should be taken 
into account in coniputing the taxable income and credits of an 
individual. 

Section 676(a) of the Internal Revenue Code of 1054 provides that 
the grantor shall be treated as the owner of any portion of a trust, 
whether or not he is treated as such owner under any other provision 
of subpart F. . „where at any time the power to revest in the grantor 
title to such portion is exercisable by the grantor or a nonadverse party, 
or both. 

Furthermore, under the general rule contained in section 677(a) 
of the Code, the grantor sh;ill be treated as the owner of any portion 
of a trust whose income, ivithout the approval or consent of any 
adverse party, is or, in the discretion of the grantor or a nonadverse 
party, or both, may be distributed to the grantor. 

Although the power to revoke the trust reserved by the instant 
grantor may be exercised only with the consent of the surviving income 
beneficiary of. the trust, an adverse party, the provision contained 
in the trust instrument to the eQ'ect that the principal of the trust 
may be applied by the trustee, a nonadverse party, for the benefit of 
the grantor is considered to be a power to revest in the grantor, the 
title to the trust corpus within the purview of section 676(a) of the 
1054 Code. . 

In view of the foregoing, it is held that where the net income 
and/or principal of a trust is, in the discretion of the trustee, to be 
paid to the grantor or applied for his benefit so long as he shall live, 
the grantor will be treated as the owner of the trust and the income 
therefrom including any capital gains realized by the trust, shall 
be taxable to him even though a reserved power to revoke the trust 
may be exercised only with the consent of his wife, the surviving in- 
come beneficiarv of the trust. 

SUBCHAPTER K. — PARTNERS AND PARTNERSHIPS 

PART II. — CONTRIBUTIONS, DISTRIBUTIONS, AND TRANSFERS 

SUBPART B. — DISTRIBUTIONS BY A PARTNERSHIP 

26 CFR 1. 781 — 1: Extent of recognition of 
gain or loss on distribution. 

The transfer of the capital stock of several corporations to a 
partnership, where the taxpayers who own such stock are also part- 
ners in the partnership, followed immediately by a distribution in 

complete liquidation of the partnership assets, constitute steps of 

Rev. Rul. 57 — 900 

SECTION 781. — EXTENT OF RECOGNITION OF GAIN OR 
LOSS ON DISTRIBUTION 
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a single integrated transaction resulting in a taxable exchange of 
stock interests between the individual partners. 

Advice has been requested regarding the Federal income tax conse- 
quences of a transaction whereby partners transfer certain of their 
stock holdings to a partnership in which they are partners followed by 
the distribution of the partnership assets in complete liquidation of the 
partnership. 

A and B, individuals, each owned a one-half interest in a partner- 
ship and each owned one-half interests in corporations X and X. The 
partnership had been in existence for some years. A and B desired 
to sever all of their business relations. To accomplish a complete sev- 
erance, A and B each contributed to the partnership their one-half 
interests in corporations X and K The partnership was then termi- 
nated with certain of the partnership assets and all of the stock in 
corporation X being distributed to A, and the remainder of the part- 
nership assets and all of the stock in corporation I' being distributed to 
B. There were no unrealized receivables or inventory, and no money 
in excess of a partner's adjusted basis of his partnership interest was 
distributed to him. The specific question presented is whether the 
transfer of the corporate stock to the partnership and the complete 
liquidation of the partnership immediately thereafter results in gains 
or losses not being recognized to the partnership or any partner, or 
whether the two transactions taken together constitute a single taxable 
exchange of stock between the partners. 

Section 781 of the Internal Revenue Code of 1954 provides in 
general that in the case of a distribution by a partnership to a partner 
of property other than unrealized receivables, inventory, or money in 
excess of a partner's adjusted basis, no gain or loss shall be recogmzed 
to the partners or to the partnership. 

However, section 1. 781-1(c) (8) of the Income Tax Regulations 
states that: 

(3) If there is a contribution of property to a partnership and within a short 
period: 

(i) Before or after such contribution other property is distributed to the 
contributing partner and the contributed property is retained by the partner- 
ship, or 

(ii) After such contribution the contributed property is distributed to 
another partner, 

such distribution may not fall within the scope of section 731. Section 731 does 
not apply to a distribution of property, if, in fact, the distritution was made in 
order to effect an exchange of property between two or more of the partners or 
between the partnership and a partner. Such a transaction shall be treated as 
an exchange of propertv. 

In the instant case, the transfer of the corporate stock to the partner- 
ship followed by the immediate distribution of this stock to the 
partners, along with the other partnership assets in complete liquida- 
tion of the partnership, constituted steps m an integrated transaction 
entered into for the purpose of e8ecting an exchange of the corporate 
stock interests between the partners without the recognition of gain 
to the partners or the partnership. Accordingly, to such extent, 
section 781 of the Code does not apply and the transactions, therefore, 
constitute an exchange of property between the partners upon which 
gain or loss is recognized for Federal income tax purposes. 
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Recognition of gain or loss on "inventory items which have ap- 
preciated substantially in value" distributed to a partner by a partner- 
ship in liquidation. See Rev. Rul. 57 — 68, below. 

SUBPART D. — PROVISIONS COMMON To OTHER SUBPARTS 

SECTION 751. — UiVREALIZED RECEIVABLES AND 
INVENTORY ITLMS 

Rev. Rul. 57 — 68 26 CFR 1. 751 — 1: Unrealized receivables and 
inventory items. 

(Also Section 781; 1. 731 — 1. ) 
Where, in liquidation of his interest in a partnership, a partner 

receives a distribution in kind of his proportionate share of partner- 
shill assets which would be considered "inventory items which have 
appreciated substantially in value, " within the meaning of the 
definition of that term set forth in section 751(d) of the Internal 
Revenue Code of 1954, such distribution does not constitute a sale 
or exchange of such assets, subject to the provisions of section 751. 

Advice has been requested whether, in a liquidation of a partner- 
ship, a distribution in kind to a partner of his proportionate share 
of partnership assets which would be considered "inventory items 
which have appreciated substantially in. value, " within the meaning 
of the definition of that term set forth in section 751(d) of the Internal 
Revenue Code of 1954, constitutes a sale or exchange of such assets 
subject to the provisions of section 751. 

In September 1955, a partnership engaged in the business of sub- 
dividing and developing land, and the development and construction 
of commercial buildings, was completely liquidated and terminated. 
The assets of the business consisted of some cash, machinery and equip- 
ment used in the business, and a parcel of land which had been held 
for development as a commercial center. After payment of partner- 
ship debts, the remaining assets, including the land, were divided 
among the partners in accordance with their percentage of owner- 
ship in the net worth of the business. The land was physically par- 
titioned among the partners in accordance with their respective part- 
nership interests. The land had an adjusted cost basis to the partner- 
ship of approximately 100m dollars, and its fair market value at the 
time of distribution to the partners was approximately 500m dollars. 

Section 751(b) of the Code provides that distributions by a part- 
nership to a partner shall be considered as sales or exchanges between 
the partnership and the partner to the extent that the distributee 
partner receives unrealized receivables of the partnership or inven- 
tory items of the partnership which have appreciated substantially 
in value in exchange for all or a part of his interest in other partner- 
ship property, Section 751(b) also applies to the extent that the 
distributee partner receives other partnership property in exchange 
for all or a part of his interest in such receivables and inventory items. 
Section 751(b) does not apply to the extent that a distribution con- 
s. '-ts of a distributee partner's share of section 751 property or his 
share of other property. Sec. 1. 751 — 1(b) (1) (ii) of the Income Tax 
Regulations. Distributions which are not subject to section 751(b) 
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of the Code are governed by the regular distribution rules of sections 
731 through 786 of the Code. 

Section 731(a) of the Code provides, in part, that gain shall not 
be recognized on a distribution by a partnership to a partner, except 
to the extent than any money distributed exceeds the adjusted basis 
of such partner's interest in the partnership immediately before the 
distribution. Section 1. 781 — 1(a) of the Income Tax Regulations states 
that this rule is applicable both to current d. istributions (i. e. , distri- 
butions other than in liquidation of an entire interest) and to distribu- 
tions in liquidation of a partner's entire interest in a partnership. 

Accordingly, it is held that where a partner receives, in liquidation 
of his interest in a partnership, a distribution of his proportionate 
share of partnership assets which would be considered "inventory items 
which have substantially appreciated in value, " within the meaning 
of the definition of that term set forth in section 751(d) of the Code, 
such distribution does not constitute a sale or exchange of such assets, 
subject to the provisions of section 751 of the Code. 

PART IIL — DEFINITIONS 

SECTION 761. — TERMS DEFINED 
26 CFR 1. 761 — 1: Terms defined. Rev. Rul. 57 — 215 

Partnerships, of the types described in section 761(a) (1) and section 
761(a) (o) of the Internal Revenue Code of 1954, must obtain the prior 
approval of the Commissioner, under section 1. 761 — 1(a) (2) (iv) (b) 
of the Income Tax Regulations, to be excluded from only certain 
sections of Subchapter K of Chapter 1 of the Code relating to part- 
ners and partnerships. Such approval will not be extended to section 
706(b) of the Code for the purpose of eliminating the necessity of 
establishing a business purpose, as required thereunder, for the adop- 
tion of a taxable year for the partnership which is difFerent from that 
of all its principal partners. 

SUBCHAPTER L. — INSURANCE COMPANIES 

PART L — LIFE INSURANCE COMPANIES 

SUBPART A. — 1955 FORMULA 

SECTION 801. — DEFINITION OF LIFE INSURANCE 
COMPANY 

26 CFR 1. 801 — 1: Definitions. Rev. Rul. 57 — 229 

A health and accident insurance policy under which the insurance 
company reserves the right to adjust premium rates, in accordance 
with experience under such form of policy 1vhich runs to age sixty 
or a higher specified age, and which is renewable at the option of the 
insured, but only at the then applicable rate, does not constitute a 
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noncancellable contract of health;&nd accident insurance within the 
meaning of section 801 of the Internal Revenue &'&&&le of I!IS&1. The 
reserves maintainc&1 for such i&oli& ics may not be inclmled as part of "life insurance reserves" in determining whether an insurance com- 
pany qualifies as a life insurance cou&»«uy for I'ederal income tars 
purposes. 

Advice has been requestecl whether a health and accident insurance 
policy under which the insurance company & eserves the right to adjust 
premium rates by classes, in acconlance with experience under such 
form of policy, which runs to age sixty or a higher specifiecl age, and 
which would be renewable at the option of the insured, but at the then 
applicable rate, constitutes a noncancellable c&»ltract of health and 
acciclent insurance within the meaning of section 801 of the Internal 
Revenue Code of 1954. 

Section 801(a) of the Cocle defines a life insurance company ancl 
provides in part: 

"* * * the term 'life insurance company' means an insurance com- 
pany which is engaged in the business of issuing life insurance and 
annuity contracts (either separately or combined with health and 
accident insurance), or noncancellable contracts of health and acci- 
dent insurauce, if (1) its life insurance reserves (as delincd in sub- 
section (b) ), plus (2) unearned premiums and unpaid losses on non- 
cancellable life, health, or accident policies not included in life in- 
surance reserves, comprise more than 50 percent of its total reserves 
(as defined in subsection (c) ). " 

Section 801(b) (1) (B) defines "life insurance reserves" to include 
reserves for "noncancellable health and accident insurance contracts 
(including life insurance or annuity contracts combined with noncan- 
cellable health and accident insurance) involving, at the time with 
respect to which the reserve is computed, life, health, or accident 
contingencies. " 

Section 1. 801 — 1(a) of the Income Tax Regulations and section 
39. 201 — 8 of Regulations 118 (made applicable to the 1954 Code by 
T. D. 6091, C. B. 1954 — 2, 47) define a noncancellable insurance policy 
as a contract which the insurance company is under obligation to renew 
or continue at a specified premium and with respect to ~~vhich a reserve 
in addition to the unearned premium must be carried. to cover the 
obligation. The words "specify" and "specific" are defined in IVeb- 
ster's New International Dictionary as "to tell or state precisely or in 
detail" and "precisely formulated or restricted. " In the opinion of 
the Internal Revenue Service, a premium which varies according to 
the experience of the company under a particular type of contract does 
not qualify as a "specified" premium. 

Accordingly, a health and accident insurance policy under which 
the insurance company reserves the right to adjust premium rates, 
in accordance with experience under such form of policy which runs 
to age sixty or a higher specified age, and which is renewable at the 
option of the insured, but only at the then applicable rate, does not 
constitute a noncancellable contract of health and accident insurance 
within the meaning of section 801 of the Internal Revenue Code of 
1954. The reserves maintained for such policies may not be included 

as part of "life insurance reserves" in determining whether an insur- 

ance company qualifies as a life insurance company for Federal income 

tax purposes. 
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PART II. — MUTUAL INSURANCE COMPANIES (OTHER THAN LIFE OR MARINE OR 
FIRE INSURANCE COMPANIES ISSUING PERPETUAL POLICIES) 

SECTION 821. — TAX ON MUTUAL INSURANCE COM- 
PANIES (OTHER THAN LIFE OR MARINE OR FIRE 
INSURANCE COMPANIES ISSUING P E R P E T UAL 
POLICIES) 

26 CFR 1. 821 — 1: Tax on mutual insurance 
companies other than life or marine or 
fire insurance companies subject to tax 
imposed by section 831. 

Deductibility of a dividend to policyholders declared during a tax- 
able year in an amount representing the entire or a specified portion 
of the net profits of the company at the end of the taxable year. See 
Rev. Rul. 57 — 134, below. 

PART III. — OTHER INSURANCE COMPANIES 

SECTION 831. — TAX ON INSURANCE COMPANIES 
(OTHER THAN LIFE OR MUTUAL), MUTUAL MARINE 
INSURANCE COMPANIES, AND MUTUAL FIRE INSUR- 
ANCE COMPANIES ISSUING PERPETUAL POLICIES 

26 CFR 1. 831 — 1: Taxes on insurance companies Rev. Rul. 57 — 134 
(other than life or mutual), mutual marine 
insurance companies, and mutual fire insur- 
ance companies issuing perpetual policies. 

(Also Sections 821, 1. 821 — 1. ) 
(Also Part II, Sections 204, 207; Regulations 

118, Sections 39. 204 — 3, 39. 207 — 3. ) 
Insurance companies falling within the provisions of sections 821 

or 881 of the Internal Revenue Code of 19o4, except mutual fire 
insurance companies described in section 881(a) of the Code, and 
employing the accrual method of accounting may deduct dividends 
to policyholders in the year of declaration, even though such divi- 
dends are declared in unspecified amounts representing all or a 
specified portion of net proQts for such year and are not paid until 
the following year. 

Revenue Ruling 05 — 800, C. B. 19M-1, 408, revoked. 

Advice has been requested whether certain dividends to policy- 
holders, declared during a taxable year by certain insurance companies 
employing the accrual method of accounting, are deductible from gross 
income wliere the dividends are declared. as an amount representing 
all or a portion of the net profits of the company as of the end of the 
taxable year. 

Tlie facts disclose that on November 15th the taxpayer, a stock 
insurance company falling within the provisions of section 831 of the 
Internal Revenue Code of 1954, through its board of directors, declared 
a dividend to policyholders of all the company's profits in excess of 
2, 500m dollars for such taxable year payable after the close thereof. 
On January 20th of the following year, the dividend was paid. 
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Section 1. 823-2 and section 1. 832 — 2 of the Income Tax Regulations 
provide. , in part, that, if the method of accounting employed is the 
cash receipts and disbursements method, the deduction for dividends 
paid to policyholders is limited to the dividends actually paid in the 
taxable year. EIowever, if the method of accouiiting employed is the 
accrual method, the deduction, or a reasonably accurate estimate 
thereof, for dividends declared to policyholders for any taxable year 
will, in general, be computed by adding to dividends paid during the 
taxa~ble year the amount of dividends declared but unpaid at the end 
of the taxable year and deducting dividends declared but unpaid at the 
beginning of the taxable year. 

Revenue Ruling 55 — 300, C. B. 1955 — 1, 406, holds, in eGect, that with 
respect to the type of insurance comp~any under consideration divi- 
dends to policyholders declared in an undetermined amount are not 
deductible in determining such company's income tax liability. 

The question in the instant, case then is whether such dividends de- 
clared by the company were in a determined or an undetermined 
amount. Dividends of the type involved in the instant case cannot 

'create a debt at the time the resolution therefor is adopted by the 
board of directors, because losses may occur during the remainder of 
the year which woiild more than onset the corporation's prior earnings 
for such year. Thus, under such a resolution, no debt between the 
corporation and the policyholders can be created until the taxable year 
has closed, since only then would it be clear whether there were earnings 
available for the purposes of the dividend declaration. 

At the end of the taxable year during which the dividend is declared, 
pursuant to a resolution of the board of directors, however, all events 
will have occurred which fix the company's liability for the dividend 
and such liability cannot be afFected by anything transpiring after that 
time. See United States v. P. Chauncey Anderson et aL, T. D. 3839, 
C. B. V — 1, 179 (1926); Uncasviile 37fg. Co. v. Commissioner. 55 Fed. 
(2d) 893, certiorari denied 286 U. S. 545; and Anderson-Clayton 
Secure'ties Corp. v. Commissioner, 35 B. T. A. 795, acquiescence C. B. 
1937 — 2, 2. Thus, such a declaration may be treated as an accrued lia- 
bility for the taxable year during which the resolution therefor is 
adopted by the board of directors, provided there are suflicient earn- 
ings for such year available for dividends at the close of the taxable 
year and the dividends would be deductible in the year in which de- 
clared since the resolution would satisfy the requirements of sections 
1. 823 — 2 and 1. 839 2 of the Income Tax Regulations. 

Accordingly, insurance companies falling within the provisions of 
sections 821 or 831 of the Internal Revenue Code of 1954, except mu- 
tual fire insurance companies described in section 831(a) of the Code, 
and employing the accrual method of accounting may deduct dividends 
to policyholders in the year of declaration, even though such dividends 
are declared in unspecified amounts representing all or a specified por- 
tion of net profits for such year and are not paid until the following 
year. 

Revenue Ruling 55 — 300, C. B. 1955 — 1, 406, is revoked. 
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SECTION 8M. — INSURANCE COMPANY TAXABLE INCOME 

Rev. Rul. 57-48 26 CFR 1. 8M — 1: Gross income. 
(Also Part II, Section 204; Regulations 111, 

Section 20. 204 — 2. ) 
The portions of original premiums established and segregated 

as a reinsurance reserve by a title insurance company from June 1, 
1988, to May 81, 1945, under section 484 L a. of the New York State 
Insurance Law, may be treated as unearned premiums under sec- 
tion 882(b) (4) of the Internal Revenue Code of 1954 (section 
204(b) (5) of the Internal Revenue Code of 1989). 

I. T. 8798, C. B. 1946 — 1, 127, modified; and Rev. Rul. 151, C. B. 
1958-2, 222, revoked. 

The Internal Revenue Service has been asked to reconsider the con- 
clusions stated in I. T. 8708, C. B. 1946 — 1, 127, and Revenue Ruling 
151, C. B. 1958 — 2, 222, relative to the application of section 8M (b) (4) 
of the Internal Revenue Code of 1954 (section 204(b) (5) of the Inter- 
nal Revenue Code of 1989) to portions of the original premiums 
established and segregated as a reinsurance reserve by a title insurance 
company from June 1, 1088, to May 81, 1945, under section 484 l. a. 
of the New York State Insurance Law, as enacted by chapter 882 
of the laws of the State of New York for 1980. 

I. T. 8798, supra, holds that (1) the portions of original premiums 
established and segregated as a reinsurance reserve by a title insur- 
ance company on and after June 1, 1045, under section 484 1. b. of 
the New York State Insurance Law, as amended, may be treated as 
unearned premiums under section 204(b) (5) of the Internal Revenue 
Code of 1080; and (2) the portions of original premiums established 
and segregated as a reinsurance reserve by a title insurance company 
from June 1, 1088, to May 81, 1945, under section 484 l. a. of the New 
York State Insurance Law, may not be treated as unearned premiums 
under section 204(b) (5) of the 1980 Code. Revenue Ruling 151, 
supra, afFirmed the position expressed in I. T. 8708 with respect to 
issue (2) above. 

After careful consideration of the matter, it has been concluded 
that the treatment for Federal income tax purposes, of the portions 
of the original premiums established and segregated as a reinsurance 
reserve by a title insurance company from June 1, 1988, to May 81, 
1045, under section 484 l. a. of the New York State Insurance Law 
(prior to the 1045 amendment), should not dier from that accorded 
the portions of the original premiums established and segregated as a 
reinsurance reserve by such a company on and after June 1, 1945, 
under section 484 1. b. of that law, as amended by the laws of the 
State of New York for 1045. See I". arly v. Lawyers Title Insurance 
Corporation, 1M Fed. (2d) 42; Title and Trust Company v. Com- 
missioner, 102 Fed. (2d) 08; Pacig Abstract Title Company v. United 
8tates, 192' Fed. (2d) 084; Washington Title Insurance Company v. 
United 8tates, 185 F. Supp. 426; and IIome Title Guaranty Company 
v. Commissioner, 15 T. C. 687, nonacquiescence C. B. 1958 — 2, 8, and 
City Title Insurance Company, T. C. Memo 1955 — 288. 

Accordingly, it is held that a title insurance company, filing its 
corporation income tax returns in accordance with the provisions 
of sections 881 and 8M of the Internal Revenue Code of 1054 (section 
204 of the 1980 Code) may treat as unearned premiums under section 
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832(b) (4) of the 1954 Code (section 204(b) (5) of the 1939 Code) 
the portions of original premiums established and segregated as a 
reinsurance reserve from June 1, 1938, to May 31, 1945, in accordance 
with the provisions of. Section 484 l. a. of the New York State Insur- 
ance Law enacted by chapter 882 of the laws of the State of New York 
for 1939 (the period preceding enactment of section 434 1. b. of such 
laws, as amended, for 1945). Restorations to income from such 
reserves will constitute taxable income in the year of such restoration. 

In view of the above, Revenue Ruling 151, C. B. 1953 — 2, 222, is 
revoked; and I. T. 3798, C. B. 1946 — 1, 127, is modified to the extent 
that it holds that the portions of original premiums established and 
segregated as a reinsurance reserve by a title insurance company from 
June 1, 1938, to May 81, 1945, under section 484 1. a. of the New York 
State Insurance Law, mav not be treated as unearned premiums under 
section 204(b) (5) of the Code. In addition, the prior nonacquies- 
cence in the case of Home Title 6uaranty Company v. Commissioner, 
8upra, has been withdrawn and acquiescence substituted therefor. See 
page 4 of this Bulletin. 

Rev. Rul. 57 — 279 

The term "administrative or clerical expenses of a nature that can 
be actually determined, " as used in Revenue Ruling 55 — 580, means 
"statistically determined" expenses, which are to be considered sep- 
arately, and not combined with estImates of future costs of adjust- 
ing claims, in determining "expenses incurred" under section 
832(b) (6) of the Internal Revenue Code of 1954. 

Revenue Ruling 55 — 580, C. B. 1955 — 2, 282, amplified. 

The Internal Revenue Service has been requested to clarify the last 
sentence of the fourth paragraph of Revenue Ruling 55 — 580, C. B. 
1955 — 2, 282, relative to the computation of "expenses incurred" of 
insurance companies under the provisions of section 832 of the Internal 
Revenue Code of 1954. 

Section 832 (b) of the Code provides, in part, as follows: 

(6) ExPENBEB INcURRED. — The term "expenses incurred" means all 
expenses shown on the annual statement approved by the National 
Convention of Insurance Commissioners, and shall be computed as 
follows: To all expenses paid during the taxable year, add expenses 
unpaid at the end of the taxable year and deduct expenses unpaid 
at the end of the preceding taxable year. For the purpose of conr- 

puting the taxable income subject to the tax imposed by section 831, 
there shall be deducted from expenses incurred (as defined in this 
paragraph) all expenses incurred which are not allowed as deduc- 
tions by subsection (c). 

At issue is the meaning of the above-mentioned sentence contained 
in Revenue Ruling 55 — 580, supra, which states: 

The question here relates to "expenses incurred" involving esti- 
mates of future costs of adjusting claims and similar types of ex- 

penses but does not include administrative or clerical expenses 

of a nature that can be actually determined. [Underscoring 
supplied. ] 

Revenue Ruling 55 — 580 was issued to entitle insurance companies, 

taxable under the provisions of section 831 of' the Internal Revenue 

Code of 1954, to a deduction under section 832(b) (6) for "expenses 

incurred~ involving estimates of future costs of adjusting claims and 

similar tvpes of expenses, according to the accounting method adopted 

4R4 ( 37' — 5s — is 
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by the National Convention of Insurance Commissioners used in fil- 
ing the companies' annual statements. 

The underscored portion of the above quoted sentence should not 
be considered as implying that "administrative or clerical expenses of 
a nature that can be actually determined" are not allowable. It was 
inserted to assure that determinable administrative and clerical ex- 
penses would not be combined with estimates of future costs of ad- 
justing claims and similar types of expenses, but ~ould be consid- 
ered separately in determining "expenses incurred" under section 
882(b) (6) of the Code. 

By ivay of explanation, the term "administrative or clerical ex- 
penses of the nature that can be actually determined" means "statis- 
tically determined" expenses which can be formulated in the same 
manner in which the Service has approved the determination of "un- 
paid losses" under the "case basis" (i. e. , the method used in arriving 
at their estimates by averaging the expenses of settling claims over a 
five-year period based on the company's actual past experience as 
shown in their prior annual statements for such years). 

Accordingly, the term "administrative or clerical expenses of a na- 
ture that can be actually determined, " as used in Revenue Ruling 
55 — 580, supra, means "statistically determined" expenses, which are 
to be considered separately and not combined with estimates of fu- 
ture costs of adjusting claims, in determining "expenses incurred" 
under section 832(b) (6) of the Code. 

SUBCHAPTER M. — REGULATED INVESTMENT CoiiIPANIES 

SECTION 851. — DEFINITION OF REGULATED 
INVESTMENT COMPANY 

26 CFR 1. 851: Statutory provisions: definition 
of regulated investment company. 

T. D. 6236' 

TITI E 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEMBER 31, 1953 

Regulations prescribed under subchapter M of chapter 1 of the 
Internal Revenue Code of 1054, 

DEPARTMENT OF THE TREASURY', 
OI"I'ICE OI' COMMISSIOiiIER OF INTERNAL REVENUE& 

washington 85, D. C. 
To 0fj'icers and Emp~o~gees of the Internal revenue Service and Others 

Concerned: 
On June 24, 1955, notice of proposed rulemaking regarding the 

regulations for taxable years beginning after December 81, 1958~ and 
ending after August 16, 1954 (except as otherwise provided therein), 
under subchapter M (regulated investment companies) of chapter 1 
of the Internal Revenue Code of 1954 was published in the Federal 
Register (20 F. R. 4444), After consideration of all such relevant 
matter as was presented by interested persons regarding the rules 

' 22 F. R. 3372. 
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proposed, the follov. in&& regulations (ivhich supersede paragraph 17 
of Treasury Decision 0118 (19 F. R. 9890), approved December 00, 
1954) [C. B. 1955 — 1, 698], are hereby adopted. The regulations 
hereby adopted do not give e(feet to the amendments made to section 
8M(b) (8) of the Internal Revenue Code of 1954, by Public Law 700, 
84th Congress, approved July 11, 1950 [C. B. 1956 — 9, 1109] (effective 
with respect to taxable years of regulated investment companies 
beginning after December 81, 1950). Regulations under Public Law 
700 will be published as a, notice of proposed rulemaliing at a sub- 
sequent date. 
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REGULATED INVESTMENT COMPANIES 

$ 1. 851 STATUToRY PRovIsIoNs ) DEFINITIQN oF RKGULATEn INvEsT- 
MENT COMPANY. 

SEC. 851. DEFINITION OF REGULATED INVESTIIEVT COM- 
PANY. 

(a) G@NzsAz, Rur. z. — For purposes of this subtitle, the term "regu- 
lated investment company" means any domestic corporation (other than 
a personal holding company as defined in section 542)— 
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(1) Which, at all times during the taxable year, is registered 
under the Iniestment Company Act of 1940, as amended (54 Stat. 
789; 15 U. S. C. 80 a — I to 80 b — 2), either as a management company 
or as a unit investment trust, or 

(2) Which is a common trust fund or similar fund excluded by 
section 8(c) (8) of such Act (15 U. S. C. 80 a — 8 (c) ) from the defini- 
tion of. 'investment company" and is not included in the definition 
of "common trust fund" by section:&84 (a). 

(b) LIMITATIONs. — A corporation shall not be considered a regulated 
investment company for any taxable year unless— 

(1) It files with its return for the taxable year an election to be 
a regulated investment company or has made such election for a pre- 
vious taxable year which began after December 81, 1941; 

(2) At least 90 percent of its gross income is derived from 
dividends, interest, and gains from the sale or other disposition of 
stock or securities; 

(8) Less than 80 percent of its gross income is derived from the 
sale or other disposition of stock or securities held for less than 8 
months; and 

(4) At the close of each quarter of the taxable year— 
(A) At least 50 percent of the value of its total assets is 

represented by- 
(i) Cash and cash items (including receivables), Govern- 

ment securities and securities of other regulated invest- 
ment companies, and 

(ii) Other securities for purposes of this calculation 
limited, except and to the extent provided in subsection 
(e), in respect of any one issuer to an amount not greater 
in value than 5 percent of the value of the total assets of 
the taxpayer and to not more than 10 percent of the out- 
standing voting securities of such issuer, and 

(B) Not more than 25 percent of the value of its total assets 
is invested in the securities (other than Government securities 
or the securities of other regulated investment companies) of 
any one issuer, or of two or more issuers which th taxpayer 
controls and which are determined, under regulations prescribed 
by the Secretary or his delegate, to be engaged in the same or 
similar trades or businesses or related trades or businesses. 

(c) RUIEs APPLIcABLE To SUBsEcTICN (B) (4). — For purposes of sub- 
section (b) (4) and this subsection— 

(1) In ascertaining the value of the taxpayer's investment in the 
securities of an issuer, for the purposes of subparagraph (B), there 
shall be included its proper proportion of the investment of any other 
corporation, a member of a controlled group, in the securities of 
such issuer, as determined under regulations prescribed by the 
Secretary or his delegate. 

(2) The term "controls" means the ownership in a corporation 
of 20 percent or more of the total combined voting power of all 
classes of stock entitled to vote. 

(8) The term "controlled group" means one or more chains of 
corporations connected through stock ownership with the taxpayer 
if— 

(A) 20 percent or more of the total combined voting power 
of all classes of stock entitled to vote of each of the corpora- 
tions (except the taxpayer) is owned directly by one or more of 
the other corporations, and 

(B) The taxpayer owns directly 20 percent or more of the 
total combined voting power of all classes of stock entitled to 
vote, of at least one of the other corporations. 

(4) The term "value" means, with respect to securities (other 
than those of majority-owned subsidiaries) for which market quota- 
tions are readily available, the market value of such securities; and 
with respect to other securities and assets, fair value as determined 
in good faith bv the board of directors, except that in the case of 
securities of majority-oivned subsidiaries which are investment 
companies such fair value shall not exceed market value or asset 
value, whichever is higher. 
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(5) All other terms shall have the same meaning as when used 
in the Invest&nent Company Act of 1040, as amen&led. 

(d) DETERIIINATIoN or STATUs. — A corporation &vhich meets the 
requirements of subsections (b) (4) and (c) at the close of any quarter 
shall not lose its st;&tus as a regulated investn1ent company because of a 
discrepancy during a subsequent quarter bet&veen the value of its various 
investments and such requirements unless such discrepan& y exists im- 
mediately after the acquisition of any security or other property and is 
wholly or partly the result of such acquisition. A corporation which 
does not meet such requirements at the close of any quarter by reason 
of a discrepancy existing immediately after the acquisition of any se- 
curity or other property which is Ivholly or partly the result of such 
acquisition during such quarter slmll not lose ii:s status for such quarter 
as a regulated invest&neut co&npany if such discrepancy is eliminated 
&vithin 80 days after the close of such quarter and in such cases it shall 
be considered to have met such requirements at the close of such quarter 
for purposes of applying the preceding sentence. 

(e) INvEsTI&ENT CoiIPANIEs FI. RNIsHING CAPITAL To DEVELQPI&IENT 
CORPORATION S. — 

(1) GENERAL RULE. — If the Securities and Exchange Commission 
determines, in accordance with regulations issued by it, and certifies 
to the Secretary or his delegate not less than 00 days prior to the 
close of the taxable vear of a registered management company, 
that such investment company is principally engaged in the fur- 
nishing of capital to other corporations which are principally en- 
gaged in the development or exploitation of inventions, technologi- 
cal improvements, new processes, or products not previously gen- 
erally available, such investment company may, in the computation 
of 50 percent of the value of its assets under subparagraph (A) 
of subsection (b) (4) for any quarter of such taxable year, include 
the value of any securities of an issuer, whether or not the invest- 
ment company owns more than 10 percent of the outstanding voting 
securities of such issuer, the basis of which, when added to the basis 
of the investment company for securities of such issuer previously 
acquired, did not exceed 5 percent of the value of the total assets 
of the investment company at the time of the subsequent acquisition 
of securities. The preceding sentence shall not apply to the securi- 
ties of an issuer if the investment company has continuously held 
any security of such issuer (or of any predecessor company of such 
issuer as determined under regulations prescribed by the Secretary 
or his dele ate) for 10 or more years preceding such quarter of such 
taxable year. 

(2) LIMITATION. — The provisions of this subsection shall not 
apply at the close of any quarter of a taxable year to an investment 
company if at the close of such quarter more than 25 percent of 
the value of its total assets is represented by securities of issuers 
with respect to each of which the invest&nent company holds more 
than 10 percent of the outstanding voting securities of such issues 
and in respect of each of which or any predecessor thereof the in- 
vestment company has continuously held any security for 10 or more 
years precedin" such quarter unless the value of its total assets so 
represented is reduced to 25 percent or less within 80 days after 
the close of such quarter. 

(3)nETERIIINATION OP sTATUs. — For purposes of this subsection, 
unless the Secu&ities and Exchange ComnIission determines other- 
wise, a corporation shall be considered to be principally engaged 
in the development or exploitation of inventions, technological im- 

provements, new processes, or products not previously generally 
available, for at least 10 years after the date of the first acquisition 
of any security in such corporation or any predecessor thereof by 

such investment company if a. t the date of such acquisition the 
corporation or its predecessor was principally so engaged, aud an 
investment company shall be considered at any date to be furnish- 

ing capital to any company Ivhose securities it holds if &vithin 10 
years prior to such &late it has acquired any of such securities, or 
any securities surrendered in exchange therefor, from such other 
companv or predecessor thereof. For purposes of the certification 
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under this subsection, the Securities and Exchange Commission shall 
have authority to issue such rules, regulations and orders, and to 
conduct such investigations and hearings, either public or private, 
as it may deem appropriate. 

(4) nEFiNirzoNs. — The terms used in this subsection shall have 
the same meaning as in subsections (b) (4) and (c) of this sec- 
tion, 

II 1. 851 — 1 DEFINITIGN oF REGULATED INvESTMENT CQMPANY'. — (a) 
In genei'ui, — The term "regulated investment company" is defined to 
mean any domestic corporation (other than a personal holding com- 

pany as defined in section 542) which meets (1) the requirement of 
section 851(a) and paragraph (b) of this section, and (2) the limita- 
tions of section 851(b) and $ 1. 851 — 2. As to the definition of the term 
"corporation", see section 7701(a) (8). 

(b) Aequi ement. — To qualify as a regulated investment company, 
a, corpora. tion must be— 

(1) Registered at all times during the taxable year, under the In- 
vestment Company Act of 1940, as amended (54 Stat. 789; 15 U. S. C. 
80 a — 1 to 80 b — 2), either as a management company or a unit invest- 
ment trust, or 

(2) A common trust fund or similar fund excluded by section 
8(c) (8) of the Investment Company Act of 1940 (15 U. S. C. 80 
a — 8(c) ) from the definition of "investment company" and not in- 
cluded in the definition of "common trust fund" by section 584(a). 

I) 1. 851 — 2 LiMiTATTONs. — (a) Election to be regulated in~estment 
company. — UUnder the provisions of section 851(b) (1), a corporation, 
even though it satisfies the other requirements of subcliapter M of 
chapter i of the Internal Revenue Code of 1954 for the taxable year, 
will not be considered a regulated investment company for such year, 
within the meaning of subchapter M, unless it elects to be a regulated 
investment company for such taxable year, or has made such an elec- 
tion for a previous taxable year ivhich began after December 31, 1941. 
The election shall be made by the taxpayer by computing income as a 
regulated investment company in its return for the first taxable year 
for which the election is applicable. No other method of making such 
election is permitted. An election once made is irrevocable f' or such 
taxable year and all succeeding taxable years. 

(b) Gros8 income r'eguirement. — Section 851(b) (2) and (8) pro- 
vides that (1) at least 90 percent of the corporation's gross income for 
the taxable year must be derived from dividends, interest, and gains 
from the sale or other disposition of stocks or securities, and (2) less 
than 80 percent of its gross income must have been derived from the 
sale or other clisposition of stock or securities held for less than three 
months. In determining tlie gross income requirements under section 
851(b) (2) and. (8), a loss from the sale or other disposition of stock 
or securities does not enter into the computation. A determination of 
the period for which stock or securities have been held shall be gov- 
erned by the provisions of section 1223 insofar as applicable. 

(c) Diversi jcotion o j inuestments. — (1) Subparagraph (A) of sec- 
tion 851(b) (4) requires tliat at the close of each quarter of the taxable 
year at least 50 percent of the value of the total assets of the taxpayer 
corporation be represented by one or more of the following: 

(i) Cash ancl cash items, including receivables; 
(ii) Government securities; 
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(iii) Securities of other regulated investment companies; or 
(iv) Securities (other than those described in subdivisions (ii) and (iii) of this subparagraph) of any one or more issuers which 

meet the following limitations: (a) The entire amount of the 
securities of the issuer owned by the taxpayer corporation is not 
greater in value than 5 percent of the value of the total assets of 
the taxpayer corporation, and (b) the entire amount of the se- 
curities of such issuer owned by the taxpayer corporation does 
not represent more than 10 percent of the outsta, nding voting se- 
curities of such issuer. For the modification of the percentage l' imitations applicable in the case of certain venture capital invest- 

E. 

ment companies, see section 851(e) and $ 1. 851 — 6. 
Assuming that at least 50 percent of the value of the total assets of 
the corpo~ration satisfies the requirements specified in this subpara- 
graph, and that the limiting provisions of subparagraph (B) of 
sect&on 851(b) (4) and subpa~ragraph (2) of this paragraph are not 
violated, the corporation will satisfy the requirements of section 851 
(b) (4), notwithstanding tlrat the remaining assets do not satisfy the 
diversification requirements of subparagraph (A. ) of section 851 (b) 
(4). For example, a corporation 1nay oi~vn all the stock of another cor- 
poration, provided it otherwise meets the requirements of subpara- 
graphs (4) and. (B) of section 851 (b) (4). 

(2) Subparagraph (B) of section 851(b) (4) prohibits the invest- 
ment at the close of each quarter of the taxable year of more than N 
percent of the value of the total assets of the corporation (including 
the 50 percent or more mentioned in subparagraph (A. ) of section 
851(b) (4) ) in the securities (other than Government securities or the 
securities of other regulated investment companies) of any one issuer, 
or of two or more issuers which the taxpayer company controls and 
which are engaged in the same or similar trades or businesses or related 
trades or businesses, including such issuers as are merely a part of a 
unit contributing to the completion and sale of a product or the 
rendering of a p~articular service. Two or more issuers are not con- 
sidered as being in the same or similar trades or businesses merely 
because they are engaged in the broad field of manufacturing or of 
any other general classification of industry, but issuers shall be con- 
strued to be engaged in the same or similar trades or businesses if 
they are engaged in a distinct branch of business, trade, or manufac- 
ture in which they render the same kind of service or produce or 
deal in the same kind of product, and such service or products fulfill 
the same economic need. If two or more issuers produce more than 
one product or render more than one type of service, then the chief 
product or service of each slrall be tb. e basis for determining whether 
they are in the same trade or business. 

$ 1. 851 — 3 RULEs APPLIOABLE To SEGTIoN 851(b) (4). — In deter- 
mining the value of the taxpayer's investment in the securities of any 
one issuer, for the purposes of subparagraph (B) of section 851(b)- 
(4), there shall be included its proper proportion of the investment 
of a~ny other corporation, a member of a controlled group, in the se- 
curities of such issuer. See example (4) in $ 1. 851 — 5. For purposes 
of $$ 1. 851 — 9, 1. 851&, 1. 851 — 5, and 1. 851 — 6, the terms "controls", "con- 
trolled group", and "value" have the meaning assigned to them by 
section 851(c). All other terms used in such~sections have the same 
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Cash 
Government securities 
Securities of regulated investment companies 
Securities of CorporationA 
Securities of Corporation B 
Securities of Corporation C 
Securities of various corporations (not exceeding 5 percent of its assets 

in any one company) 

10 
20 
10 

20 

Total 100 

Investment Company W owns all of the voting stock of Corporations 
A and B, 15 percent of the votin~ stock of Corporation C, and less 
than 10 percent of the voting stock of the other corporations. None 
of the corporations is a member of a controlled group. Investment 
Company W meets the requirements under section 851(b) (4) at the 
end of its first quarter. It complies with subparagraph (A. ) of sec- 
tion 851(b) (4) since it has 55 percent of its assets invested as provided 
in such subparagraph. It complies with subparagraph (B) of section 
851(b) (4) since it does not have more than 25 percent of its assets in- 
vested in the securities of any one issuer, or of two or more issuers 
which it controls. 

Encamp/e (g). Investment Company V at the close of a particular 
quarter of the taxable year has its assets invested as follows: 

meaning as when used in the Investment Company Act of 1940 (15 
U. S. C. , c. 2D) or that Act as amended. 

$ 1. 851 — 4 DzTzmnNATzoN or STATUs. — With respect to the effect 
which certain discrepancies between the value of its various invest- 
ments and the requirements of section 851(b) (4) and $ 1. 851 — 2(c), 
or the efiect that the elimination of such discrepancies, will have on 
the status of a company as a regulated investment company for the 
purposes of subchapter M of chapter 1 of the Internal Revenue Code 
of 1%4, see section 851(d). A company claiming to be a regulated 
investment company shall keep sufhcient records as to investments 
so as to be able to show that it has complied with the provisions of 
section 851 during the taxable year. Such records shall be kept at 
all times available for inspection by any internal revenue oflicer or 
employee and shall be retained so long as the contents thereof may be- 
come material in the administration of any internal revenue law. 

$ 1. 851 — 5 ExAMrr. Es. — 'Ihe provisions of section 851 may be il- 
lustrated by the following examples: 

Encamp/e (1). Investment Company W at the close of its first 
quarter of the taxable year has its assets invested as follows: 

Percen t 
5 

Cash 
Government securities 
Securities of Corporation A 
Securities of Corporation B 
Securities of Corporation C 
Securities of Corporation D 

Percent 
10 
35 

7 
12 
15 
21 

Total 100 

Investment Company V fails to meet the requirements of subpara- 
graph (A. ) of section 851(b) (4) since its assets invested in Corpora- 
tions A, B, C, and D exceed in each case 5 percent of the value of the 
total assets of the company at the close of the particular quarter. 
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rercen t 
20 

ru 

10 
2, "& 

Cash and Government securities 
Securities of Corporation A 
Securities of Corporation B 
Securities of Corporation C 
Securities of various corporations (not exceeding, & percent of its assets 

in an one con&pany y p y) 40 

Example (8') . Investment Company X at the close of the particular 
quarter of the taxable year lias its assets invested as follows: 

Total 100 

rereent 
15 
80 
10 
20 

Cash and Government securities 
Securities of Corporation E (a regulated investment company) 
Securities of Corporation A 
Securities of Corporation B 
Securities of various corporations (not exceeding 5 percent of its assets 

in any one company) 2. & 

Total 100 

Corporation K has 20 percent of its assets invested in Corporation L 
and Corporation L has 40 percent of its assets invested in Corporation 
B. Corporation A. also has 80 percent of its assets invested in Corpo- 
ration B, and owns more than 20 percent of the voting power in 
Corporation B. Investment Company Y owns more than 20 percent 
of the voting power of Corporations A and K. Corporation K owns 
more than 20 percent of the voting power of Corporation L, and Corpo- 
ration L owns more than 20 percent of the voting power of Corporation 
B. Investment Companv Y is disqualif ed under subparagraph (B) 
of section 851(b) (4) since more tlian 25 percent of its assets are con- 
sidered invested in Corporation B as shown by the following calcula- 
'tioii: 
Percentage of assets invested directly in Corporation B 20. 0 
Percentage invested through the controlled group, Y-K-L-B (40 percent 

of 20 percent of 80 percent) 2. 4 
Percentage invested in the controlled group, Y-A-B (80 percent of 10 

percent) 8. 0 

Total percentage of assets of Investment Company Y invested in 
Corporation B 2u. 4 

Example (5). Investment Company Z, wh. ich keeps its books and 

makes its returns on the basis of the calandar year, at the close of the 
first quarter of 1055 meets the requirements of. section 851(b) (4) and 

has 20 percent of its assets invested in Corporation A. L; (er during 

tlie taxable year it makes distributions to its shareholders and bec;uise 

o f sucli dist& ibutions it finds at the close of the taxable year that it has 

more than 25 percent of. its remaining assets invested in Corporation 

Investment Company X owns more than 20 percent of the voting power 
of Corporations B and C and less than 10 percent of the voting power 
of all of the other corporations. Corporation B manufactures radios 
and Corporation C acts as its distributor and also distributes radios 
for other companies. Investnient Company X fails to meet the require- 
ments of subparagraph (B) of section 851(b) (4) since it has 35 per- 
cent of its assets invested in the securities of two issuers which it 
controls and which are engaged in related trades or businesses. 

Example (~). Investmeiit Company Y at the close of a particular 
quarter of the taxable year has its assets invested as follows: 
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A. . Investment Company Z does not lose its statuts'as a regulated 
investment company for the taxable year 1055 because of such dis- 
tributions, nor will it lose its status as a regulated investment company 
for 1056 or any subsequent year solely as a result of such distributions. 

Examp/e (6'). Investment Company Q, which keeps its books and 
makes its returns on the basis of a calendar year, at the close of the 
first quarter of 1955, meets the requirements of section 851(b) (4) and 
has 20 percent, of its assets invested in Corporation P. At the close of 
the taxable year 1955 it finds that it has more than 25 percent of its 
assets investecl in Corporation P. This situation results entirely from 
fluctuations in the market values of the securities in Investment 
Company Q's portfolio and is not due in whole or in part to the 
acquisition of any security or other property. Corporation Q does 
not lose its status as a regulated investment company for the taxable 
year 1955 because of such fiuctuations in the market values of the 
securities in its portfolio, nor will it lose its status as a regulated 
investment company for 1056 or any subsequent year solely as a result 
of such market value fiuctuations. 

$ 1. 851 — 6 INVEST3IKNT COMPANIES FURNISHING CAPITAL To DE- 
vELor~rENT CoRPoRATzoxs. — (a) Quahjying reguirement8. — (1) In the 
case of a regulated investment company which furnishes capital to 
development corporations, section 851(e) provides an exception to the 
rule relating to the diversification of investments, made applicable to 
regulated investment companies by section 851(b) (4) (A). This ex- 
ception (as provided in paragraph (b) of this section) is available 
only to registered management investment companies which the 
Securities and Exchange Commission determines, in accordance with 
regulations issued by it, and certifies to the Secretary or his delegate, 
not ness than 60 days before the close of the taxable year of such 
investment company, to be principally engaged in the furnishing o'f 
capital to other corporations which are principally engaged in the 
development or exploitation of inventions, technological improve- 
ments, new processes, or products not previously generally available. 

(2) For the purpose of the aforementioned determination and cer- 
tification, unless the Securities and Exchange Commission determines 
otherwise, a corporation shall be considered to be principally engaged 
in the development or exploitation of inventions, technological im- 
provements, new processes, or products not previously generally avail- 
able, for at least 10 years after the date of the first acquisition of any 
security in such corporation or any predecessor thereof by such invest- 
ment company if at the date of such acquisition the corporation or its 
predecessor was principally so engaged, and an investment company 
shall be considered at any date to be furnishing capital to any com- 
pany whose securities it holds if within 10 years before such date it 
had acquired any of such securities, or any securities surrendered in 
exchange therefor, from such other company or its predecessor. 

(b) Except~on to general inde. — (1) The registered management 
investment company, which for the taxable ye~ar meets the require- 
ments of paragraph (a) of this section, may (subject to the limita- 
tions of section 851(e) (2) a»d paragraph (c) of this section) in 
the computation of 50 percent of the value of its assets under section 
851(b) (4) (A. ) and $ 1. 851 — 2(c) (1) for any quarter of such taxable 
year, include the value of any securities of an issuer (whether or not 
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Basis of all stock of A Corporation 

Basis of stock of A Corporation $60, 000 — 4 percent 
Value of XYZ Corporation's total assets at June 80, 1955, $1, 500, 000 

time of the latest acquisition. 

60, 000 

the investment company owns more than 10 percent of the outstanding 
voting securities of such issuer) if at the time of the latest acquisi- 
tion of any securities of such issuer the basis of all such securities 
in the hands of the investment company does not exceed 5 percent 
of the value of the total assets of the investment company at that 
time. The exception provided. by section 851(e) (1) and this sub- 
paragraph is not applicable to the securities ofan issuer if the in- 
vestment company has continuously held any security of such issuer 
or of any predecessor company (as defined in paragraph (d) of this 
section) for 10 or more years preceding such quarter of the taxable 
year. The rule of section 851(e) (1) with respect to the relationship 
of the basis of the securities of an issuer to the value of the total 
assets of the investment company is, in substance, a qualificatioii 
of the 5-yercent limitation in section 851(b) (4) (A) (ii) and $ 1. 851— 
o(c) (1) (iv). All other provisions and requirements of. section 851 
and $$ 1. 851 — 1 through 1. 851 — 6 are applicable in determining whether 
such registered man~oement investment company qualifies as a regis- 
tered investment company, 

(9) The application of subparagraph (1) of this paragraph may 
be illustrated by the following examples: 

Examp/e (1). (i) The XYZ Corporation, a, regulated investment 
company, qualified under section 851(e) as an investment company 
furnishing capital to development corporations. On June 80, 1954, 
the XYZ Corporation purclrased 1, 000 shares of the stock of the A 
Corporation at a cost of $30, 000. On June 80, 1954, the value of the 
total assets of the XYZ Corporation was $1, 000, 000. Its investment 
in the stock of the A. Corporation ($30, 000) comprised 8 percent of 
the value of its total assets, and it therefore met the requirements 
prescribed by section 851(b) (4) (A) (ii) as modified by section 
851(e) (1). 

(ii) On June 80, 1955, the value of the total assets of the XYZ 
Corporation was $1, 500, 000 and the 1, 000 shares of stock of the A 
Corporation which the XYZ Corporation owned appreciated in value 
so that they were then worth $60, 000. On that date, the XYZ Invest- 
ment Company increased its investment in the stock of the A Corpora- 
tion by the purchase of an additional 500 shares of that stock at a total 
cost of $80, 000. The securities of the A Corporation owned by the 
XYZ Corporation had a value of $90, 000 (6 percent of the value of 
the total assets of the XYZ Corporation) which exceeded the limit 
provided by section 851(b) (4) (A. ) (ii). However, the investment 
of the XYZ Corporation in the A Corpor ation on June 80, 1955, quali- 
fied under section 851(b) (4) (A. ) as modified by section 851(e) (1), 
since the basis of those securities to the investment company did not 
exceed 5 percent of the value of its total assets as of June 80, 1955, 
illustrated as follows: 
Basis to the XYZ Corporation of the A Corporation's stock acquired on 

June 80, 1954 830, 000 

Basis of the o00 shares of the A Corporation's stock acquired by the XYZ 
Corporation on June 80, 1955 80, 000 
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ExampLe (8). The same facts existed as in example (1), except that 
on June 80, 1955, the XYZ Corporation increased its investment in 
the stock of the A Corporation by the purchase of an additional 1, 000 
shares of that stock (instead of 500 shares) at a total cost of $60, 000. 
No part of the investment of the XYZ Corporation in the A Corpora- 
tion qualified under the 5-percent limitation provided by section 
851 (b) (4) (A) as modified by section 851(e) (1), illustrated as follows: 
Basis to the XYZ Corporation of the 1, 000 shares of the A Corporation's 

stock acquired on June 30, 1954 $30, 000 
Basis of the 1, 000 shares of the A Corporation's stock acquired on June 

30, 1955 60, 000 

Total 90, 000 

Basis of stock of A Corporation 390, 000 — 6 percent 
Value of XYZ Corporation's total assets at June 30, 1955, 31, 500, 000 

time of the latest acquisition. 

EzampLe (8). The same facts existed as in example (2) and on 
June 30, 1956, the XYZ Corporation increased its investment in the 
stock of the A Corporation by the purchase of an additional 100 shares 
of that stock at a total cost of $6, 000. On June 80, 1956, the value of 
the total assets of the XYZ Corporation was $2, 000, 000 and on that 
date the investment in the A Corporation qualified under section 
851(b) (4) (A) as modified by section 851(e) (1) illustrated as follows: 
Basis to the XYZ Corporatio~ of investments in the A Corporation's 

stock: 
1, 000 shares acquired June 30, 1954 
1, 000 shares acquired June 30, 1955 
100 shares acquired June 30, 1956 

Total 96, 000 

Basis of stock of A Corporation 396, 000 
4. 8 percent 

Value of XYZ Corporation's total assets at June 30, $2, 000, 000 
1956, time of the latest acquisition. 

(c) Limitation. — Section 851(e) and this section do not apply in 
the quarterly computation of 50 percent of the value of the assets of 
an investment company under subparagraph (A) of section 851(b) (4) 
and $ 1. 851 — 2 (c) (1) for any taxable year if at the close of any quarter 
of such taxable year more than 25 percent of the value of its total assets 
(including the 50 percent or more mentioned in such subparagraph 
(A) ) is represented by securities (other than Government securities 
or the securities of other regulated investment companies) of issuers 
as to each of which such investment company (1) holds more than 10 
percent of the outstanding voting securities of such issuer, and (2) 
has continuously held any security of such issuer (or any security of 
a predecessor of such issuer) for 10 or more years preceding such 
quarter, unless the value of its total assets so represented is reduced 
to 25 percent or less within 80 days after the close of such quarter. 

(d) Definition of predeceegor company. — As used in section 851(e) 
and this section, the term "predecessor company" means any corpora- 
tion the basis of whose securities in the hands of the investment 
company was, under the provisions of section 858 or corresponding 
provisions of prior law, the same in whole or in part as the basis of any 
of the securities of the issuer and any corporation with respect to 
whose securities any of the securities of the issuer were received 



directly or indirectly by the investment company in a transaction or 
series of transactions involving nonrecognition of gain or loss in 
Ivhole or in part. The other terms used in this section have the same 
meaning as Ivhen used in section 851(b) (4). See $$ 1. 851 — 2(c) and 
1. 851-8. 

$ 1. 852 STATUTQRY PRovIsIQNS j TAxATIDN QI' REGULATED INvEsT- 
MENT CDMPANIKs AND TEIEIR SHARK~' Hol DERS. 

SEC. 852. TAXATION OI' REGULATED INVESTMKNT COMPA- 
NIES AND THEIR SHAREHOLDERS. 

(a) RKqUIREMKNTs APPLIcABLE To REGULATED INvEsTMENT CoMPA- 
NIEs. — The provisions of this subchapter shall not be applicable to a 
regulated investment company for a t:ixable year unless— 

(1) The deduction for dividends paid during the taxable year 
(as defined in section 561, but without regard to capital gains divi- 
dends) equals or exceeds 90 percent of its investnient company tax- 
able income for the taxable year (determined without regard to sub- 
section (b) (2) (D) ), and 

(2) The investnieut coinpany complies for such year with regu- 
lations prescribed by the Secretary or his delegate for the purpose 
ascertaining the actual ownership of its outstanding stock. 

(b) METHoD oF TAxATIGN oF CGMPA1VIEs AND SHAREHCLDERs— 
(1) IMPosITIGN oF NCRKIAL TAX AND sURTAx GN REGULATED INvEBT- 

MKNT coMPANIEs. — There is hereby imposed for each taxable year 
upon the investment company taxable income of every regulated in- 
vestment company a normal tax and surtax computed as provided 
in section 11, as though the investment company taxable income 
were the taxable income referred to in section 11. For purposes 
of computing the normal tax under section 11, the taxable income 
and the dividends paid deduction of such investment company for 
the taxable year (computed ivithout regard to capital gains divi- 
dends) shall be reduced by the deduction provided by section 242 
(relating to partially tax-exempt interest). 

(2) INvEsTMENT coMPANY TAxABLE INcoMK. — The investment com- 
pany taxable income shall be the taxable income of the regulated 
investment company adjusted as follows: 

(A) There shall be excluded the excess, if any, of the net 
long-term capital gain over the net short-term capital loss. 

(B) The net operating loss deduction provided in section 172 
shall not be allowed. 

(C) The deductions for corporations provided in part VIII 
(except section 248) in subchapter B (section 241 and follow- 
ing, relating to the deduction for dividends received, etc. ) shall 
not be allowed. 

(D) The deduction for dividends paid (as defined in section 
561) shall be allowed, but shall be computed without regard to 
capital gains dividends. 

(E) The taxable income shall be computed without regard 
to section 443(b) (relating to computation of tax on change of 
annual accounting period). 

(3 ) CA PITAL GAIN S. — 
(A) IMPGSITICN oF TAx. — There is hereby imposed for each 

taxable year in the case of every regulated investment company 
a tax of 25 percent of the excess, if any, of the net long-term 
capital gain over the sum of- 

(i) The net short-term capital loss, and 
(ii) The deduction for dividends paid (as defined in sec- 

tion 561) determined with reference to captial gaius divi- 
dends only. 

(B) TREATMENT oF cAPITAL GAIN DivIDKNDs BY sHARKHOLD- 

ERs. — A capital gain dividend shall be treated by the sharehold- 
ers as a gain from the sale or exchange of a capital asset held 
for Inore than 6 months. 

(C ) DKFINITIGN oF cAPITAL GAIN oivIDEND. — A cal)ital gain 
divideud nieans any dividend, or part thereof, ivhich is desig- 
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nated by the company as a capital gain dividend in a written 
notice mailed to its shareholders not later than 80 days after 
the close of its taxable year. If the aggregate amount so desig- 
nated with respect to a taxable year of the company (including 
capital gains dividends paid after the close of the taxable year 
described in section 855) is greater than the excess of the net 
long-term capital gain over the net short-term capital loss of 
the taxable year, the portion of each distribution which shall be 
a capital gain dividend shall be only that proportion of the 
amount so designated which su&h excess of the net long-term 
capital gain over the net short-term capital loss bears to the 
aggregate amount so designated. 

(c) r&, ARNINGS AND PRoFIT8. — The earnings and profits of a regulated 
investment company for any taxable year (but not its accumulated 
earnings aml profits) shall not be reduced by any amount which is not 
allowable as a deduction in computing its taxable income for such 
taxable year. 

() 1. 8M — 1 TAxATIoN oI' REGUIATED IxvxsTDIENT CDBIPANIES. (a) 
Eequiremente apphcable thereto. — Section 8M(a) denies the applica- 
tion of the provisions of subchapter XI to a regulated investment 
company for a taxable year u»less— 

(1) The deduction for dividends paid for the taxable year as 
defined in section 561 (computed without regard to capital gains 
dividends) is equal to at, least, 90 percent of its investment com- 
pany taxable income for such taxable year (determined without 
regard to the provisions of section 8M (b) {2) (D) and 
() 1. 852 — 3{d) ); and 

(2) The company complies for such taxable year with the 
provisions of g 1. 8M-6 (relating to records required to be main- 
tained by a regulated investment company). 

See section 858(b) (1) (B) and $ 1. 8M — 2(a) for amounts to be added 
to the dividend paid deduction, and section 855 and $ 1. 855 — 1, relat- 
ing to dividends paid after the close of the taxable year. 

(b) Fai7Mre to &traaHfy. — If a regulated investment company does 
not meet the requirements of section 8M(a) and paragraph (a) of 
this section for the taxable year, it will, even though it may otherwise 
be classified as a regulated investment company, be taxed in such year 
as an ordinary corporation and not as a regulated investment com- 
pany. In such case, none of the provisions of subchapter M will be 
ap, plicable to it. 

$ 1. 852 — 2 METIIGD oF TAZATIGN oF REGULATED INVESTI&IENT CGM- 
FANIEs. — (a) Imposition o f normal tax and SMr tax. — Section 
852(b) (1) imposes a normal tax and surtax, computed at the rates 
and in the manner prescribed in section 11, on the investment com- 
pany taxable income, as defined in section 852(b) (2) and $ 1. 852 — 8, 
for each taxable year of a regulated investment company. The tax 
is imposed as if the investment company taxable i»conic were tlie 
taxable income referred to in section 11. In computing the normal 
tax under section 11, the regulated investment compa~nyis taxable 
income and the dividends paid deduction (computed without regard 
to the capital gains dividends) shall both be reduced by the deduction 
for the partially tax-exempt interest provided by section 242. 

(b) 1'aration of capital gains. — Section 852(b) (3) imposes a tax 
of 25 percent for each taxable year on the excess, if any, of the net 
long-term capital gain of a regulated investment company over the 
sum of its net short-term capita~l loss and its deduction for dividends 
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paid (as defined in section 561) determined with reference to capital 
ga, ins dividends only. For the definition of capital gains dividends 
paid by a regulated investment company, see section 852(b) (6) (C) and $ 1. 852 — 4(b). See section 855 and $ 1. 855 — 1 relating to dividends 
paid after the close of the taxable year. 

$ 1. 852 — 8 INFEsTMENT COMPANV TAXABLE INcoiuE. — Section 
852(b) (2) requires certain adjustnie»ts to be made to convert taxable 
income of the investment company to investment company taxable 
income, as folloivs: 

(a) The excess, if any, of the net long-term capital gain over the 
net short-term capital loss sliall be excluded; 

(b) The net operating loss deduction provided in section 172 shall 
not be allowed; 

(c) The special deductions provided in part VIII of subchapter 
B (except the deduction under section 248) shall not be allowed. 
Those not allowed are the deduction for partially tax-exempt interest 
provided by section 242, the deductions for dividends received pro- 
vided by sections 243, 2~44, and 245, and the deduction for certain 
dividends paid provided by section 247. Ho~ever, the deduction 
provided by section 248 (relating to orgaifizational expenditures), 
otherwise allowable in computing taxable income, shall likewise be 
allowed in computing the investment company taxable income. See 
section 852(b) (1) aiid ( 1. 852 — 2(a) (1) for treatment of the deduc- 
tion for parti;illy tax-exempt interest (provided by section 242) for 
purposes of computing the normal tax under section 11; 

(d) The deduction for dividends paid (as defined in section 561) 
shall be allowed, but sliall be computed without regard to capital 
gains dividends (as defined in section 852(b) (8) (C) and $ 1. 852 — 4 
(b)) and 

(e) The taxable income shall be computed without, regard to sec- 
tion 448(b). Thus, the taxable income for a period of less than 12 
months shall not be placed on an annual basis even though such short 
taxable year results from a change of accounting period. 

$1. 852 — 4 METIroD DF TAxATIQN oF SEIAREEIoLDERs oF REDULATED 
INFESTMENT Co'iipANIEs — (a) In general. — (1) A shareholder receiv- 
ing dividends from a regulated investment company shall include 
such dividends in gross income for the taxable, yea, r in which thev are 
I'eceived. launder section 852(b) (3) (B), shareholders of a regulated 
investment company who receive ca, pital gain dividends, in~respect 
of the capital ga. ins of an investment company for a ta. xable year for 
which it is taxable under subchapter M as a regulated investment 
company, shall treat such capital gain dividends as gains from the 
sale or exchange of capital assets held for more than six months. 

(2) See section 858(b) (2) and (c), and $$ 1. 856 — 2(b) and 1. 856 — 3, 
for the treatment by shareholders of dividends received from a regu- 
lated investment company which has made an election under section 
853(a) with respect to tlie foreign tax credit. See section 854 and 

$$ 1. 854 — 1 through 1. 854 — 3 for limitations applicable to diviclends 
received from regulated i»vestment companies for the purpose of the 
credit under section 84, the exclusion from gross income under section 

116, and the deduction under section 243. See section 855 (b) mid (d), 
and $ 1. 855 — 1(c) and (f), for treatment by shareholders of dividends 
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paid by a regulated investment company after the close of the taxable 
year in the case of an election under section 855 (a). 

(b) Definition o j capital gain dividend. — A capital gain dividend 
as defined in section 852(b) (8) (C), is any dividend or part thereof 
which is d. esignated by a regulated investment company as a capital 
gain dividend in a written notice mailed to its shareholders not later 
than 80 days after the close of its t;ixable year. If the aggregate 
amount so designated with respect to the taxable year (including 
capital gain dividends paid after the close of the taxable year pur- 
suant to an election under section 855) is greater than the excess of 
the net long-term capital gain over the net short-term capital loss of 
the taxable year, the port~ion of each distribution which shall be a 
capital gain dividend shall be only that proportion of the amount 
so desig~nated which such excess of the net long-term capital gain 
over the net short-term capital loss bears to the aggregate amount so 
designated. For example, a regulated investment company making 
its return on the calendar year basis advised its shareholders by 
written notice mailed December 30, 1055, that of a distribution of 
$500, 000 made December 15, 1055, $200, 000 constituted a capital gain 
dividend, amounting to $2 per share. It was later discovered that 
an error had been made in determining the excess of the net long-term 
capital gain over the net short-term capital loss of the taxable year 
and that such excess was $100, 000 instead of $200, 000. In such case 
each shareholder woulil have received a capital gain dividend of $1 
per share instead of $2 per share. 

f 1. 852 — 5 EARNINGs AND PRGFITs oF A REGULATED INvESTMENT 
CoMPANY. — In the determination of the earnings and profits of a reg- 
ulated investment company, section 852 (c) provides that such earnings 
and profits for any taxable year (but not the accumulated earnings and 
profits) shall not be reduced by any amount which is not allowable as 
a deduction in computing its taxable income for the taxable year. 
Thus, if a corporation ~ould have had earnings and profits of $500, 000 
for the taxable year except for the fact that it had a net capital loss of 
$100, 000, which amount was not deductible in determining its taxable 
income, its earnings and profits for that year if it is a regulated invest- 
ment company would be $500, 000. If the regulated investment com- 
pany had no accumulated earnings and profits at the beginning of the 
taxable year, in determining its accumulated earnings and profits as of 
the beginning of the following taxable year, the earnings and profits 
for the taxable year to be considered in such computation would 
amount to $400, 000 assuming that there had been no distribution from 
such earnings and profits. If distributions had been made in the tax- 
able year in the amount of the earnings and profits then available for 
distribution, $500, 000, the corporation would have as of the beginning 
of the follow~ing ta~xable year neither accumulated earnings and profits 
nor a deficit in accumulated earnings and profits, and would begin 
such year with its paid-in capital reduced by $100, 000; an amount equal 
to the excess of the $500, 000 distributed over the $400, 000 accumulated 
earnings and profits which would otherwise have been carried into 
the following taxable year. 

$ 1. 852 — 6 REGGRDs To BE KFPT FQR PU'RPosE oF DETEILKINING 
AVHETHER A CORPORATION CLAIMING To BE A REGULATED INVESTMENT 
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CGMPANY Is A PERsoNAL EIOLDING CGMPANY. — (a) Every regulated 
investment company shall maintain in the internal revenue district 
in which it is required to file its income tax return permanent records 
showing the information relative to the actual owners of its stock con- 
tained in the written statements required by this section to be de- 
manded from the shareholders. The actual oivner of stock includes the 
person who is required to include in gross income in his return the 
dividends received on the stocl. -. Such records shall be kept at all times 
available for inspection by any internal revenue OScer or employee, 
and shall be retained so long as the contents thereof may become ma- 
terial in the administration of any internal revenue law. 

(b) For the purpose of determining ivhether a, domestic corporation 
claiming to be a regulated i»vestment company is a, personal holding 
company as defined in section 542, the permanent records of the com- 
pany shall show the maximum number of shares of the corporation 
(including the number and face value of securities convertible into 
stock of the corporation) to be considered as actually or constructively 
owned by each of the actual owners of any of its stock at any time dur- 
ing the last lralf of the corporation's taxable year, as provided in 
section 544. 

(c) Statements setting forth the information (required by para- 
graph (b) of this section) shall be demanded not later than 80 days 
after the close of the corporation's taxable year as follows: 

(1) In the case of a corporation having 2, 000 or more record 
owners of its stock on aIIy dividend record date, from each 
record holder of 5 percent or more of its stock; or 

(2) In the case of a corporation having less than 2, 000 and 
more than 200 record owners of its stock, on any d. ividend record 
date, from each record holder of 1 percent or more of its stock; 
or 

(8) In the case of a corporation having 200 or less record 
owners of its stock, on any dividend record date, from each record 
holder of one-half of 1 percent or more of its stock. 

When making demand. for the written statements requireel of each 
shareholder by this paragraph, the company shall inform each of 
the shareholders of his duty. to submit as a part of his income tax 
return the statements which are required by f 1. 852 — 7 if he fails or 
refuses to comply with such demand. A list of the persons failing 
or refusing to comply in whole or in part with a company's demand 
shall be nIaintained as a part of its record required by this section. 
A company which fails to keep such records to show the actual owner- 
ship of its outstanding stock as are required by this section shall be 
taxable as an ordinary corporation and not as a regulated investment 
company. 

$ 1. 852 — 7 ADDITIQNAL INFGRMATIGN REQUIRED IN RETEI'RNs oF 
SHAREIIOLDERS. — Any person who fails or refuses to comply with 
the demand of a regulated investment company for the written 
statements which $ 1. 852 — 6 requires the company to demand from 
its shareholders shall submit as a part of his income tax return a 
statement showing, to the best of his knowledge and belief- 

(a) The number of shares actually owned by him at any and all 

times during the period for which the return is filed in any company 
claiming to be a regulated investment company; 

/g'7 0 QQ 
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(b) The dates of acquisition of any such stock during such period 
and the names and addresses of persons from whom it was acquired; 

(c) The dates of disposition of any such stock during such period 
and the names and addresses of the transferees thereof; 

(d) The names and addresses of the members of his family (as 
defined in section 544(a) (2) ); the names and addresses of his part- 
ners, if any, in any partnership; and the maximum number of shares, 
if aIIy, actually owned by each in any corporation claiming to be a 
regulated investment company, at any time during the last half of 
the taxable year of such company; 

(e) The names and addresses of any corporation, partnership, 
association, or trust in which he had a beneficial interest to the extent 
of at least 10 percent at any time during the period for which such 
return is made, and the number of shares of any corporation claiming 
to be a regulated investment company actually owned by each; 

(f) The maximum number of shares (including the number and 
face value of securities convertible into stock of the corporation) in 
any domestic corporation claiming to be a regulated investment com- 
pany to be considered as constructively owned by such individual at 
any time during the last half of the corporation's taxable year, as 
provicled in section 544 and the regulations thereunder; and 

(g) The amount and date of receipt of each dividend received dur- 
ing such period from every corporation claiming to be a regulated 
investment company. 

$ 1. 852 — 8 INEORMATION RETURNS. — nothing in $$ 1. 852 — 6 and 
1. 852 — 7 shall be construed to relieve regulated investment companies 
or their shareholders from the duty of iiling information returns re- 
quired by regulations prescribed under the provisions of subchapter 
A of chapter 61. 

$ 1. 85oo STATUTORY PROVISIONS ) FOREIGN TAx CREDIT ALLOWED To 
SHAREHOLDERS. 

SEC. 85: . FOREIGN TAX CREDlT ALLOWED TO 'SHAREHOLD- 
ERS. 

(a) GENzaAL Rvr. z. — A regulated investment company— 
(1) adore than 50 percent of the value (as defined in section 

851(c) (4) of vvhose total assets at the close of the taxable year 
consists of stock or securities in foreign corporations, and 

(2) Which meets the reuuirements of section 852(a) for the 
taxable year, 

may, for such taxable year, elect the application of this section with 
respect to income, war profits, and excess profits taxes described in 
section 901(b) (1), which are paid 'by the investment company during 
such taxable year to foreign countries and possessions of the l. nited 
States. 

(b) Ezrzcr OF ELEGTIolv. — If the election provided in subsection (a) 
is effective for a taxable year— 

(1) The regulated investment company— 
(A) Shall not, with respect to such taxable year, be allowed 

a deduction under section 164(a) or a credit under section 001 
for taxes to which subsection (a) is applicable, and 

(B) Shall be allowed as an addition to the dividends paid 
deduction for such taxable vear the amount of such taxes; 

(2) Each shareholder of such investment company shall— 
(A) Include in gross income and treat as paid by him his 

proportionate share of such taxes, and 
(B) Treat as gross income from sources within the respec- 

tive foreign countries and possessions of the United States, for 
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purposes of applying subpart A of part III of subchapter N, the sum of his proportionate share of such taxes and the 
portion of any dividend paid by such investment company which 
represents income derived from sources within foreign 
countries or possessions of the United States. 

(c) NOTIcE To SHAREHCLDERs. — The amounts to be treated by the shareholder, for purposes of subsection (b)2, as his proportionate share of— 
(1) Taxes paid to any foreign country or possession of the 

United States, and 
(2) Gross income derived from sources within any foreign 

country or possession of the United States, 
shall not exceed the amounts so designated by the company in a written 
notice mailed to its shareholders not later than 80 days after the close of its taxable year, 

(d) liIANNER oF AIAKING ELEcTIoN AND IVGTIFYING SHAREHDLDERs. — 
The election provided in subsection (a) and the notice to shareholders 
required by subsection (c) shall be made in such manner as the Secre- 
tary or his Ilelegate may prescribe by regulations. 

(e) CRoss REFERENcEs. — 
(1) For treatment by shareholders of taxes paid to foreign 

countries and possessions of the I, "nited States, see section 104(a) 
and section 001. 

(2) For definition of foreign corporation, see section 7701(a) (5). 
$ 1. 858 — 1 FQREIGN TAx CREDIT ALLowED To SIIAREIIQLDERs. — (a, ) ln genera?. — l nder section 858, a regulated investment company, 

meeting the requirements set forth in section 853(a) and paragraph 
(b) of this section, may make an election with respect to the income, 
war-profiIts, and excess profits taxes described in section 901(b) (1) 
which it pa~ys to foreign countries or possessions of the United States 
during the taxable yea~r, including such taxes as are deemed paid by it 
under the provisions of any income tax convention to which the United 
States is a party. If an election is made, the shareholders of the regu- 
lated investment company shall apply their proportionate share of 
such foreign taxes paid, or deemed to have been paid by it pursuant to 
any income tax convention, as either a credit (under section 901) or 
as a deduction (under section 164(a) ) as provided by section 853(b) 
(2) and $ 1. 858 — 2(b). The election is not applicable with respect to 
taxes deemed to have been paid under section 902 (relating to the credit 
allo~ed to corporate stockholders of a foreign corporation for taxes 
paid bv such foreign corporation). 

(b) Ixequitements. — To qualify for the election provided in section 
858(a), a regulated investment company (1) must have more than 
50 percent of the value of its total assets, at the close of the taxable year 
for which the election is made, invested in stocks and securities of 
foreign corporations, and (2) must also, for that year, comply with the 
requirements prescribed in section 852(a) and $ 1. 852 — 1(a). The 
term "value", for purposes of the first requirement, is defined in sec- 
tion 851(c) (4). For the definition of foreign corporation, see section 
7701(a). 

$ 1. 853 — 2 KFFEcT oF KLEcTIQN. — (a) Eegulated iwtestment com- 
pany. — A regulated investment company making a valid election 
with respect to a taxable year under the provisions of section 85o~(a) 
is, for such year, denied both the deduction for foreign taxes provided 
by section 164(a) and the credit for foreign taxes provided by section 
901 with respect to all income, war-profits, and excess profits taxes 



(described in section 901 (b) (1) ) which it has paid to any foreign coun- 

try or possession of the United States. See section 858(b) (1) (A). 
However, under section 858(b) (1) (8) the regulated investment com- 

pany is permitted to add the amount of such foreign taxes paid to its 
dividends paid deduction for that taxable year. See $ 1. 852 — 1(a). 

(b) Shareholder. -Under section 858(b) (2), a shareholder of an 
investment company, which has made the election under section 858& 

is, in e8ect, placed in the same position as a person directly owning 
stock in foreign corporations, in that he must include in his gross in- 
come (in addition to taxable dividends actually received) his propor- 
tionate shaie of such foreign taxes paid and must treat such amount 
as foreign taxes paid by him for the purposes of the deduction under 
section 164(a) and the credit under section 901. For such purposes 
he must treat as gross income from a foreign country or possession 
of the United States (1) his proportionate share of the taxes paid 
by the regulated investment company to such foreign country or 
possession and (2) the portion of any dividend paid by the invest- 
ment company which represents income derived from such sources. 

(c) Dimiclends paid after the close of the tarsal&le year. — For addi- 
tional rules applicable to certain distributions made after the close 
of the taxable year which may be designated as income received from 
sources within and taxes paid to foreign countries or possessions of the 
United States, see section 855 (d) and $ 1. 855 — 1(f) . 

(d) Example. — This section may be illustrated as follows: 
(1) The X Corporation, a regulated investment company, has total 

assets, at the close of the taxable year, of $10 million invested as 
follows: 
Domestic corporations 
Foreign corporations in: 

Country A 
Country B 

$4, 000, 000 

83, 500, 000 
2, 500, 000 

6, 000, 000 

Total assets 10, 000, 000 

(2) The dividend income of X. Corporation is received from the 
following sources: 
Domestic corporations 
Foreign corporations: 

Country A 
Country B 

Total dividend income 
Operation and management expenses 

$300, 000 

8250, 000 
250, 000 

500, 000 

800, 000 
80, 000 

Net dividend income 
Taxes &vithheld by Country 

rate of 10 percent 
Taxes &vithheld by Country 

rate of 20 percent 

A on 

B on 

dividends of $250, 000 at a 
825, 000 

dividends of $250, 000 at a 
50, 000 

720, 000 

Total foreign taxes withhelil 75, 000 

Income available for distribution 045, 000 

(3) X Corporation has 250, 000 shares of common stock outstanding 
and distributes the entire $645, 000 as a dividend of $2. 58 per share of 
stock. 
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(4) The X Corporation meets the 50 percent requirement of section 
851(b) (4) and the requirements of section 852(a). It notifies each 
shareholder by mail, within the time prescribed by section 853 (c), that 
by reason of the election they are to treat as foreign taxes paid $0. 30 
per share of stock $75, 000 of foreign taxes paid, divided by the 25&0, 000 
shares of stock outstanding), of. which $0. 20 represents taxes paid to 
Country B and $0. 10 taxes paid to Country A. The shareholders must 
report as income $2. 88 per share $2. 58 of dividends actually received 
plus the $0. 80 representing foreign taxes paid). Of the $2. 88 per 
share, $1. 80 per share ($450, 000 (ivhich represents such part of the net 
dividend income of $7'&0, 000 as the foreign dividend income of $500, 000 
bears to the total dividend income of $800, 000) divided by 250, 000 
sliares) is to be considered as received from foreign sources. Ninety 
cents is to be considered as received from Country A, and ninety cents 
from Country B. 

f 1. 853 — 8 NQTIcE To SHAREIloLDERs. — If a regulated investment com- 
pany makes an election under section 853(a), in the manner pi ovided 
in $ 1. 858 — 4, the investment company is required, under section 858(c), 
to furnish its shareholders with a written notice mailed not less than 
80 days after the close of its taxable. The notice must designate the 
shareholder's portion of foreign taxes paid to each such country or 
possession and the portion of the dividend which represents income de- 
rived from sources within each such country or possession. For pur- 
poses of section 858(b) (2) and $ 1. 858 — 2(b), the amount that a share- 
holder may treat as his proportionate share of foreign taxes paid and 
the amount to be included as gross income derived from any foreign 
country or possession of the United States shall not exceed the amounts 
so designated by the company in such written notice. If, however, the 
amount designated by the company in the notice exceeds the share- 
holder's proper proportionate share of foreign taxes or gross income 
from sources within any foreign country or possession, the shareholder 
is limited to the amount correctly ascertained. 

$ 1. 858 — 4 MANNER oF MAKING ELEOTICN. — (a) 0'feral rule. — A 
regulated investment company, to make a valid election under section 
858, must— 

(1) File with Form 1099 and Form 1096 a statement as part of its 
return which sets forth the following information: 

(i) The total amount of income received from sources within 
foreign countries and possessions of the United States; 

(ii) The total amount of income, war-profits, or excess profits 
taxes (described in section 901(b) (1) ) paid, or deemed to have 
been paid under the provisions of any treaty to which the United 
States is a party, to such foreign countries or possessions; 

(iii) The date, form, and contents of the notice to its share- 
holders; 

(iv) The proportionate share of such taxes paid during the 
taxable year and foreign income received during such year attrib- 
utable to one share of stock of the regulated investment company; 

and 
(2) File as part of its return for the taxable year a Form 1118 

modified so that it becomes a statement in support of the election 

made by a regulated investment company for taxes paid to a foreign 
coimtry or a possession of the United States. 
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(b) In"evousb~lity of the election. — The election is applicable only 
with respect to taxable years subject to the Internal Revenue Code 
of 1954, shall be made with respect to all such foreign taxes, and must 
be made not later than the time prescribed for filing the return (in- 
cluding extensions thereof ) . Such election, if made, shall be irrevoca- 
ble with respect to the dividend (or portion thereof), and the foreign 
taxes paid with respect thereto, to which the election applies. 

$ 1. 854 STATUTORY PROVISIONS~ LIMITATIONS APPLICABLE To DIvI- 
DENDS RECEIVED FROM REGULATED INVESTMENT COMPANY. 

SEC. 854. LIMITATIONS APPLICABLE TO DIVIDENDS RE- 
CEIVED FROM REGULATED IXVESTMEXT COMPANY. 

(a) CAPITAL GAIN DIvFDEND. — For purposes of section 84(a) (relating 
to credit for dividends received by individuals), section 116 (relating 
to an exclusion for dividends received bV individuals), and section 248 
(relating to deductions for dividends received by corporations), a capital 
gain dividend (as defined in section 852(b) (6) ) received from a regu- 
lated investment company shall not be considered as a dividend. 

(b) OTHER DIVIDENDS. — 
(1) GENERAL RvLE. — In the case of a dividend received from a regu- 

lated investment conIpany (other than a dividend to which subsec- 
tion (a) applies)— 

(A) If such investment company meets the requirements of 
section 852(a) for the taxable year during which it paid such 
dividends; and 

(B) The aggregate dividends received by such company 
during such taxable year are less than 75 percent of its gross 
income, 

then, in computing the credit under section 84(a), the exclusion 
under section 116, and the deduction under section 246, there shall 
be taken into account only that portion of the dividend which bears 
the same ratio to the amount of such dividend as the aggregate 
dividends received by such company during such taxable year bear 
to its gross income for such taxable year. 

(2) NoTIGE To sHAREHDLDERs. — The amount of any distribution 
by a regulated investnIent company u hich may be taken into account 
as a dividend for purposes of the credit under section 84, the ex- 
clusion under section 116, and the deductiou under section 248 shall 
not exceed the amount so designated by the company in a written 
notice to its shareholders mailed not later than 80 davs after the 
close of its taxable year. 

(8) DEFINITIONs. — For purposes of this subsection— 
(A) The term "gross income" does not include gain from the 

sale or other disposition of stock or securities. 
(B) The term "aggregate dividends received" includes only 

dividends received from domestic corporations other than divi- 
dends described in section 116(b) (relating to dividends ex- 
cluded from gross inconIe). In determining the amount of 
any dividend for purposes of this subparagraph, the rules pro- 
vided in section 116(c) (relating to certain distributions) shall 
applv. 

$ 1. 854 — 1 LIMITATIGNs APPLIOABLK To DIvIDENDs REOEIVFD FRCM 
REGULATED INvEsTMENT CCMPANY. — (a) In general — Section 854 pro- 
vides special limitations applicable to dividends received from a regu- 
lated investment company for purposes of the credit under section 84 
and the exclusion under section 116 for dividends received by 
individuals, and the deduction under section 248 for dividends 
received by corporations. 

(b) C'apitat gain dividend. — Under the provisions of section 
854(a) a capital gain dividend as defined in section 852(b) (3) and 
$ 1. 852 — 4(b) shall not be considered a dividend for purposes of the 



credit uncler section 34, the exclusion under section 116, or the deduc- 
tion uncler section 2&4:) 

(c) Eule for dir i lends other than capital gain di uidends. — (1) 
Section 854(b) (1) limits (lie amount that may be treated as a dividend 
(other than a capital gain dividend) by the shareliolcler of a regu- 
lated invest»i«iit company, for the pui poses of the credit, exclusion, 
and. deduction specified in paragiaph (b) of this section, where the 
investment company ieceives subs(;intial amounts of income (such 
as interest, etc. ) from sources other. than clividends from domestic 
corporations, whicli dividends qualify for the exclusion uncler section 
110. 

(2) Where the "aggregate divicle»ds received" (as defined in 
section 854(b) (3) (8) and $ 1. 854 — 8(b) ) during the taxable year 
by a regulated investment conipany (which meets the require- 
ments of section 852 (a) and $ 1. 852 — 1 (a) for the t txable year during 
which it paid such diviclend) are less than 75 percent of its gross in- 
come for such taxable year (as defined in section 854(b) (8&) (A) and 
( 1. 854 — 3 (a) ), only tliat portion of the dividend paid by the regulated 
investment company which bears the same ratio to the amount of 
such dividend paid as the aggregate dividends received by the regu- 
lated investment company, clu~rin the taxable year, bears to its gross 
income for such taxable yea~i (computed without regard to gains from 
the sale or other disposition of stocks or securities) may be treated as a 
dividend for purposes of such credit, exclusion, and deduction. 

(8) Subparagraph (2) of this pa~ragrap™y be illustrated by 
the f ollowing example: 

Example. The XYZ regulated investment company meets the re- 
quirements of section 852(a) for the taxable year and has received 
income from the following sources: 
Capital gains (from the sale of stock or securities) -- -- $100, 000 
Dividends (from domestic sources other than dividends described in 

section 116(b) ) 70, 000 
Dividend (from foreign corporations) 5, 000 
Interest 25, 000 

Total 
Zx ense pe sp e sps 

200, 000 
20, 000 

Taxable incoine 180, 000 

The regulated investment company decides to distribute the entire 
$180, 000. It distributes a capital gain dividend of $100, 000 ancl a 
dividend of ordinaiy income of $80, 000. The aggregate dividends re- 
ceived by the regulatecl investment company from clomestic corpora. — 

tions ($70, 000) is less than 75 percent of its gross income ($100, 000) 
computed without regard to capital gains from sales of securities. 
Therefore, an apportionment is required. Since $70, 000 is 70 percent 
of $100, 000, out of every $1 dividend of ordinary income paid by the 
regulated investment company only 70 cents would be available for 
the credit, exclusion, or deduction referred to in section 85&4(b) (1) . 
The capital gains cli~vidend and the dividend received from foreign 
corporations are excluded from the computation. 

(d) D~'~idends received front a iegu1ated investment rompany dsir- 

ing taxable years of shareholders ending after July 81, 195~i, and suh- 

j eat to the Internal Eevenue Code of 1M9. — Ii or the application of 
se tion 854 to taxable years of shareholders of a regulated investment 
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company ending after July 81, 1954, and subject to the Internal Reve- 
nue Code of 1989, see $ 1. 84 — 5 and $ 1. 116 — 9. 

$ 1. 854 — o NOTIOE To SIIAREIIOLDERS. — Section 854(b) (2) provides 
that the amount that a shareholder may treat as a dividend for pur- 
poses of the credit for dividends received by individuals provided 
by section 34(a), the exclusion for dividends received by individuals 
provided by section 116, and the deduction for dividends received by 
corporations provided by section 248, shall not exceed the amount so 
designated by the company in a written notice to its shareholders 
mailed not later than 80 days after the close of the company's taxable 
year. If, however, the amount so designated by the company in the 
notice exceeds the amount which may be treated by the shareholder 
as a dividend for such purposes, the shareholder is limited to the 
amount as correctly ascertained under section 854(b) (1) and 
$ 1. 854 — 1(c). 

$ 1. 854 — 3 DEFINITIDNS. — (a) For the purpose of computing the 
limitation prescribed by sectIon 854(b) (1) (B) and $ 1. 854 — 1(c), the 
term "gross income" does not include gain from the sale or other dis- 
position of stock or securities. However, capital gains arising from 
the sale or other disposition of capital assets, other than stock or se- 
curities, shall not be excluded from gross income for this purpose. 

(b) The term "aggregate dividends received" includes only divi- 
dends received from domestic corporations other than dividends de- 
scribed in section 116(b) (relating to dividends not eligible for ex- 
clusion from gross income). Accordingly, dividends received from 
foreign corporations will not be included in the computation of 
"aggregate dividends received". In determining the amount of any 
dividend for purposes of this section, the rules provided in section 
116 (c) (relating to certain distributions) shall apply. 

$ 1. 855 STATUTDRY PRovIsioNs1 DIVIDENDs PAID BY REGULATED IN- 
VKSTMKNT COMPANY AFTER CLOSE OF TAXABLE YEAR. 

SEC. 855. DIVIDENDS PAID BY REGULATED INVESTMENT COM- 
PANY AFTER CLOSE OF TAXABLE YEAR. 

(a) GENERAL RULE. — For purposes of this chapter, if a regulated 
investment company— 

(1) Declares a dividend prior to the time prescribed by law for 
the filing of its return for a taxable year (including the period of 
any extension of tirue granted for filing such return), and 

(2) Distributes the amount of such dividend to shareholders in 
the 12-month period following the close of such taxable year and not 
later than the date of the first regular divdend pavment niade after 
such declaration, 

the ainount so declared and distributed shall, to the extent the companV 
elects in such return in accordance with regulations prescribed by the 
Secretary or his delegate, be considered as having been paid during such 
taxable year, except as provided in subsections (b), (c) and (d). 

(b) RscEirT nx SHAREiiornKR. — Amounts to which subsection (a) is 
applicable shall be treated as received by the sharehloder in the tax- 
able year in which the distribution is inacle. 

(c) NoTicz so S1IAaKHoznrss. — In the case of amounts to which sub- 
section (a) is applicable, any notice to shareholders required under 
this subchapter 1vith respect to such amounts shall be made not later 
than 80 days after the close of the taxable year in which the distribu- 
tion 1s 111ade. 

(d) FoazioN TAx ELEcrioN. — If an investinent company to which 
section 8, '&8 is applicable for the taxable year makes a distribution as 
provided in subsection (a) of this section, the shareholders shall con- 
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sider the amounts described in section 858(b) (2) allocable to such dis- 
tribution as paid or received, as the case may be, in the taxable year in 
ivhich the distribution is made. 

$ 1. 855 — 1 DIYIDENDS PAID BY REGULATED INVESTMENT Co'viPANY 
AFTER CI. OSE OI' TAxABLE YEAR. — (tt) Ge'rtei «l nable. — In— 

(1) Determining under section 852(a) and $ 1, 852 — 1(a) 
whether the deduction for dividends paid during the taxable year 
(without regard to capital g;iin dividends) by a regulated in- 
vestnient colnpany equals or exceeds 90 percent of its investment 
company taxable income (determined ivithout regard to the pro- 
visions of section 852(b) (2) (D) ), 

(2) Computing its investment company taxable income (under 
section 85" (b) (2) and $ 1. 852 — 3), and 

(o) Determining the ainount of capital gain dividends (as 
defined in section ~852(b) (8) and $ 1. 852 — 4(b) ) paid during the 

. tax;ible year, 
any dividend (or portion thereof) declared by the investment com- 
pany either before or after the close of the taxable year but in any 
event, before the time prescribed by law for the filing of its return 
for the taxable year (including the period of any extension of time 
granted for filing such return) shall, to the extent the company so 
elects in such return, be treated as having been paid during such tax- 
able year. This rule is applicable only if the entire amount of such 
dividend is actually distributed to the shareholders in the 12-month 
period folloiving the close of such taxable year and not later than 
the date of the first regular dividend payment made after such 
declaration. 

(b) Election. — (1) 3Iethod of making election. — The election must 
be made in the return filed by the company for the taxable year. 
The election shall be made by the taxpayer (the regulated invest- 
ment company) by treating the dividend (or portion thereof) to 
which such election applies as a dividend paid during the taxable 
year in computing its investment company taxable income, or if the 
dividend (or portion thereof) to which such election applies is to 
be designated by the company as a capital gain dividend, in computing 
the amount of capital gain dividends paid during such taxable year. 
The election provided in section 855(a) may be made only to the 
extent that the earnings and profits of the taxable year (computed 
with the application of section 852(c) and $ 1. 852 — 5) exceed the total 
amount of distributions out of such earnings and profits actually made 
during the taxable year (not including distributions with respect, to 
which an election has been made for a prior year under section 
855(a) ). The dividend or portion thereof, with respect to which the 
regulated investment company has made a valid election under sec- 
tion 855(a), shall be considered as paid out of the earnings and profits 
of the taxable year for which such election is made, and not out of 
the earnings and profits of the taxable year in which the distribution 
is actually made. 

(2) Irre~oc«bi7ity of the election. — After the expiration of the 
time for filing the return for the taxable year for which an election 
is made under section 855(a), such election shall be irrevocable with 
respect to the dividend or portion thereof to which it applies. 

(c) Eeceipt by shareholder"8. — Under section 855(b), the dividend 

or portion thereof, with respect to which a valid election has been 
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made, v ill be includible in the gross income of the shareholders of the 
regulated investment company for the taxable year in which the 
dividend is received by them. 

(d) Examples. — The application of paragraphs (a), (b), and (c) 
of this section may be illustrated by the following examples: 

Example (1). The X Company, a regulated investment company, 
had taxable income (and earnings or profits) for the calendar year 
1954 of $100, 000. During that year the company distributed to share- 
holders taxable dividends aggregating $88, 000. On March 10, 1955, 
the company declared a dividend of $87, 000 payable to shareholders 
on March 20, 1955. Such dividend consisted of the first regular 
quarterly dividend for 1955 of. $25, 000 plus an additional $12, 000 
representing that part of the taxable income for 1954 which was not 
distributed in 1954. On March 15, 1955, the X. Company flled its 
Federal income tax return and elected therein to treat $12, 000 of the 
total diviclend of $37, 000 to be paid to shareholders on March 20, 1955, 
as having been paid during the taxable year 1954. Assuming that the 
X Company actually distributed the entire amount of the dividend 
of $67, 000 on March 20, 1955, an amount equal to $12, 000 thereof will 
be treated for the purposes of section 852(a) as having been paid 
during the taxable year 1954. Such amount ($12, 000) will be con- 
sidered by the X Company as a distribution out of the earnings and 
profits for the taxable year 1954, and will be treated by the share- 
holders as a taxable dividend for the taxable year in which such 
distribution is received by them. 

Example (8). The Y Company, a regulated investment company, 
liad taxable in. come (and earnings or profits) for the calendar year 
1954 of $100, 000, and for 1955 taxable income (and earnings or profits) 
of $125, 000. On January 1, 1954, the company had a deficit in its 
earnings and profits accumulated since February 28, 1918, of $115, 000. 
During the year 1954 the company distributed to shareholders taxable 
dividends aggregating $85, 000. On March 5, 1955, the conipany 
declared a dividend of $65, 000 payable to shareholders on March 31, 
1955. On March 15, 1955. the Y Company filed its Federal income tax 
return in whicli it included $40, 000 of the total dividend of $65, 000 
payable to shareliolders on March 31, 1955, as a dividend paid by it 
during the taxable year 1954. On March 31, 1955, the Y Company 
distributed the entire amount of the dividend of $65, 000 declared on 
March 5, 1955. The election under section 855(a) is valid only to the 
extent of $15, 000, the amount of the undistributed earnings and profits 
for 1954 ($100, 000 earnings and profits less $85, 000 distributed during 
1954). The remainder ($50, 000) of the $65, 000 dividend paid on 
March 81, 1955, could not be the subject of an election, and such 
amount will be regarded as a distribution by the Y Comp~any out of 
earnings and profits for the taxable year 1955. Assuming that the 
only other distribution by the Y Company during 1955 was a dis- 
tribution of $75, 000 paid as a dividend on October 31, 1955, the total 
amount of the distribution of $65, 000 paid on March 81, 1955, is to be 
treated by the shareholders as taxable dividends for the taxable year 
in which such dividend is receivecl. The Y Company will treat the 
amount of $15, 000 as a distribution of the earnings or profits of the 
company for the taxable year 1954, and the remaining $50, 000 as a 
distribution of the earnings or profits for the year 1955. The dis- 
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tribution of $75&000 on October 31, 1055, is, of course, a taxable 
dividend out of the earnings and profits for the year 1055. 

(e) I&Votice to shareholo!ers. — Section 855(c) provides that in the 
case of dividends, with respect to which a regulated investment cons- 
pany has made an election under section 855(a), any notice to share- 
holclers required under subchapter M, Ivith respect to such amounts, 
shall be made»ot later than 80 days after the close of the taxable year~ 
in which the distribution is made. Thus, the notice requirements of 
section. 85'&(b) (8) (C) a»cl i 1. 85" — 4(b) with respect to capital gain 
dividends, section 858(c) and $ 1. 853 — 8 with lcspect to allowance to 
shareholder of foreign tax credit, and section 854(b) (2) and $ 1. 854 — 2 
with respect to the amount of a distribution which may be treated 
as a dividend, may be satisfied with respect to amo»nts to which sec- 
tion 8, &5(a) ancl this section apply if the notice relating to such 
amounts is maile&l to the shareholders not later than 00 clays after the 
close of the taxable year in which the dist' ib»tion is made. If the 
notice under section 855(c) relates to an election with respect to any 
capital gain diviclends, such capital gain dividends shall be aggre- 
gated by the investment company with the designated capital gain 
dividends actually paid during the taxable year to which the election 
applies (not including such diviclends with respect to which an elec- 
tion has been made for a prior year under section 855) for the purpose 
of determining whether the aggregate of the designated capital gain 
dividends with respect to such t~axable year of the company is greater 
than the excess of the net long-term capital gain over the net short- 
term capital loss of the company. See section 859(b) (3) (C) and 
f 1. 852 — 4(b) . 

(f) Foreign tax election. — Section 855(d) provides that in the 
case of an election made under section 853 (relating to foreign taxes), 
the shareholder of the investment company shall consider the foreign 
income received, and the foreign tax paid, as received and paid, 
respectively, in the shareholder's taxable year in which distribution is 
made. 

RUSSELL C. HARRINGTON 
C "omm~ssi oner o j Internal Ee~enue. 

Approved May 28, 1057. 
DAN THROOP SMITEI, 

Deputy to the 8ecretary. 
(Filed by the Division of the Federal Register on June 8, IOS7, 8: 50 a. m. and 
published in the issue of the Federal Register for June 4, 1957, SS F. R. 8872, ) 

SUBCHAPTER N. — TAX BASED ON INCOME FROM SOURCES WITHIN 
OR WITHOUT THE UNITED STATES 

PART I. — DETERMINATION OF SOURCES OF INCOME 

SECTION 861. — INCO'ifE I'ROM SOIIRCES SWITHIN THE 
UNITED STATES 

Rev. Rul. 57 — 60 

Employees of offices of United States agencies or instrumental- 
ities in foreign countries, other than citizens or resident aliens of 
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the United States, may be exempt from United States income tax 
on compensation for personal services performed in the United 
States provided they meet the conditions of section 861(a) (8) 
of the Intetrnal llevenue Code of 1064. 

Advice has been requested relative to the extent to which employees 
of United States agencies or instrumentalities in foreign countries, 
other than citizens or resident aliens of the United States, may be 
exempt from Federal income tax on compensation for personal services 
performed in the United States. 

Section 861(a) of the Internal Revenue Code of 1954, relating to 
the taxation of nonresident alien individuals, provides in part: 

Section 861(a) GRoss INcoMs Facie Sovscss WrrHrN rHE Ujvrrsn Srxrss. — 
The following items of gross income shall be treated as income from sources 
within the United States: 

(8) rERsoN~ sssvrcss. — Compensation for labor or personal services per- 
formed in the United States; except that compensation for labor or services 
performed in the United Stai. es shall not be deemed to be income from 
sources within the United States if— 

(A) the labor or services are performed by a nonresident alien in- 
dividual temporarily present in the United States for a period or periods 
not exceeding a total of 00 days during the taxable year, 

(B) such compensation does not exceed $8, 000 in the aggregate, and 
(C) the compensation is for labor or services performed as an 

employee of or under contract with- 
(i) a nonresident alien, foreign partnership, or foreign corpora- 

tion, not engaged in trade or business within the United States, or 
(ii) a domestic corporation, if such labor or services are per- 

formed f' or an office or place of business maintained in a foreign 
country or in a possession of the United States bV such corporation. 

It is clear that the United States as a, sovereign entity is a corpora- 
tion, and nonresident aliens hired by an agency or instrumentality of 
the United States would be hired therefore by a domestic corporation. 
Helvevv'ng v. 8tockhohn Enskilda Bank, 993 U. S. 84, Ct. D. 887, C. B. 
XIII — 0, 998 (1934). See also Hancock v. Louisvi7le and Xashvi, lie 
E. A'. Co. , 145 U. S. 409 (18M), where it would appear that a United 
States agency or instrumentality could be considered to be a cor- 
poration since the court there stated, "It is enough that an artificial 
entity was created with power to exercise the functions of a 
corporation. 

" 
Accordingly, it is held that employees of instrumentalities or 

agencies of the United States in foreign countries, other than citizens 
or alien residents of the United States, may be exempt from Federal 
income tax with respect to compensation for personal services per- 
formed in the United States provided the other conditions of section 
861(a) (8) of the Internal Revenue Code of 1954 are met. 

In this connection, it is to be noted that, under the provisions of 
several of the bilateral income tax conventions between the United 
States and various foreign countries, an individual resident of the 
foreign country slrall be exempt from Federal income tax upon 
compensation for personal services performed in the United States 
if he is temporarily present in the United States for a period or 
periods not exceeding a total of 183 days during the taxable year and 
his compensation for such personal services does not exceed a certain 
stated amount. But, even though such compensation nlay be exempt 
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from Federal income tax, it does not necessarily follow that such 
income is exempt from the withholding of tax under section 1441 of 
the Code. However, if the withholding agent can certify, upon the 
basis of experience a~nd judgement, and that in each case the time 
spent in this country will not exceed 183 days during the taxable 
year and that the compensation for all services performed in the 
United States by each employee will not exceed!t8, 000 in the aggregate 
during such year, no withholding of United States income tax will 
be required. In certain cases, hov. ever, where income tax conventions 
exist between the United States and foreign countries, specific provi- 
sions relating to the number of days of presence in the United States 
and the amount of compensation will govern over the above stated 
general rule. 

PART III. — INCOME FROM SOURCES WITHOUT THE UNITED STATES 

SUBPART A. — FOREIGN TAX CREDIT 

SECTION 901. — TAXES OI& FOREIGN COUNTRIES AND 
OF POSSESSIONS OF UNITED STATES 

Rev. Rul. 57 — 62 
The privilege tax imposed by section 178 of the National Internal 

Revenue Code of the Republic of the Philippines, is not an income, 
war profit, or excess profits tax, or a tax imposed in lieu of such 
taxes, for which a credit is allowable under the provisions of sec- 
tion 901 of the Internal Revenue Code of 19fi4. 

Advice has been requested whether the tax imposed by section 178 
of the National Internal Revenue Code of the Republic of the Philip- 
pines is allowable as a credit against United States income taxes under 
the provisions of section 901 of the Internal Revenue Code of 1954. 

Section 178 of the Philippine Code provides that "A privilege tax 
must be paid before any business or occupation hereinafter specified 
can be lawfully begun or pursued. The tax on business is payable 
for every separate or distinct establishment or place where business 
subject to the tax is conducted; and one occupation or line of business 
does not become exempt by being conducted with some other occupa- 
tion or business for which such tax has been paid. * * *" Sections 
192 and 195 of the Philippine Code set forth the provisions under 
which the privilege tax is applicable to the taxpayer in the instant 
case. 

Section 192 of the Philippine Code provides, in part, that "Keepers 
of garages, transportation contractors, persons who transport passen- 
gers or freight for hire, and common carriers by land, air, or ~ater, 
except owners of bancas, and owners of animal-drawn two-wheeled 
vehicles, shall pay a tax equivalent to two pet centum of their gross 
receipts: Provided, that those ~hose gross receipts do not exceed two 
hundred pesos each quarter shall be exempt from the payment of the 
tax provided for in this section. " 

Section 195 of the Philippine Code provides, in part, that "Stock, 
real estate, commercial, customs, aiid immigration brokers shall pay 
a percentage tax equivalent to six per centum of the gross compensa- 
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tion received by them. Cinematographic film owners, lessors, or dis- 
tributors shall pay a percentage tax of two per cental of their gross 
receipts. " 

In order for a tax paid to a foreign country or possession of the 
United States to be allowable for credit against United States income 
taxes, it must be shown that such tax is a tax on income, war profits, 
or excess profits within the meaning of section 901 of the Internal 
Revenue Code of 1954, or is a tax imposed in lieu of such a tax within 
the meaning of section 903, 

Under the provisions of section 178 of the Philippine Code, set forth 
above, a tax is imposed on the privilege of carrying on or doing busi- 
ness or conducting an occupation and is payable as a condition of doing 
business or conducting an occupation. As applied to a business re- 
ferred to in sections 19o and 195 of the Philippine Code, the amount 
of such tax is measured by a percentage of the gross receipts of the 
business. Such tax is payable whether or not income, as defined for 
United States tax purposes, is realized. Payment of such tax does 
not relieve a taxpayer from payment of the income tax imposed by 
Title II of the Philippine Code. 

Accordingly, it is held that the privilege tax levied under section 
178 of the National Internal Revenue Code of the Republic of the 
Philippines is not an income, war profits, or excess profits tax, or a 
tax imposed in lieu of such taxes, for which a credit is allowable 
under the provisions of section 901 of the Internal Revenue Code of 
1954. See Elias 3Xallouk et aL v. Comnussioner, 34 B. T. A. o69. 

Rev. Rul, 57 — 106 

Income taxes payable to a foreign country which are accrued 
against a domestic corporation and are assumed by a foreign cor- 
poration incident to the sale thereto of the assets of the domestic 
corporation constitute part of the sales price of the assets and are 
allowable as a credit; under section 901 of the Internal Revenue 
Code of 1954 only to the domestic corporation, the entity upon whom 
the foreign governmeut imposed the tax. 

Advice has been requested whether a domestic corporation doing 
business in a foreign country is allowed a credit for income taxes paid 
or accrued under the provisions of section 901 of the Internal Revenue 
Code of 1954, under the circumstances set forth below. 

A foreign corporation purchased for a stated price substantially 
all the assets of two affiliates of a domettic corporation. The aIBliates 
were doing business in a foreign country but were incorporated in 
the United States. In addition to the purchase price, the purchaser 
agreed to pay all taxes relating to the sale. The foreign corporation 
was granted a subsidy by its country equivalent to 100 percent of the 
taxes as a result of the acquisition of the property. When the domestic 
corporation filed its consolidated returns for United States income 
taxes, it included the income of the alBliated companies. The amount 
of foreign taxes imposed on the seller but paid by the purchaser was 
included in the United States income tax return of the domestic cor- 
poration and affiliates as a part of the amount realized on the sale 
and a credit claimed for the foreign taxes as being paid or accrued 
under the provisions of section 901 of the Internal Revenue Code of 
1954 
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There is an analogy in this situation with the concept set out in 
section 89. 23(a) — 10(a) of Income Tax Regulations 118, which are 
made applicable to the 1954 Code by Treasury Decision 6091, C. B. 
1954 — 2, 47, wherein the amount of taxes paid by a tenant for a landlord 
are held to be taxable income to the landlord, and the amount of such 
taxes are deductible by the landlord, 

Under the provisions of section 901(b) of the Code, a domestic 
corporation shall be allowed a foreign tax credit, subject to the 
limitation of section 904, with respect to the amount of any income, 
war profits, and excess profits taxes paid or accrued during the taxable 
year to any foreign country or to any possession of the Unitecl States. 

Accordingly, it is held that income taxes payable to a foreign 
country which have accrued against a domestic corporation and which 
are assumed by a foreign corporation as an incident to the sale of 
assets of the domestic corporation, constitute part of the sales price 
of the assets and are allowable as a credit to the domestic corporation, 
which is the entity upon whom the foreign government imposed the 
tax. 

(Also Part II, Section 131(a); Regulations 118, Rev. Rul. 57 — 153 
Section 39. 131(a) — '&. ) 

In any case involving a deiermination under section 901(b) (9) of 
the Internal Revenue Code of 1954 as to the entitlement of an alien 
resident of the United States or Puerto Rico to credit against his 
United States income tax for taxes paid or accrued during the tax- 
able year to the foreign country of which such alien is a citizen or 
subject, the Internal Revenue Service will require that such alien 
taxpayer furnish a certified copy of a translation of the current tax 
law of such foreign country as evidence that the tax imposed by the 
statutes of such foreign country comes within the United States 
concept of an "income, war profits, or excess profits tax. " Where 
a determination is required as to the entitlement of such an alien 
resident to credit against his United States income tax for taxes 
paid or accrued during the taxable year to a foreign country other 
than his own, it will also be necessary for him to furnish such 
evidence that the tax imposed by such other country is an income or 
profits tax. For the purpose of determining whether the similar 
credit requirements of section 901(b) (9) of the Code are met, the 
Service will accept either a certified translated copy of the law 
providing for allowance of similar credit by the country of which 
the alien resident is a citizen or subject; an official statement from an 
accredited diplomatic representative of such foreign country, con- 
taining excerpts of the pertinent current laws of the country and 
evidence of the country's current practice with respect to the 
allowance of a similar credit to a United States citizen residing in 
that country; or such other official document originating from the 
alien resident's country containing matter of suificient scope and 
quality' to enable the Service to ascertain whether such country 
meets the similar credit requirements. 

O. D. 253, C. II. 1, 162 (1919), revol-ed. 

The Internal Revenue Service recognizes a need for clarification of 
the administrative requirements of section 901 of the Internal Revenue 
Code of 1954 (formerly section 181(a) of the Internal Revenue Code 
of 1989) with respect to the evidence which is acceptable from an alien 
resident of the United States or Puerto Rico in a case requiring a 
determination by the Service as to his entitlement to credit against his 
United States income tax for taxes paid to a particular foreign 
country. 



In each case where a taxpayer claims credit against his United 
States income tax for taxes paid or accrued during the taxable year 
to any foreign country or to any possession of the United States, as 
provided in section 901 of the Code, a determination must be made 
whether the tax imposed by such foreign country or possession is an 
income, war profits, or excess profits tax. Section 908 of the Code 
provides that "the term 'income, war profits, and excess profits taxes' 
shall include a tax paid in lieu of a tax on income, war profits, or 
excess profits otherwise generally imposed by any foreign country 
or by any possession of the United States. " 

With respect to an alieri resident of the United States or Puerto 
Rico, section 901 (b) of the Code provides: 

(b) AMoUNT ALLowED. — Subject to the limitation of section 904, the fol- 
lowing amounts shall be allowed as the credit under subsection (a): 

(S) " * ' In the case of an alien resident of the United States and in 
the case of an alien individual who is a bona fide resident of Puerto Rico 
during the entire taxable year, the amount of any such taxes paid or accrued 
during the taxable year to any foreign country, if the foreign county of 
which such alien resident is a citizen or subject, in imposing such taxes, 
allows a similar credit to citizens of the United States residing in such 
country; " * * 

Accordingly, when an alien resident of the United States or Puerto 
Rico claims a tax credit under section 901 of the Code, in addition 
to determining whether the tax for which credit is claimed is an income 
or profits tax within the purview of section 901 or 908 of the Code, 
the Service must also determine whether the foreign country, of which 
such alien resident is a citizen or subject, in imposing an income or 
profits tax satisfies the similar credit requirements of section 901 (b) (8) 
of the Code. 

Under section 901(b) (8) of the Code, a credit may be allowed 
against the United States income tax liability of an alien resident of 
the United States or Puerto Rico for income or profits taxes paid or 
accrued to any foreign country, i. e. , his own or any other foreign 
country. In order for an alien residing in the United States or Puerto 
Rico to receive a credit for a tax paid to a foreign country other than 
his own country, the country of which he is a citizen or subject, and 
not the eoijntry to Tohich the tax is paid, must allow a similar credit 
against its income or profits tax to a United States citizen residing 
in the country of which the alien is a national for a tax paid to the 
other country. See CharLes TV. Bowering v. Commissioner, o7 B. T. A. 
449; IVY Freudmann et a/. v. Commissioner, 10 T. C. 775. 

O. D. 958, C. B. 1, 169 (1919), dealing with the somewhat similar 
administrative requirements with respect to the credit for personal 
exemption and dependents allowed by section 216 of the Revenue Act 
of 1918, provides: 

In order that a nonresident alien may prove that his country satisfies the 
similar credit requirement of the income tax law, he should submit to the 
Commissioner a copy of the income tax laws of his native country, or an o@cial 
communication from an accredited diplomatic representative of such countrv, 
showing that the countrv imposes no income tax, or in doing so grants similar 
credits required by statute. 

In any case involving a determination under section 901(b) (8) of 
the Code as to the entitlement of an alien resident of the United 
States or Puerto Rico to credit against his United States income tax 
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for taxes paid or accrued during the taxable year to the foreign coun- 
try of which such taxpayer is a citizen or subject, the Service will 
require that such alien taxpayer furnish a certifiied copy of a transla- 
tion of the pertinent provisions of the current tax law of such foreign 
country as evidence that the tax imposed by the statutes of such for- 
eign country comes within the United States concept of an "income, 
war profits, or excess profits tax. " AVhere a determination is required 
as to the entitlement of such an alien resident to credit against his 
United States income tax for taxes paid or accrued during the taxable 
year to a foreign country other than his own, it will also be necessary 
for him to furnish such evidence that the tax imposed by such other 
country is an income or profits tax. For the purpose of determining 
whether the similar credit requirements of section 901(b) (3) of the 
Code are met, the Service will accept either a certified translated copy 
of the pertinent provisions of the law providing for allowance of 
similar credit bp the country of !vhich the alien resident is a citizen 
or subject; an oflicial statement from an accredited diplomatic repre- 
sentative of such foreign country, containing excerpts of the pertinent 
current laws of the country and evidence of the country's current 

ractice with respect to the allowance of a similar credit to a, United 
tates citizen residing in that country; or such other oKcial docu- 

ment originating from the alien resident's country containing matter 
of sufficient scope and quality to enable the Service to ascertain 
v hether such. country meets the similar credit requirements. 

Since the provisions of law under which O. D. 953, C. B. 1, 162 
(1919), was issued are no longer in efl'ect, O. D. 253 is hereby revoked. 

SECTION 904. — I IAIITATION ON CREDIT 

(Also Section 63. ) Rev. Rul. 57 — 116 

Where substantial net long-term capital gains were realized in 
a taxable year by a member of an affiliated group of corporations 
which may result in the consolidated!ncome tax liability being com- 
puted by the alternative tax method, the fraction limiting a foreign 
tax credit, as provided in section 904 of the internal Revenue Code 
of 1954, is applicable to the total United States income tax of the 
affiliated group for the taxable year, whether computed by the regu- 
lar method or by the alternative method. 

Advice has been requested concerning the limitation applicable to 
a foreign tax credit of an a6liated group of corporations filing a 
consolidated income tax return where consolidated income tax li- 
ability was computed according to the alternative tax method. 

-'V corporation is a parent corporation of an afliliated group of 
corporations which filed a consolidated income tax return for the 
calendar year 1955. The income of 3f consisted of dividends from 
domestic corporations, dividends from a wholly-owned foreign sub- 

sidiary, and net long-term capital gains. The net long-term capital 
gains were sufficiently substantial to result in the consolidated income 

tax liability being computed under the alternative tax method. The 
foreign subsidiary paid income tax to the foreign country on income 

received in that country. 
Section 904 of the Internal Revenue Code of 1954 provides that the 

amount of the credit for taxes paid or accrued to any country shall 
IA TO 10 WO 
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not exceed the same proportion of the tax against which such credit 
is taken which the taxpayer's taxable income from sources within 
such country bears to its entire taxaole income for the same taxable 
year. For the purpose of the limiting fraction under section 904, the 
term "taxable income" as used therein means the taxable income as 
defined in section 68 of the Code; and the tax to which the limiting 
fraction is applied is the total United States tax, whether computed 
by the regular method or by the alternative tax method. 

Accordingly, it is held that where substantial net long-term capital 
gains were realized in a taxable year by a member of an aSliated 
group of corporations which may result in the consolidated tax 
liability being computed by the alternative tax method, the fraction 
limiting a, foreign tax credit, as provided in section 904 of the Code, 
is applicable to the total United States income tax of the SSliated 
group for the taxable year, whether computed by the regular method 
or by the alternative method. 

SUBPART B. — EARNED INCOME OF CITIZENS OF UNITED STATES 

SECTION 911. — EARNED INCOME FROM SOURCES 
AVITHOUT THE UNITED STATES 

Rev. Rul. 57 — 149 

All of the farm income derived by a United States citizen, a bona 
fide resident in Mexico, who rents aml operates a truck farm in 
Mexico with the use of his farm equipmcnt of comparatively little 
value, represents earned income for the purpose of the exclusion pro- 
vided by section 911(a) of the Internal Revenue Code of 19o4. 

Advice has been requested whether, for the purpose of the exclusion 
provided by section 911(a, ) of the Internal Revenue Code of 1954, the 
earned income of a United States citizen who operates a truck farm 
in Mexico consists of his entire net earnings or an amount not in excess 
of 80 percent of the net profits from such farm operations. 

In the instant case, the taxpayer, a United States citizen and a bona 
fide resident in Mexico, has leased farm lands in Mexico in order to 
operate a truck farm. IIe owns certain farm equipment of com- 
paratively little value. The actual labor on the farm is done primarily 
by the taxpayer. 

Section 911(a) of the Code provides, in part (with certain exceptions 
not here material), for the statutory exclusion from gross income of 
earned income from sources without the United States in the case of a 
United States citizen who is a bona fide resident of s, foreign country. 

Section 911(b) of the Code reads in part as follows: 
For purposes of this section, the term "earned income" means wages, salaries, 

or professional fees, and other amounts received as compensation for personal 
services actually rendered, * * ~. In the case of a taxpaver engaged in a trade 
or business in which both personal services and capital are material incomc- 
producing factors, * " "', a reasonable allowance as compensation for the per- 
sonal services rendered by the taxpayer, not in excess of 80 percent of his sharc 
of the net profits of such trade or business, shall be considered as earned income. 

In general, farming is a business requiring a substantial use of capi- 
tal. However, because the farm equipment in the instant case is of 
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comparatively little value, capital is not a material income-producing 
erefore, all of the farm income represents earned income for the yurpose of the exclusion provided by section 911(a) of the Code. un the other hand, where a farmer owns the land, or is en- 

gaged in a type of farming requiring a substantial amount of capital so that both personal services and capital are material income-produc- 
ing factors, only an ainount up to 80 percent of his share of the net 
profits of the business is considered as earned income. 

SUBCHAPTER O. — GAIN OR LOSS ON DISPOSITION OF PROPERTY 

PART II. — COMMON NONTAXABLE EXCHANGES 

SECTION 1081. — EXCHANGE OF PROPERTY HELD FOR 
PRODUCTIVE USE OR INVESTMENT 

26 CFR 1. 1081(b) — 1: Receipt of other property Rev. Rul. 57 — 244 
or money in tax-free exchange. 

Applicability of section 1931 of the 1954 Code to a situation in- 
volving exchanges of lil-e properties and cash among three in- 
dividuals. 

Advice has been requested whether an exchange of lots by three 
taxpayers under the circumstances set forth below constitutes a non- 
taxable exchange of property within the purview of section 1081 of 
the Internal Revenue Code of 1954. 

In 1950, three taxpayers, A, B, and C, acquired from another in- 
dividual a tract of 25 acres of undeveloped land in a residential sub- 
urb of a, city. After the property was divided into three separate 
lots slightly unequal in size, the parties entered into an agreement 
among themselves that the lots could not be subdivided in the future, 
The agreement also contained a statement that the land was pur- 
chased by each of them for the purpose of constructing homes thereon. 

Shortly after the acquisition of the property, the three individuals 
abandoned their plans to construct homes on. the property because . 4 
acquired a home elsewhere in the city; B, by reason of his employ- 
ment, moved to another city; and C, a single individual, decided 
not to build a home for himself. However, they did. not then dis- 
pose of the property but continued to hold it for investment purposes. 

In 1955, the three individuals agreed to exchange lots, with any 
di6'erence in acreage to be paid for at the rate of 100m dollars per 
acre, In the exchange, 0 acquired the lot o~ned by B, B acquired 
the lot owned by ri, and 2 acquired the lot owned by C. After the 
exchange, 8 sold the lot acquired from 0 to another individual. 

Section 1081(a) of the Code provides, in eRect, that no gain or 
loss shall be recognized if property held for productive use in a trade 
or business or for investment is exchanged solely for property of a 
like kind to be held either for productive use in a trade or business 
or for investment. 

Where money is received as boot in an exchange, section 1081 of the 
Code provides, in e8ect, that if an exchange would be within the 
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provisions of section 1031(a) of the Code if it were not for the fact 
that money was also received in the exchange, then the gain, if any, 
to the recipient shall be recognized but not in excess of the money 
received. 

In view of the foregoing, it is held +at the above-described trans- 
actions constitute exchanges within the meaning of section 1031 of 
the Code, and the gain, if any, is recognized only to the extent of 
the cash received. Compare W. D. IIaden Co. v. Cornynissioner, 165 
Fed. (2d) 588. The basis of the property acquired in the exchange 
is the basis of the property transferred by the taxpayer, decreased 
by the amount of any money received and increased by the amount, 
of any gain recognizecl on the exchange. 

SECTION 1033. — INVOLUNTARY CONVERSIONS 

26 CFR 1. 1033 (a): Statutory provisions; common 
nontaxable exchanges; involuntary conver- 
sions; general rule. 

T. D. 6222' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCIIAPTER A, PART 1. — 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECE5IBER 81, 1958 

Regulations with respect to section 1088 of the Internal Revenue 
Code of 1954 (relating to involuntary conversions). 

DEPARTMENT OF THE TREASVRY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENVEt 

washington 86, D. C. 
To Officers and Etnptoyees of the Internal Eevenue 8ervice and 

Others Concerned: 
On June 8, 1956, notice of proposed rulemaking regarding the 

regulations for taxable years beginning after December 31, 1953, 
and ending after August 16, 1954, under section 1033 of the Internal 
Revenue Code of 1954 was published in the Federal Register (21 F. R. 
3931). After consideration of all such relevant matter as xvas pre- 
sented by interested parties regarding the rules proposed, the regula- 
tions as so published have been modified and are hereby adopted as 
set forth below. The regulations so adopted do not give e6ect to 
the amendment to section 1033, relating to livestock sold on account of 
drought, which was made by section 5 of Public Law 629, 84th Con- 
gress, approved June 29, 1956 [C. B. 1956 — 2, 1165]. Notice of 
rulemaking with respect to regulations under such amendment will 
be published in the Federal Register at a later date. 

TABLE OF CONTENTS 
Sec. 
1. 1088(a) Statutory provisions; common nontaxable exchanges; involuntary 

conversions; general rule. 
1. 1088(a)-1 . Involuntary conversions; nonrecognition of gain. 
1. 1088(a) — 2 Involuntary conversion where dispositiou of the converted prop- 

erty occurred after December 81, 1050. 

r The publication of this Treasury Decision in 22 F. R. 215, dated Js. nuary 10, 1957, 
contains (1) a series of instructions for modifving the notice of proposed rulemaking 
published in 21 F. R. 3981, dated June 8, 1956, and (2) the full context of the regulations 
with such modifications. As here published the Treasury Decisiou refiects the full context 
of such regulations, with modifications, The individual instructions have been omitted. 
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1. 1083(a)8 Involuntary conversion where disposition of the converted prop- 
erty occurred before January 1, 1951. 

1. 1088(a)M Replacemeut funds where dispositiou of the converted property 
occurred before January 1, 1051. 

1. 1088 (b) Statutory provisions; involuntary conversious; residence of 
taxpayer. 

1. 1083(b) — 1 Involunt;Iry conversion of principal residence. 
1. 1088(c) Statutory provisions; involuntary conversions; basis of property 

acquired throu" h involuntary conversion. 
1. 1088(c)-1 Basis of property acquired as a result of au involuntary conversion. 
1. 1088(d) Statutory provisions; involuntary conversions; property sold pur- 

suant to reclamation laivs. 
1. 1088(d) — 1 Disposition of excess property within irrigation project deemed 

to be involuntary conversion. 
1. 1088(e) Statutory provisions; involuntary conversious; livestock destroyed 

by disease. 
1. 1088(e) — 1 Destruction or disposition of livestock because of disease. 
1. 1033(f) Statutory provisions; iuvoluutary conversions; cross references. 
1. 1088 (f) — 1 I& Ãective date. 

Authority: Ii) 1. 1033(a) to 1. 1088(f) — 1, incl. , issued under sec. 7805, I. R. C. 
1954; 08A Stat. 917; 20 U. S. C. 780, &. 

The following regulations for taxable years beginning after De- 
cember 81, 1058, and ending after A. ugust 16, 1054, are hereby pre- 
scribed under section 1088 of the Tnternal Re~venue Code of 1054: 

I) 1. 1088 (a) STATUTORY PRovISIONS; Col&iihloN NONTAXABLE EX- 
CHANGES 

& 
1NVOLUNTARY CONVERSIONS 

& 
GENERAL RULE. 

SEC. 1088. INVOI. UNTARY CONVtc'RSIONS. 
(a) GENERAL RULE. — If property (as a result of its destruction in 

whole or in part, theft, seizure, or requisition or condemnation or 
threat or imminence thereof) is compulsorily or involuntarily con- 
verted— 

(1) CoNvERsroN INTo SIHILAR PROPERTY. — Into property similar 
or related iu service or use to the property so converted, no gain 
shall be recognized. 

(2) CONVERSION INTO HONEY WIIERE DISPOSITION OCCURRED PRIOR 
To IDSI. — Into u1oney, and the disposition of the converted prop- 
erty occurred before January 1, 1951, no gaiu shall be recognized 
if such money is forthwith in good faith, under regulations pre- 
scribed by the Secretary or his delegate, expended in the acquisi- 
tiou of other property similar or related in service or use to the 
property so converted, or in the acquisition of control of a corpora- 
tion ozvniug such other property, or in the establishmer, t of a replace- 
ment fund. If any part of the money is not so expended, the gain 
shall be recognized to the extent of the money which is not so 
expended (regardless of whether such money is received in one or 
more taxable years and regardless of whether or not the money 
which is not so expended constitutes gain). For purposes of this 
paragraph and paragraph (8), the term "disposition of the converted 
property" Iueans the destruction, theft, seizure, requisition, or con- 
demnation of the converted property, or the sale or exchange of 
such property under threat or imminence of requisition or condem- 
nation. 

(8) CGNvERsICN INTo HGNEY wHERE DIsPosITIoN occURRED AFTER 

Isso. — Into money or into property not similar or related in service 
or use to the converted property, aud the disposition of the con- 
verted propertv (as defined in paragraph (2) ) occurred after 
December 81, 1950, the gain (if any) shall be recognized except to 
the extent hereinafter provided in this paragraph: 

(A) NGNREcoGNITION oF GAIN. — If the taxpayer during the 
period specified in subparagraph (B), for the purpose of 
replacing the property so converted, purcha. ses other property 
similar or related in service or use to the property so converted, 
or purchases stock in the acquisition of control of a corporation 
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orvning such other property, at the election of the taxpayer the 
gain shall be recognized only to the extent that the amount 
realized upon such conversion (regardless of whether such 
amount is received in one or more taxable years) exceeds the 
cost of such other property or such stock. Such election shall 
be Inade at such time and in such manner as the Secretary or 
his delegate may by regulations prescribe. For purposes of 
this paragraph- 

(i) No property or stock acquired before the disposition 
of the converted property shall be considered to have been 
acquired for the purpose of replacing such converted prop- 
ertv unless held by the taxpayer on the date of such dis- 
position; and 

(ii) The taxpayer shall be considered to have purchased 
property or stock only if, but for the provisions of sub- 
section (c) if this section, the unadjusted basis of such 
property or stock would be its cost within the meaning 
of section 1012. 

(B) PERIOD WITHIN WHICH PROPERTY MUST BE BEPLACED. — 
The period referred to in subparagraph (A) shall be the period 
beginning with the date of the disposition of the converted 
property, or the earliest date of the threat or imminence of 
requisition or condemnation of the converted property, which- 
ever is the earlier, and ending 

(i) One year after the close of the first taxable year in 
which any part of the gain upon the conversion is realized, 
or 

(ii) Subject to such terms and conditions as may be 
specified by the Secretary or his delegate, at the close of 
such later date as the Secretary or his delegate may desig- 
nate on application by the taxpayer. Such application 
shall be made at such time and in such manner as the 
Secretary or his delegate may by regulations prescribe. 

(C) TIME FOR ASSESSMENT OF DEFICIENCY ATTRIBUTABLE To 
GAIiv UPoN cowvERsICN. — If a taxpayer has made the election 
provided in subparagraph (A), then- 

(i) The statutory period for the assessment of any de- 
ficiency, for any taxable year in Ivhieh any part of the gain 
on such conversio» is realized, attributable to such gain 
shall not expire prior to the expiration of 3 years from the 
date the Secretary or his delegate is notified by the tax- 
payer (in such manner as the Secretary or his delegate 
may by regulations prescribe) of the replacement of the 
converted property or of an intention not to replace, and 

(ii) Such deficiency may be assessed before the expira- 
tion of such 3-year period notwithstanding the provisions 
of section 6212 (c) or the provisions of any other law or 
rule of law which would otherwise prevent such assess- 
ment. 

(D) TIIIE F0R AssEssx1ENT oF CTHER DEFIOIENOIEs ATTRIBU- 
TABLE To ELEOTIoiv. — If the election provided in subparagraph 
(A) is made by the taxpayer and such other property or such 
stock was purchased before the beginning of the last taxable 
year in which any part of the gain upon such conversion is 
realized, any deficiency, to the extent resulting from such elec- 
tion, for any taxable year ending before such last taxable year 
may be assessed (notwithstanding the provisions of section 
6212 (c) or 6601 or the provisions of any other law or rule 
of law which would otherwise prevent such assessment) at 
any time before the expiration of the period Ivithin which a 
deficiency for such last taxable year may be assessed. 

1033 (a) — 1 INvoLENTARY' CGNvERsioNS ) NQNREcoGNITIQN oF 

(a) In general. — Section 1033 applies to cases where property 
ulsorily or involuntarily converted. An "involuntary con- 
' may be the result of the destruction of property in whole or 
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in part, the theft of property, the seizure of. property, the requisition 
or condemnation of property, or the threat or imminence of requisition 
or condemnatio~ of property. An "involuntary conversion" may be 
a conversion into similar property or into money or into dissimilar 
property. Section 1088 provides that, under certain specified circum- 
stances, a, ny gain ivhich is realized f~rom an involuntary conversion 
shall not be recognized. In cases where property is converted into 
other property similar or related in service or use to the converted 
property, no gain slrall be recognized regardless of when the disposition 
of the converted property occurred and regardless . of whether or not 
the taxpayer elects to have the gain not recognized. In other types 
of involuntary conversion cases, however, the proceeds arising from 
the disposition of the converted property must (within the time limits 
specified) be reinvested in similar property in order to avoid recogni- 
tion of any gain realized. DifFerent rules for reinvestment apply, de- 
pending upon whether the disposition of the converted property oc- 
curred after 1950 or before 1951 (see $$ 1. 1038 (a) — 2, 1. 1038 (a)-8, and 
1. 1088(a) — 4). Section 1088 applies only with respect to gains; losses 
from involuntary conversions are recognized or not recognized without 
regard to this section. 

(b) 8pecial rules. — For rules relating to basis of property acquired 
through involuntary conversions, see $ 1. 1083 (c) — 1. Special rules 
apply to involuntary conversions of residence property, property sold 
pursuant to reclamation laws, and livestock destroyed by disease (see 
$$ 1. 1088(b) — 1, 1. 1038(d) — 1, and 1. 1033(e) — 1, respectively). For de- 
termination of the period for which the taxpayer has held property 
acquired as a result of certain involuntary conversions, see section 
1223 and regulations issued thereunder. For treatment of gains from 
involuntary conversions as capital gains in certain cases, see section 
1281(a) and regulations issued thereunder. For portion of war loss 
recoveries treated as gain on involuntary conversion, see section 1332 
(b) (8) and regulations issued thereunder. 

$ 1. 1088(a) — 2 INvoLUNTARY CoNvERsioN WHERE DIsPosITIoN oF 
THE CQNvERTED PRoPERTY occURRED AFTER DEcEMBER 81, 1950. — 
(a) In generaL — This section applies only with respect to involuntary 
conversions where the disposition of the converted property occurred 
after December 81, 1950, and where the proceeds are received in a tax- 
able year to which the Internal Revenue Code of 1954 applies. The 
term "disposition of the converted property" means the destruction, 
theft, seizure, requisition, or condemnation of the converted property, 
or the sale or exchange of such property under threat or imminence of' 

requisition or condemnation. 
(b) Conversion into similar property. — If property (as a result of 

its destruction in ~hole or in part, theft, seizure, or requisition or con- 
demnation or threat or imminence thereof ) is compulsorily or involun- 
tarily converted only into property similar or related in service or 
use to the property so converted, no gain shall be recognized. Such 
nonrecognition of gain is mandatory. 

(c) C'on~ersion into money or into dwsimilar property — (1) if 
property (as a result of its destruction in whole or in part, , theft, 
seizurey or requisition or condemnation or threat or imminence thereof ) 
is compulsorily or involuntarily converted into money or into property 
not similar or related in service or use to the converted property, tlie 
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gain, if any, shall be recognized, at the election of the taxpayer, only 
to the extent that the amount realized upon such conversion exceeds 
the cost of other property purchased by the taxpayer which is similar 
or related in service or use to the property so converted, or the cost 
of stock of a corporation owning such other property which is pur- 
chased by the taxpayer in the acquisition of control of such corpo- 
ration, if the taxpayer purchased such other property, or such stock, 
for the purpose of replacing the property so converted and during 
the period specified in subparagraph (8) of this paragraph. For 
the purposes of section 1033 the term "control" means the ownership 
of stock possessing at least 80 percent of the total combined voting 
power of all classes of stock entitled to vote and at least 80 percent 
of the total number of shares of all other classes of stock of the 
cor oration, 

2) All of the details in connection with an involuntary conversion 
of property at a gain (including those relating to the replacement of 
the converted property, or a decision not to replace, or the expiration 
of the period for replacement) shall be reported in the return for the 
taxable year or years in which any of such gain is realized. An 
election to have such gain recognized only to the extent provided 
in subparagraph (1) of this paragraph shall be made by including 
such gain in gross income for such year or years only to such extent. 
If, at the time of filing such a return, the period within which the 
converted property must be replaced has expired, or if such an elec- 
tion is not desired, the gain should be included in gross income for 
such year or years in the regular manner. A failure to so include 
such gain in gross income in the regular manner shall be deemed to 
be an election by the taxpayer to have such gain recognized only to 
the extent provided in subparagraph (1) of this paragraph even 
though the details in connection with the conversion are not reported 
in such return. If, after having made an election under section 
1033 (a) (8), the converted property is not replaced within the required 
period of time, or replacement is made at a cost lo~er than was 
anticipated at the time of the election, or a decision is made not to 
replace, the tax liability for the year or years for which the election 
was made shall be recomputed. Such recomputation should be in the 
form of an "amended return". If a decision is made to make an 
election under section 1033(a) (3) after the filing of the return and 
the payment of the tax for the year or years in which any of the 
gain on an involuntary conversion is realized and before the expiration 
of the period within which the converted property must be replaced, 
a claim for credit or refund for such year or years should be filed. 
If the replacement of the converted property occurs in a year or 
years in which none of the gain on the conversion is realized, all 
of the details in connection with such replacement shall be reported 
in the return for such year or years. 

(8) The period referred to in subparagraphs (1) and (2) of this 
paragraph is the period of time commencing with the date of the 
disposition of the converted property, or the date of the beginning 
of the threat or imminence of requisition or condemnation of the 
converted property, whichever is earlier, and ending one year after 
the close of the first taxable year in v, hich any part of the gain upon 
the conversion is realized, or at, the close of' such later date as may 
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be designated pursuant to an application of the taxpayer. Such ap- 
plication shall be made prior to the expiration of the one year after 
the close of the first taxable year in which any part of the gain from 
the conversion is realized, and shall contain. all of the details in con- 
nection ~iith the involuntary conversion. Such application sliall be 
made to the district director for the internal revenue district in which 
the return is filed for the first taxable year in ivhich any of the gain 
from the involuntary conversion is realized. No extension of time 
shall be granted pursuant to such application unless the taxpayer can 
show reasonable cause for not being, able to replace the converted 
property within the required period of time. 

(4) Property or stock purchased before the disposition of the con- 
verted property shall be considered to have been purchased for the 
purpose of replacing the converted property only if such property 
or stock is held by the taxpayer on the date of the disposition of the 
converted property. Property or stock shall be considered to have 
been purchased only if, but for the provisions of section 1088(c), the 
unadjusted basis of sucli property or stock would be its cost to the 
taxpayer within the meaning of section 1019. If the taxpayer's unad- 
justed basis of the replacement property would be determined, in 
the absence of section 1088(c), under any of the exceptions referred 
to in section 1012, the unadjusted basis of the property would not 
be its cost within the meaning of section 1019. For example, if prop- 
erty similar or related in service or use to the converted property is 
acquired by gift and its basis is determined under section 1015, such 
propertv v-ill not qualify as a replacement for the converted property. 

(5) If a taxpayer makes an election under section 1088(a) (8), any 
deficiency, for any taxable year in which any part of the gain upon 
the conversion is realized, which is attributable to such gain may be 
assessed at anv time before the expiration of three years from the 
date the district director with whom the return for such year has 
been filed is notified by the taxpayer of the replacement of the con- 
verted property or of an intention not to replace, or of a failure to 
replace, within the required period, notwithstanding the provisions of. 

section 6919(c) or the provisions of any other law or rule of law 
which would otherwise prevent such assessment. If replacement 
has been made, such notification shall contain all of the details in 
connection with such replacement. Such notification should be made 
in the return for the taxable year or years in which the replacement 
occurs, or the intention not to replace is formed, or the period for 
replacement expires, if this return is filed with such district director. 
If this return is not filed with such district director, then such noti- 

fication shall be made to such district director at the time of filing 
this return. If the taxpayer so desires, he may, in either event, also 

notify such district director before the filing of such return. 

(6) If a taxpayer makes an election under section 1088 (a) (8) and 

the replacement property or stock was purchased before the beginning 

of the last taxable year in which any part of the gain upon the con- 

version is realized, any deficiency, for any taxable year ending before 

such last taxable year, which is attributable to such election. may be 

assessed at any time before the expiration of the period within which 

a deficiency for such last taxable year may be assessed, notwithstand- 

ing the provisions of section 6219(c) or 6501 or the provisions of any 

law or rule of law which should otherwise prevent such assessment. 
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(7) If the taxpayer makes an election under section 1088(a) (8), 
the gain upon the conversion shall be recognized to the extent that 
the amount realized upon such conversion exceeds the cost of the 
replacement property or stock, regardless of whether such amount 
is realized in one or more taxable years. 

(8) The proceeds of a use and occupancy insurance contract, which 
by its terms insured against actual loss sustained of net profits in the 
business, are not proceeds of an involuntary conversion but are income 
in the sa~me manner that the profits for which they are substituted 
ivould have been. 

(9) There is no investment "in property similar in character and 
devoted to a similar use if- 

(i) The proceeds of unimproved real estate, taken upon con- 
demnation proceedings, are invested in improved real estate. 

(ii) The proceeds of conversion of real property are applied 
in reduction of indebtedness previously incurred in the purchase 
of a leasehold. 

(iii) The o~ner of a requisitioned tug uses the proceeds to buy 
barges. 

(10) If, in a condemnation proceeding, the Government retains 
out of the award sufhcient funds to satisfy special assessments levied. 
against the remaining portion of the plot or parcel of real estate 
affected for benefits accruing in connection with the condemnation, 
the amount so retained shall be deducted from the gross award in 
determining the amount of the net award. 

(11) If, in a condemnation proceeding, the Government retains out 
of the award sufBcient funds to satisfy liens (other than liens due to 
special assessments leviecl against the remaining portion of the plot or 
parcel of real estate affected for benefits accruing in connection with 
the condemnation) and mortgages against the property, and itself 
pays the same, the amount so retained shall not be deducted from the 
gross award in determining the amount of the net award. If, in a 
condemnation proceeding, the Government makes an award to a mort- 
gagee to satisfy a mortgage on the condemned property, the amount 
of such award shall be considered as a part of the "amount realized" 
upon the conversion regardless of whether or not the taxpayer was 
personally liable for tlie mortgage debt. Thus, if a taxpayer has 
acquired property worth $100, 000 subject to a $50, 000 mortgage (re- 
gardless of whether or not he was personally liable for the mortgage 
debt) and, in a condemnation proceeding, the Government av, ards the 
taxpayer $00, 000 and awards the mortga~gee $50, 000 in satisfaction of 
the mortgage, the entire $110, 000 is considered to be the "amount real- 
ized" by the taxpayer. 

(1o) An amount expended for replacement of an asset, in excess of 
the recovery for loss, represents a capital expenditure and is not a 
deductible loss for income tax purposes. 

f 1. 1088(a) — 8 INvoLUNTARY CoNvERsioN WHERE DisPosITIQN oi' 
THE CQNvERTED PRoPERTY OGGURRED BEFoRE JANUARY 1, 1951. — (a) 
This section applies only with respect to involuntary conversions 
where the disposition of the converted property occurred before Jan- 
uary 1, 1951, and where the proceeds are received in a taxable year 
to which the Internal Revenue Code of 1954 applies. The term "dis- 
position of the converted property" means the destruction, theft, 
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seizure, requisition, or condemnation of the converted property, or the 
sale or exchange of such property under threat or imminence of requi- 
sition or condemnation. 

(b) (1) Upon the involuntary conversion of property described in 
section 1088, no gain is recognized if the provisions of that section 
are complied with. If any p~art of the money received as a result of 
such an involuntary conversion is not expended in the manner pro- 
vided in section 1088 (a) (2), the gain, if any, is recognized to the ex- 
tent of the money which is not so expended. For example, a vessel 
purchased by A in 1949 for $100, 000 is destroyed by a typhoon in 1950, 
and A receives in 1954 insurance in the amount of $100, 000. This 
money is not expended in the manner provided in section 1038(a) (2), 
but there is no gain since the insurance does not exceed the basis (disre- 
garding, for the purposes of this example, the adjustment for depre- 
ciation). In 1955, A receives insurance from a second policy of 
$200, 000 on account of the destruction of the vessel. He expends this 
amount in the manner provided in section 1088(a) (2). The gain in 
1955 upon the receipt of the $200, 000 is recogmzed to the extent of 
$100, 000, the amount of the money received in 1954 which was not 
expended in the manner provided in section 1038 (a) (2) . 

(2) Losses from involuntary conversions are recognized or not 
recognized without regard to section 1088. The expenditure in the 
manner provided in section 1088(a) (2) of money received upon an 
involuntary conversion is not necessary for the transaction to be 
considered completed for the purpose of determining such loss. 

(c) In order to avail himself of the benefits of section 1088(a) (2) 
it is not sufiicient for the taxpayer to show that subsequent to the re- 
ceipt of money from a condemnation award he purchased other prop- 
erty similar or related in use. The taxpayer must trace the proceeds 
of the award into the payments for the property so purchased. It is 
not necessary that the proceeds be earmarked, but the taxpayer must 
be able to prove that the same were actually reinvested in such other 
property similar or related in use to the property converted. The 
benefits of section 1088(a) (2) cannot be extended to a taxpayer who 
does not purchase other property similar or related in service or use, 
notwithstanding the fact that there was no other such property avail- 
able for purchase. 

(d) If, in a condemnation proceeding, the Government retains out 
of the award sufficient funds to satisfy liens (other than liens due 
to special assessments levied against the remaining portion of the 
plot or parcel of real estate affected for benefits accruing in con- 
nection with the condemnation) and mortgages against the property 
and itself pays the same, the amount, so retained shall not be de- 
ducted from the gross award in determining the amount of the net 
award. If, in a condemnation proceeding, the Government makes 
an award to a mortgagee to satisfy a mortgage on the condemned 
property, the amount of such award shall be considered as part of 
the "money" into which the property is converted, regardless of 
whether or not the taxpayer was personally liable for the mortgage 
debt. Thus, if a taxpayer has acquired property worth $100, 000 
subject to a $50, 000 mortgage (regardless of whether or not he was 
personally liable for the mortgage debt) and, in a condemnation 
proceeding, the Government awards the taxpayer $60, 000 and awards 
the mortga~gee $50, 000 in satisfaction of the mortgage, the entire 
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$110, 000 is considered to be the "money" into which the property 
was converted. An amount expended for replacement of an asset, 
in excess of the recovery for loss, represents a capital expenditure 
and is not a deductible loss for income tax purposes. 

(e) The provisions of section 1088(a) (2) are applicable to prop- 
erty used for residiential or farming purposes. 

(f) The proceeds of a use and occupancy insurance contract, which 
by its terms insured against actual loss sustained of net profits in the 
business, are not proceeds of an involuntary conversion but are income 
in the same manner that the profits for which they are substituted 
would have been. 

(g) There is no investment in property similar in character and 
devoted to a similar use if— 

(1) The proceeds of unimproved real estate, taken upon con- 
demnation proceedings, are invested in improved real estate. 

(9) The proceeds of conversion of real property are applied in 
reduction of indebtedness previously incurred in the purchase of 
a leasehold. 

(8) The owner of a requisitioned tug uses the proceeds to buy 
barges. 

(h) It is incumbent upon a taxpayer "forthwith" to apply for and 
receive permission to establish a replacement fund in every case 
where it is not possible to replace immediately. If an expenditure 
in actual replacement would be too late, a request for the establish- 
ment of a replacement fund would likewise be too late. 
[Section 1. 1033(a)-3 is substantially the same as $ 29. 112(f) — 1 of Regulations 
111. ] 

$ 1. 1088(a) — 4 REPLACEMENT FUNDS WHERE DISPOSITION OP THE 
CDNvERTED PRQPERTY' OGGURRED BEECRE JANUARY 1, 1951. — (a) This 
section applies only with respect to involuntary conversions ~here the 
disposition of the converted property (as defined in $ 1. 1088(a) — 8) 
occurred before January 1, 1051, and where the proceeds are received 
in a taxable year to which the Internal Revenue Code of 1954 applies. 

(b) In any case where the taxpayer elects to replace or restore the 
converted property but it is not practicable to do so immediately (for 
example, because of a shortage of materials or an industry-wide 
strike), he may obtain permission to establish a replacement fIInd in 
his accounts in which part or all of the compensation so received shall 
be held, without, deduction for the payment of any mortgage. In 
such a case the taxpayer should make application on Form 1114 to 
the district director for the district in which his return is required to 
be filed for permission to establish such a replacement fund, and in 
his application should recite all the facts relating to the transa. ction 
and declare that he will proceed as expeditiously as possible to replace 
or restore such property. The taxpayer will be required to furmsh a 
bond with such surety as the district director may require in an amount 
not in excess of double the estimated additional income taxes which 
would be payable if no replacement fund were established. See 6 
U. S. C. 15, (Appendix to the Income Tax Regulations), providing 
that where a bond is required by law or regulations, in lieu of surety 
or sureties there may be depositetl bonds or notes of. the United States. 
The estimated additional taxes, for the amount of which the applicant 
is required to furnish security, should be computed at the rates at 
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which the applicant would have been obliged to pay, taking into con- 
sideration the remainder of his taxable (or net) income and resolving 
against him all matters in dispute affecting the amount of the tax. 
Only surety companies holding certificates of authority from the Sec- 
retary of the Treasury as acceptable sureties o» Federal bonds will 
be approved as sureties. The application should be executed in tripli- 
cate, so that the district director, the applicant, and the surety or 
depositary may each have a copy. 
[Section 1. 1038(a) — 4 is substantially the same as f 29. 112(f) — 2 of Regulations 
11L] 

$ 1. 1088 (b) STATUTORY PROVISIONS i INVOLUNTARY CONVERSIONS ) 
RESIDENCE or TAxPAYER. 

SEC. 1088. INVOLUNTARY CONVERSIONS. 
(b) RrsmENcE oF TAxrAFER. — Subsection (a) shall not apply, in the 

case of property used by the taxpayer as his principal residence, if i. he 
destruction, theft, seizure, requisition, or condemnation of the residence, 
or the sale or exchange of such residence under threat or imminence 
thereof, occurred after December 81, 1950, and before January 1, 1954, 

$ 1. 1088 (b) — 1 INVOLUNTARY CONVERSION OF PRINCIPAI RESI- 
DENOE. — Section 1088 shall apply in the case of. property used by the 
taxpayer as his principal residence if. the destruction, theA, seizure, 
requisition, or condemnation of such residence, or the sale or exchange 
of such residence under threat or imminence thereof, occurs before 
January 1, 1951, or after Decenlber 81, 1958. Section 1088 shall not 
apply in the case of an involuntary conversion of property' used b' 

y 
the taxpayer as his principal residence if the destruction, theft, 
seizure, requisition or condemnation of. such residence, or the sale or 
exchange of such residence under threat or imminence thereof, oc- 
curred after December 81, 1950, and before January 1, 1954. In the 
case of property disposed of after December 81, 1950, and before 
January 1, 1954, which is used by the taxpayer partially as a princi- 
pal residence and partially for other purposes, proper allocation shall 
be made and $ 1. 1088(a) — 2 and $ 1. 1088(c) — 1 shall apply only with 
respect to the involuntary conversion of the portion used for such 
other purposes. 

$ 1. 1088 (c ) STATUTGRY PRovIsIGNs; INvoLUNTARY' CoNvERsIoN8 ) 
BAsIS oF PRQPERTY Ac@HIRED THRoUGH INvoLUNTARY CoxvERBIQN. 

SEC. 1088. INVOLUNTARY CONVERSIONS. 
(c) BAsrs oF PRDPERTY AGQUIRED THRQUGH INVDLUÃTARY CGNVER- 

sroN. — If the property was acquired, after February 28, 1918, as the 
result of a compulsory or involuntary conversion described in sub- 
section (a) (1) or (2), the basis shall be the same as in the case of the 
property so converted, decreased in the amount of any money received 
by the taxpayer which was not expended in accordance with the 
provisions of law (applicable to the year in which such conversion was 
made) determining the taxable status of the gain or loss upon such con- 
version, and increased in the amount of gain or decreased in the amount 
of loss to the taxpayer recognized upon such conversion under the law 
applicable to the year in which such conversion was made. This sub- 
section shall not apply in respect of property acquired as a result of a 
compulsory or involuntary conversion of property used by the taxpayer 
as his principal residence if the destruction, theft, seizure, requisition, 
or condemnation of such residence, or the sale or exchange of such resi- 
dence under threat or imminence thereof, occurred after December 81, 
1950, and before January 1, 1954. In the case of property purchased 
by the taxpayer in a transaction described in subsection (a) (8) which 
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resulted in the nonrecognition of any part of the gain realized as the 
result of a compulsory or involuntary conversion, the basis shall be 
the cost of such property decreased in the amount of the gain not so 
recognized; and if the property purchased consists of more than one 
piece of property, the basis determined under this sentence shall be 
allocated to the purchased properties in proportion to their respective 
costs. 

$1. 1088(c) — 1 BABIs oF PRDPERTY AOQUIRED As A REsUIJr oF AN 

INVOLUNTARY CoNvERsloN. — (a) The provisions of the first sentence 
of section 1088(c) may be illustrated by the following example: 

L"xample. A. 's vessel which has an adjusted basis of $100, 000 is 
destroyed in 1050 and A receives in 1951 insurance in the amount of 
$200, 000. If A invests $150, 000 in a new vessel, taxable gain to the 
extent of $50, 000 mould be recognized. The basis of the new vessel is 
$100, 000; that is, the adjusted basis of the old vessel ($100, 000) minus 
thc money received by the taxpayer which wns not expended in the 
acquisition of the new vessel ($50, 000) plus the amount of gain recog- 
nized upon the conversion ($50, 000). If any amount in excess of the 
proceeds of the conversion is expended in the acquisition of the new 
property, such amount may be added . to the basis otherwise 
determined. 

(b) The provisions of the last sentence of section 1088(c) may be 
illustrated by the following example: 

Encamp/e. A taxpayer realizes $22, 000 from the involuntary con- 
version of his barn in 1M5; the adjusted basis of the barn to him was 
$10, 000, and he spent in the same year $20, 000 for a nem barn which 
resulted in the nonrecognition of $10, 000 of the $12, 000 gain on the con- 
version. The basis of the new barn to the taxpayer would be $10, 000— 
the cost of the new barn ($20, 000) less the amount of the gain not 
recognized on the conversion ($10, 000). The basis of the new barn 
would not be a substituted basis in the hands of the taxpayer within 
the meaning of section 1016(b) (2). If the replacement of the con- 
verted barn had been made by the purchase of two smaller barns which, 
together, mere similar or related in service or use to the converted barn 
and which cost $8, 000 and $12, 000, respectively, then the basis of the 
two barns would be $4, 000 nnd $6, 000, respectively, the total basis of 
the purchased property ($10, 000) allocated in proportion to their 
respective costs (8, 000/20, 000 of $10, 000, or $4, 000 i and 12, 000/20, 000 
of $10, 000, or $6, 000). 

$ 1. 1033 (d) STATUTCRY' PRovIsIDNs j INVCLUNTARY CCNvKRsIDNs; 
PROPERTY' SOLD PURSUANT To RECLA&iIATION LAws. 

SEC. 1033. INVOLUNTARY CONVERSIONS. 

(d) PRDPERTT SoLD PURsUANT To REcLAArATICN LAws. — For purposes 
of this subtitle, if property lying v. ithin an irrigation project is sold 
or otherwise disposed of in order to conform to the acTeage limitation 
provisions of Federal reclamation laws, such sale or disposition shall 
be treated as an involuntary conversion to which this section applies. 

$ 1. 1088(d) — 1 DIsPosITIoN or KxcKss PRCPKRTY O'ITHIN IRRIGA- 
TION PROJECT DEEMED To BK INVOLUNTARY CONVERSION. — (n ) The sale, 
exchange, or other disposition occurring in a taxable year to which 
the Internnl Revenue Code of 1954 applies, of excess lands lying 
within an irrigation project or division in order to conform to acreage 
limitations of the Federal reclamation lnms effective with respect to 
such project or division shall be treated ns an involuntary conversion 
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to which the provisions of section 1088 and the regulations thereunder 
»all be applicable. The term "excess lands" means irrigable lands 
within an irrigation project or division held by one owner in excess 
of the amount of irrigable land held by such owner entitled to receive 
water under the Federal reclamation laws applicable to such owner 
in such project or division. Such excess lands may be either (1) lands 
receiving no water from the project or division, or (2) lands receiving 
water only because the oivner thereof has executed a valid recordable 
contract agreeing to sell such lands under terms and conditions satis- 
factory to the Secretary of the Interior. 

(b) If a disposition in order to conform to the acreage limitation 
provisions of Federal reclamation laws includes property other than 
excess lands (as, for example, where the excess lands alone do not 
constitute a marketable parcel) the provisions of section 1088(d) 
shall apply only to the part of the disposition that relates to excess 
lands. 

(c) The provisions of. f 1. 1088(a) — 2 shall be applicable in the case 
of dispositions treated as involuntary conversions under this section. 
The details in connection with such a disposition required to be re- 
ported under $ 1. 1088(a) — 2 (c) (2) shall include the authority whereby 
the lands disposed of are considered "excess lands", as defined in this 
section, and a statement that such disposition is not part of a plan con- 
templating the disposition of all or any nonexcess land within the 
irrigation project or division. 

(d) The term "involuntary conversion", where it appears in subtitle 
A. or the regulations thereunder, includes dispositions of excess prop- 
ertv within irrigation projects described in this section. (See, e. g, , 
section 1281 and the regulations thereunder. ) 

$1. 1088(e) STATUTORY PROVISIONS; INVOLUNTARY CONVERSIONS; 
LIVESTOCK DESTROYED By DISEASE. 

SEC. 1033. INVOLUNTA. RY CONVERSIONS. 
(e) LrvEsrocK DEsTRoYED BY DISEASE. — For purposes of this sub- 

title, if livestock are destroyed by or on account of disease, or are sold 
or exchanged because of disease, such destruction or such sale or ex- 
change shall be treated as an involuntary conversion to which this 
section applies. 

$ 1. 1088(e) — 1 DEsTRUcTICN oR DIsPosITIQN ol"' LlvEsTocK BECAUSE 
OP DisEASE. — (a) The destruction occurring in a taxable year to which 
the Internal Revenue Code of 1954 applies, of livestock by, or on 
account of, disease, or the sale or exchange, in such year, of livestock 
because of disease, shall be treated as an involuntary conversion to 
which the provisions of section 1088 and the regulations thereunder 
shall be applicable. Livestock which are killed either because they 
are diseased or because of exposure to disease shall be considered 
destroyed on account of disease. Livestock which are sold or ex- 
changed because thev are diseased or have been exposed to disease, 
and would not otherwise have been sold or exchanged at that particular 
tilne shall be considered sold or exchanged because of disease. 

(b) The provisions of 5 1. 1088(a) — 2 shall be applicable in the case 
of a disposition treated as an involuntary conversion under this section. 
The details in connection with such a disposition required to be re- 
ported under $ 1. 1088(a) — 2(c) (2) shall include a recital of the evi- 
dence that the livestock were destroyed by or on account of disease, or 
sold or exchanged because of disease. 
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(c) The term "involuntary conversion, " where it appears in sub- 
title A or the regulations thereunder, includes disposition of livestock 
described in this section. (See, e. g. , section 1031 and the regulations 
thereunder. ) 

$ 1. 1033(f) STATUTORY I HOVISIONS; INVOLUNTARY CONVERSIONS) 
CRoss RErEREvczs, 

SEC. 1088. INVOI. I. NTARY CONVERSIONS. 
(f ) Csoss RKFKREÃcss. 

(1) For determination of the period for which the taxpayer has 
held property involuntarily converted, see section 1228. 

(2) For treatment of gains from involuntary conversions as 
capital gains in certain cases, see section 1281(a) . 

$ 1. 1033(f) — 1 ErrECTIvE DATE. — The provisions of section 1033 
and the regulations thereunder are effective for taxable years begin- 
ning after December 31, 1053, and ending after August 16, 1054, the 
date of enactment of the Internal Revenue Code of 1054. bee section 
7851(a) (1) (A). 

O. CxoRDON DELK, 
A cting C'ommissi oner. 

Approved January 4, 1057. 
%. RANDOLPI I BURGESS& 

Acting 6'ecretary of the Treasury. 

(Filed by the Ildvision of the Federal Re "ister on January 9, 1957, at 8: 47 a. m. , 
and published in the issue of the Federal Register for January 10, 1907, 22 
F. R. 215. ) 

26 CFR 1. 1033 (a) — 1: Involuntary conversions; 
nonlecognltlon of gain. 

Where in the taxable year 19o4. under threat or imminence of 
condemnation, a corporation sold property to a city and concurrently 
leased the property for the period prior to its use by the city for 
the purpose for which aciluired, such sale 0ualiQes as an involuntary 
conversion. 

Rev. Rul. 57 — 70 

Advice has been requested ivhether the sale of property by a corpora- 
tion to a city, where the corporation enters into a five-year lease for 
the use of the property, qualifies as an involuntary conversion under 
section 1033 of the Internal Revenue Code of 1054. 

A corporation was notified by the city in which it was located that 
its property would be taken for use in connection with the expansion 
of an airport, . Before commencement of condemnation proceedings it 
sold such property to the city in the taxable year 1054. Concurrently, 
the corporation entered into a, five-year lease with the city with an 
option on the part of the city to cancel after three years from the date 
of the lease, should the property be required for the purpose acquired. 
The lease is noncancellable on the part of the corporation and pay- 
ments under the lease must continue until its expiration; otherwise 
the balance of the payments will become due and payable in full 
upon vacating the lease. 

AVhere an authority which has power to condemn property has 
notified an owner that his property will be taken and the property 
is sold to such authority through negotiation, such sale is considered 
to bc transacted under threat or imminence of condemnation as con- 
templated by section 1033 of. the Code. The fact that the city 
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purchased the property before it was actually needed is irrelevant 
in determining whether an involuntary conversion has taken place. 

Accordingly, it is he]d that the lease bacl- to the corporation of the 
property which it sold to the city, under threat or imminence of 
requisition or condemnation, will not disqualify such sale as an 
involuntary conversion under section 1088 of the Code. 

Rev. Rul. 57 — 117 
The sale of property rvhich had lost its value as a golf course when 

it was bisected by a state highway and the use of the proceerls from 
the sale to purchase property on vvhich to construct a course rom- 
parable to the one originally owned do not qualify for treatment as 
an involuntary conversion within the meaning of section 1033 of the 
Internal Revenue Code of IM4. 

Advice has been requested ~vhether the transactions described in the 
following paragraph constitute an involuntary conversion for Federal 
income tax purposes. 

The taxpayer leased his real property to a nonprofit organization 
which operated a golf club. The state in vvhich the property is located 
instituted proceedings to condemn acreage through the center of the 
golf course for a right of ivay for a state road and paid the taxpayer 
a~n agreed amount therefor. As the course was bisected by a heavily 
trave~led highway and it was considered impossible to build a course 
on the remaining property, the property not taken by the state was 
sold at a consider. able profit as a site for residential development, and 
the proceeds of the sale, together with the amount received from the 
state, were used to purchase other property upon which a golf course 
comparable to the one originally owned could be constructed. 

Section 1088 of the Internal Revenue Code of 1954 provides in part 
as follows: 

(a) GENERAL RuLE. — If property (as a result oi its destruction in whole or 
in part, theft, seizure, or requisition or condemnation or threat or imminence 
thereof), is compulsorily or involuntarily couverted- 

Section 1088(a) (8) of the Code provides, generally, that where 
property is converted into money which is expended for property 
related in service or use to the property converted, no gain will be 
recognized, if the taxpayer so elects. 

The above section provides for three specific instances under which 
its benefits may be claimed by and allov&ed to a taxpayer, na&nely, the 
destruction in vvhole or in part of the property; theft or seizure; and 
taking the property by the exercise of the pov er of requisition or con- 
demnation or the threat or imminence thereof. The Board of Tax 
Appeals in The Davis Co. v. Commissioner, 6 B. T. A. 281, acquies- 
cence C. B. VI — 2, 2 (1927), pointed out that involuntary conversions 
under the statute may result only from the causes specified therein. 

The property sold in the instant case was not under threat or im- 
minence of condemnation and neither was theft or seizure involved. 
There is no evidence from the facts presented that the present or po- 
tential value of the property has been destroyed either in whole or 
in part. By destruction is meant physical ruin or state of being 
destroyed. The contract to sell the remainder of the property for an 
amount which would net the Taxpayer a considerable profit, on the 
transaction, and the fact that no part of the proceeds received for the 

484vqvo — ss 1s 
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condemned portion represented severance damages to the remaining 
property, indicate that the value or use of the property was not 
destroyed. 

Although in Massillon-Cleveland-Alton Sign Co. v. Commissioner, 
15 T. C. 79, acquiescence C. B. 1950 — 2, 8, the court stated that the sec- 
tion under consideration is a relief provision and should be liberally 
construed, it also stated in Nehi Be~erage Co. v. Commissioner, 16 
T. C. 1114, that a liberal construction of a relief provision to eBectuate 
the intent of Congress does not mean that a loose construction (which 
would permit abuse) is justified. The statutory provisions must be 
met if the taxpayer is to benefit from the non-recognition of gain 
provisions. 

In the Davis case, the sale of propertv at the request of the local 
Chamber of Commerce, in order to allow' a large business which would 
be beneficial to the community to locate in its place was considered not 
to be an involuntary conversion. In George S. Bob&u v. Commis- 
sioner, 15 B, T. A. 1068, there was no doubt that as a business expedi- 
ency the petitioner acted with foresight in selling his stock, bearing 
in mind the conditions that obtained; however, viewed in the light of 
his legal rights, he was under no compulsion to sell and, therefore, no 
involuntary conversion was involved. . See also Piedmont-Mt. Airy 
Guano Co. v. Commissioner, 8 B. T. A. 79, acquiescence C. B. VII-1, 
25 (1M8), and Philip F. Tirrell, 14 B. T. A. 1899, with respect to what 
constitutes an involuntary conversion, 

Accordingly, it is held that the sale of property which had lost its' 
value as a golf course when it was bisected by a state highway and the 
use of the proceeds from the sa)e to purchase property on which to 
construct a course comparable to the one originally owned do not 
qualify for treatment as an involuntary conversion within the mean- 
ing of section 1088 of the Internal Revenue Code of 1954. 

Rev. Rul. 57 — 154 

Where involuntarily converted property consisting of a farm on 
which was located a home which was not used as residence is replaced 
with an interest, as a tenant in common, in a larger farm having simi- 
lar improvements, whether or not located in another state, such re- 
placement, if made within the time specified in section 1088 (a) (8) (B) 
of the Internal Revenue Code of 1954, will qualify as a purchase of 

roperty similar or related in service or use to the property converted 
or the purpose of section 1088(a) (8) (A) of the Code. On the other 

hand, the use of condemnation proceeds for the acquisition of an in- 
terest in a partnership owning and operating property similar to 
that condemned would not constitute such a purchase. Compare Rev. 
Rul. 55 — 851, C. B. 1955 — 1, 848. 

(Also Section 61) Rev. Rul. 57 — 961 

The acquisition of property bv a city under threat of condemna- 
tion, through a leasing agreement, and the exercise of an option 
contained therein to purchase the property, is a sale for the purposes 
of section 1033(a) of the Internal Revenue Code of 1954. The 
rental of the property is not an involuntary conversion and com- 
pensation for the use of such property does not constitute a part of 
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the proceeds from an involuntary conversion, but constitutes, rent 
taxable as ordinary income. 

Advice has been requested whether the entire proceeds received 
from a city under threat of condemnation of property, including 
rentals for the use of the property, constitute amounts received from 
an involuntary conversion. 

A city desired a taxpayer's property for conversion into a municipal 
parking lot. Condemnation proceedings would have been commenced 
if a satisfactory settlement had not been arranged, Under an agree- 
ment, the city leased the property for a period of three years at a 
yearly rental payable in advance. The agreement included options 
to purchase the land and the improvements at stipulated prices and 
provided that regardless of when either or both options were exercised 
the rental payments would be continued for the three-year period. 
The city purchased the improvements and since that time the property 
has been used as a municipal parking lot. 

An involuntary conversion of property under section 1033 (a) of 
the Internal Revenue Code of 1954 may be the result of its destruction 
in ~hole or in part, theft, seizure, or requisition or condemnation, or 
threat or imminence thereof. T~he power of requisition or con- 
demnation implies a taking of property by a public authority for 
public use, as in the case of eminent domain. The sale of property 
under threat of condemnation to an authority having power to take 
the property is considered an involuntary sale of the property, 

A. ccordingly, it is held that the acquisition of property by a city 
under threat of condemnation, through the execution of a lease and 
the exercise of an option conta~ined therein to purchase the property 
and/or the improvements thereon, is a sale under threat or imminence 
of condemnation. Any gain resulting from such a sale will be sub- 
ject to the relief provisions of section 1033 (a) of the Code where the 
taxpayer. elects to replace the property with other property similar 
or related in service or use. However, compensation received for the 
use of the property pursuant to a lea~se in conjunction with the in- 
voluntary conversion does not constitute a part of the proceeds from 
an involuntary conversion, but represents rent taxable as ordinary 
income under section 61 (a) (5) of the Code. 

SECTION 1034. SAI&E OR EXCHANGE OF RESIDENCE 

26 CFR 1. 1034 — 1: Sale or exchange of 
residence. 

Rev. Rul. 57 — 234 

A. taxpayer who purchases a partially constructed new residence 
within a year from the sale of his old residence from a builder, 
who then completes the construction, has not engaged in construc- 
tion "connnenced by the taxpayer" within the meaning of section 
1034(c) (5) of the Internal Revenue Code of 1954, and is not en- 
titled to the extension of time to 18 months within which to com- 
plete and occupy the new residence in order that he may obtain 
the privilege of postponing the recognition of gain from the sale of 
the old residence. Any gain realized from the sale of the old resi- 
dence will be recognized and subject to Federal income tax under 
the capital gains provisions of the Code. 
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Advice has been requested whether a taxpayer, under the circum- 
stances described below, may obtain the nonrecognition of gain priv- 
ileges provided by section 1084(a) of the Internal Revenue Code of 
1954. 

The taxpayer sold his residence on September 8, 1954. On July 
19, 1955, he signed a contract of sale for a new residence then under 
construction by a builder. The taxpayer was assured that settlement 
could be made before September 8, 1955, but final completion by the 
builder and final inspection delayed the settlement date and occu- 
pancy to October 1, 1955. 

Section 1034 of the Code, relating to the postponement of the rec- 
ognition of gain on the sale of a taxpayer's residence where the pro- 
ceeds of the sale are used to acquire a new residence within one year, 
or to construct a residence within 18 months, provides, in part, as 
follows: 

(a) NoNazcooNrTzoN or GxrN. — If property (in this section called "old resi- 
dence" ) used by the taxpayer as his principal residence is sold by him after 
December 31, 1953, and, within a period beginning 1 year before the date of 
such sale and ending 1 year after such date, property (in this section called 
"new residence") is purchased and used by the taxpayer as his principal resi- 
dence, gain (if any) from such sale shall be recognized only to the extent that 
the taxpayer's adjusted sales»rice (as defined in subsection (b)) of the old 
residence exceeds the taxpayer's cost of purchasing the new residence. 

(c) ~ "- . l~ or purposes of this section: 

(S) In the case of a new residence the construction of which was com- 
menced by the taxpayer before the expiration of one year after the date 
of the sale of the old residence, the period specified in subsection (a), and 
the 1 vear referred to in paragraph (4) of this subsection, shall be treated 
as including a period of 18 months beginning with the date of the sale of 
the old residence. 

In the instant case, the taxpayer entered into a purchase contract 
of a new residence then under construction by a builder. The con- 
struction of the reisdence was not commenced by the taxpayer, inas- 
much as the residence was partially completed at the time of pur- 
chase. He did not occupy the residence within the one-year period 
provided by section 1034(a) of the Code so as to come within the 
provisions of that section. 

Accordingly, it is held that a taxpayer who purchases a partially 
constructed new residence within a year from the date of the sale of 
his old residence from a builder, who completed the construction, has 
not engaged in construction "commenced by the taxpayer" within the 
meaning of section 1034(c) (5) of the Internal Revenue Code of 1954. 
Therefore, he is not entitled to the extension of time to 18 months 
within which to complete and occupy the new residence in order that 
he may obtain the privilege of postponing the recognition of gain 
from the sale of the old residence. Any gain realized from the sale 
of the old residence will be recognized and subject to Federal income 
tax under the capital gains provisions of the Code. 
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SUBCHAPTER P. — CAPITAL GAINS AND LOSSES 

PART III. — GENERAL RULES FOR DETERMINING CAPITAL GAINS AND LOSSES 

SECI'ION 1991. — CAPITAL ASSETS DEFINED 

Rev. Rul. 57 — 9 

Income from the sale of tree stumps from land held by an invest- 
ment company which is not in the timber or stump business, either 
as a buyer, seller or processor, is taxable as a capital gain where the 
land was acquired in a cutover state as a real estate investment 
and the stumps were sold in one lot. 

Advice has been requested whether the sale of stumps by an invest- 
nlent company is taxable as a capital gain or as ordinary income. 

The sale involves all of the stumps on a large tract of land for an 
agreed total consideration, payable in one lump sum. The seller is 
not in the timber or tree stump business, either as a buyer, seller or 
processor, but acquired the property years before in a cutover condi- 
tion, with some young timber growth present. The property was 
acquired and held for its enhancement in value either as a new crop 
of timber developed or for sale as land values increased. . 

In the usual case the sale of tree stumps has been considered to 
be ordinary income. Such sales ordinarily occur either in the case of 
taxpayers engaged in buying and selling timber or from timber 
properties used in the trade or business. 

Section 1991 of the Internal Revenue Code of 1954 provides, in part, 
that the term "capital assets" means property held by the taxpayer, 
whether or not connected with his trade or business, but does not 
include property held by the taxpayer primarily for sale to customers 
in the ordinary course of his trade or business. 

Whether property is held for sale to customers in the ordinary 
course of a taxpayer's trade or business is a question of fact to be 
determined in the light of all the circumstances of each particular 
case. However, the difference is recognized between a sale of tree 
stumps in one lot by a taxpayer who is not in the timber or stump 
business, either as a buyer, seller, or processor, such as the one in this 
case, and a sale of tree stumps as a byproduct, either by lot or on a 
tonnage basis by timber operators after the merchantable standing 
timber has been cut and removed, in which case the stumps are consid- 
erecl to be property held by the taxpayer for sale to customers in the 
ordinary course of his trade or business and income from their sale is 
considered to be ordinary income. 

Accordingly, it is held that gain realized from the sale of stumps 
from land held by a taxpayer who is not in the timber or tree stump 
business, but who acquired the cutover property some years before 
as an investment, constitutes gain from the sale of "capital assets. " 
Since no cost basis was allocated to the stumps, the entire amount re- 
ceived, less expenses of sale, constitutes capital gain. 
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SECTION 1231. — PROPERTY USED IN THE TRADE OR 
BUSINESS AND INVOLUNTARY CONVERSION 

Capital gain treatment with respect to amounts received for cutting 
and cTispos~al of timber. See Rev. Rul. 57 — 90, page 199. 

Gains and losses from sales or exchanges of capital in connection 
with liquidations. See Rev. Rul. 57 — 248, page 116. 

SECTION 1235. — SALE OR EXCHANGE OF PATENTS 
Rev. Rul. 57 — 40 

The amount received bv taxpayers for granting to a corporation 
an option to acquire an exclusive license to patents which they hold, 
such amount to be applied against installment payments repre- 
senting a percentage of the selling price of articles which may be 
sold under the license, constitutes an amount received from the 
sale of a capital asset held more than six months in the year the 
option is exercised provided the transaction entered into in grant- 
ing the license qualifies as a sale or exchange of a capital asset as 
provided in section 1288 of the Internal Revenue Code of 1954. 
However, in the event the option is allowed to lapse, the amount 
received for the option should be treated as ordinary income in the 
year the option lapses. 

After exercise of the option, amounts received under the contract 
by the inventor or any other "holder" within the meaning of sec- 
tion 1285(b) of the Code constitute amounts received from the sale 
or exchange of a capital asset. Amounts received by related persons 
(except brothers and sisters) who have been assigned interests in 
the patent are not subject to capital gain treatment under section 
1288. 

Advice has been requested whether an amount received by certain 
taxpayers for granting a corporation an option to acquire at a later 
date an exclusive license to patents which they hold will qualify for 
capital gain treatment under the provisions of section 12N of the 
Internal Revenue Code of 1954. 

In the instant case, an inventor assigned to his uncle, in return 
for a substantial amount of capital which he invested in the promotion 
of an invention prior to its actual reduction to practice, a five per- 
cent interest, and to his wife and son each an equal interest, in the 
invention. The inventor thereafter promoted the formation of a 
corporation to develop the invention. In accordance ivith an agree- 
ment, the parties for a stipulated amount granted. the corporation an 
option to acquire an exclusive license to the invention. The corpora- 
tion upon payment of a fixed amount could exercise or close the option 
at any time within a twelve month period or it could for a prescribed 
payment extend the option for six months. Upon exercise of the 
option, the corporation agreed to enter into a license agreement pro- 
viding for the payment of a specified percentage of the sale price 
of each article produced under the agreement. It was mutually agreed 
that a sum equal to the amount paid for the option would be deducted 
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from the amounts accruing in excess of the amounts payable by the 
corporation on the first 25, 000 articles during the first and each 
succeeding year until such deductions equal the amount paid for the 
option. 

Section 1235 of the Code provides, in part, as follows; 
(a) GENERAL. — A. transfer (other than by gift, inheritance, or devise) of 

propertv consisting of all substantial rights to a patent, or an undivided interest 
therein which includes a part of all such rights, by any holder shall be considered 
the sale or exchange of a capital asset held for more than 6 months, regardless 
of whether or not payments in consideration of such transfer are— 

(1) payable periodically over a period generally coterminous with the 
transferee's use of the patent, or 

(2) contingent on the productivity, use, or disposition of the property 
transferred. 

(b) "HoLDER DEFINED. — For purposes of this section, the term "holder" 
means— 

(1) any individual whose efforts created such property, or 
(2) any other individual who has acquired his interest iu such property 

in exchange for consideration in money or money's worth paid to such 
creator prior to actual reduction to practice of the invention covered by 
the patent, if such individual is neither— 

(A) the employer of such creator, nor 
(B) related to such creator (within the meaning of subsection (d) ). 

(c) EFFEGTIvE DATE. — This section shall be applicable with regard to any 
amounts received, or payments made, pursuant to a transfer described in sub- 
section (a) in any taxable year to which this subtitle [subtitle A] applies, 
regardless of the taxable year in which such transfer occurred. 

(d) RRLATzn PERsoNs. — Subsection (a) shall not apply to any sale or exchange 
between an individual and any other related person (as defined in section 
267(b) ), except brothers and sisters, whether by the whole or half blood. 

In Senate Report No. 1699, 83rd Congress, 2nd Session, at page 440, 
it is stated with respect to section 19M(b), in part, as follows: 

A "holder" is defined as any individual whose eftorts created the 
patent property transferred, by u kick is meant tke "first and original" inventor 
(or joint inventor) within the meaning of section 31 of title 35 of the United 
States Code. Individuals not eligible to qualify as such "first anil original" 
inventor will not qualify under this definition: for example, the inventor's 
employer may not here qualify, even though he may be the equitable owner of 
the patent by virtue of an employment relationship with the inventor. However, 
your committee is desirous of extending the scope of this section to cover (in 
addition to inventors) those individuals who contribute financially toward 
the development of the invention. Accordingly, paragrapk (2) of subsection, 
(b) also includes ivithin the definition of "holder" any other individual ivko 
acquired his interest in suck property in, eackange for consideration in money 
or money's ioorth (i. e„consideration capable of prese~t valuation in monetary 
terms) actually paid to tke creator prior to tke time ichen thc invention (to 
iokick tke patent rights relate) is actually reduccrl to practice (as compared 
to "constructive" reduction to practice). This paragraph does not include any 
individual soho is either an employer of any creator or related to any suck 
creator ioitkin the meaning of subsection (d); however, the section does apply 
to all qualifying individuals, Ivhether amateur or professional, regardless of how 
often they may have sold their patents. The section is not applicable to any 
other purchasers or assignees. [Italics supplied. ] 

In accordance with section 1285 of the Code, an express assign- 
ment of patent rights by an inventor or an exclusive license of the 
right to manufacture, use, and sell, the invention for the life of the 
patent can qualify as a "sale or exchange" of capital assets held for 
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more than six months; therefore, for taxable years to which section 
1285 is applicable (see section 1285(c) and 7851(a) (1) (A. )), the 
inventor can obtain long-term capital gain treatment on amounts 
received pursuant to such a transfer irrespective of whether the con- 
sideration may be payable periodically during the transferee's use 
of the patent or is contingent on the productivity, use or disposition 
of the property transferred. 

Payments which come within the scope of the section include but 
are not limited to amounts which are payable over a period generally 
coterminous with the transferee's use of the patent, or amounts which 
are measured. by a fixed percentage of the selling price of the patented 
article, or are based on units manufactured or sold; or any other 
method measured by profits, production, sale, or use. 

If an inventor sells, assigns or grants an exclusive license of prop- 
erty consisting of all substantial right, title and interest in and to 
the patent, to other than a related person (brothers and sisters 
excepted) as defined in section 267(b) of the Code, such sale or 
transfer ordinarily constitutes a sale or exchange of a capital asset 
held for more than six months regardless of the period the patent 
is actually held. Under an option agreement constituting an executory 
contract to assign the patent and invention at a future date, where 
there is no present transfer of property in the invention, there is no 
sale within the purview of the statute. 

Accordingly, it is held that, the amount received by a taxpayer for 
granting to a corporation an option to acquire an exclusive license 
to patents which he holds, such amount to be applied against, install- 
ment payments representing a percentage of the selling price of 
articles sold under the license, constitutes an amount received from 
the sale of a capital asset held more than six months in the year the 
option is exercised, provided the transaction entered into in granting 
the license qualifies as a sale or exchange of a capital asset as provided 
in section 1985 of the Code. However, in the event the option is 
allowed. to lapse, the fee retained by the taxpayer should be treated 
as ordinary income in the year the option lapses. See V& ginia Iron 
C'oui and C'ofhce Company v. Commissioner, 87 B. T. A. 195, affirmed 
99 Fed. (9d) 919, certiorari denied 807 U. S. 680. 

After the exercise of the option, amounts received under the contract 
by any person who is a "holder" within the meaning of section 1985 
of the Code (in this instance the amounts received by the inventor's 
uncle as well as amounts received by the inventor) constitute amounts 
received from the sale or exchange of a capital asset. Amounts 
received by related persons (in this instance the inventor's wife and 
son) who have been assigned interests are not subject to capital gain 
treatment under section 1285. 

It is assumed for the purpose of this ruling that more tha. n 50 percent 
in value of the outstanding stock of the corporation which will acquire 
all substantial rights to the patent is not owned, directly or indirectly, 
within the meaning of section 267(b) of the Code, by or for any 
individual from whom such rights are acquired. 



269 [mI 1335. 

SUBCHAPTER Q. — READ JUSTMEiVT OF TAX BETWEEN YEARS AND 
SPECIAL LIMITATIONS 

PART Iv. — WAR LOSS RECOVERIES 

SECTION 1885. — ELECTION BY TAXPAYER FOR APPLI- 
CA. TIOV OF SECTION 1888 

B6 CFR 1. 1885 — 1: Elective method; time and 
manner of making election and efFect thereof. 

T. D. 6280 ' 

TITIE 25 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART 1. — 
INCOME TAX; TAXABI, E YLrARS BLi'GINNING AIfTER DECEMBER 31, 1959 

Regulations under Part IV of subchapter Q of chapter 1 of the 
Internal Revenue Code of 1M4 amended. 

DEPARTMEiNT OF TEIE TREASIIRT) 
OFFICE OF COMMISSIoiVER OF INTERNAL REVEbIUE) 

Wastungton 85) D. C. 
To Off'tcers antj Employees of the Interna/ Revenue Ser1)ice and 

Others Concerned: 
The regulations prescribed under Part IV of subchapter Q of 

chapter 1 of the Internal Revenue Code of 1954 as Treasury De- 
cision 6164 (21 F. R. 1640), approved March 8, 1956 [C. B. 1956— 
1)418]) relating to war loss recoveries, are amended as set forth 
below. 

PARAGRAPII 1. Section 1. 1885 — 1(b) is amended to read as follows: 
(b) IIanner of election. — In all eases the election to have the provisions of 

section 1333 apply must be made by the taxpayer not later than six months 
from the last day prescribed by law for the filing of his income tax return 
for any taxable year in which a recovery of war loss property has occurred. 
The election shall be evidenced by a written statenient, made within such 0- 
month period, that the taxpaver elects to have the provisions of section 1333 
apply to any taxable vear in which any money or property is recovered in 
respect of war loss property. The statement may be made in (or attached to)— 

(1) The return or amended return filed for such taxable year; 
(2) A claim for refund or credit filed for such taxable year for an 

overpayment resulting from application of such provisions; 
(3) A timely petition or amended petition to The Tax Court of the 

United States for a redetermination of any deficiency for any taxable 
year in which a recovery of war loss property occurred; or 

(4) A letter addressed to the district director for the district in v;hich 
the return for such taxable vear was required to be filed. 

If the written statement of election is made in a letter, it shall be signed by 
the taxpayer making the election if an individual or, if the taxpayer is not 
an individual, the letter must be executed in the same manner as required 
in the case of the income tax return of such taxpayer. The date of the makin 
of the election shall be the date the return, amended return, claim for refund 
or credit, or letter is filed in the office of the district director, or the date the 
petition or amended petition is filed with The Tax Court of the United 
States. In case the election is made in a return filed before the last day pre- 
scribed by laiv for the filing thereof (including any extension of tiine for such 
filing), such election shall not be considered made until such last day. See 
section 7502 and the regulations thereunder with respect to the timeliness of 
filing an election where filing is done by mail and section 7503 and the regu- 

'22 F. R. 2942. 
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lations thereunder with respect to the timeliness of filing where the last day 
for filing falls on a Saturday, Sunday, or legal holiday. 

PAa, . 2. The provisions of paragraph 1 of this Treasury Decision shall be 
efiective as of the date of filing by the Division of the Federal Register. How- 
ever, an election made under section 1835 shall be timely if made within 09 
days of the effective date of this Treasury Decision bv any taxpayer who can 
establish to the satisfaction of the district director that as a result of reliance 
in good faith upon the provisions of $ 1. 1885 — 1(b), effective prior to the 
amendment effected by this Treasury Decision, or corresponding provisions of 
regulations continued in effect by Treasury Decision 0091, an election under 
section 1885 for a taxable year governed by the Internal Revenue Code of 
1954 was postponed beyond the 0-month period provided by paragraph 1. 

Because the amendment made by this Treasury Decision clarifies 
the time within which and the manner in which the election for 
treating war loss recoveries is to be made, it is found unnecessary to 
issue this Treasury Decision with notice of public procedure thereon 
under section 4(a) of the Administrative Procedure Act, approved 
June 11, 1946, or subject to the e8cctive date limitation of section 
(4) (c) of that Act. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1954 (68A Stat. 
917; 96 U. S. C. 7805) . ) 

RUSS''LL C. HARRINGTON' 
Cornrilissioner o f Interna/ Eeeenue. 

Approved April 99, 1957. 
DAN THROOP SMITH) 

Deputy to the Secretary. 
(Filed by the Division of the Federal Register on April 25, 1957, 8:48 a. m. and 
published in the issue of the Federal Register for April 20, 1957, 22 F. R. 2942. ) 

CHAPTER 2. — TAX ON SEI, F-EMPI OYMENT INCOME 

SECTION 1402 — DEFINITIONS 
Rev. Rul. 57 — 58 

Guides to be used in determining whether income, derived by 
an owner or tenant of land under a share-farming or other rental 
arrangements with another individual for the production of agricul- 
tural or horticultural connnodities by such other individual on 
such land, should be considered in computing net earnings from 
self-eruplovment under the Self-Fmployment Contributions Act of 
1954, as amended. 

In view of the changes made in the Self-Employment Contributions 
Act of 1954 (chapter 2, subtitle A. , Internal Revenue Code of. 1954) by 
the Social Security Amendments of 1956, C. B. 1956 — 2, 1188, the In- 
ternal Revenue Service has been requested to outline guides for deter- 
mining when income derived by an owner or tenant of land under a 
share-farming or other rental arrangement with another individual 
for the production of agricultural or horticultural commodities, by 
such other individual on such land, should be considered in computing 
net earnings from self-employment. 
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Section 1409 of the Act, as amended, provides, in part, as follows: 
(a) NET EARNINGB FRoM SELF-EMPLoYMENT. — The term "net earnings from 

self-employment" nIeans the gross income derived by an individual from anV trade 
or business carried on by such individual, less the deductions allowed by this 
subtitle which are attributable to such trade or business, plus his distributive 
share (whether or not distributed) of income or loss described in section 702(a) 
(0) from any trade or business carried on by a partnership of which he is 
a member; except that in computing such gross income and deductions and 
such distributive share of partnership ordinary income or loss— 

(1) there shall be excluded rentals from real estate and from personal 
property leased with the real estate (including such rentals paid in crop 
shares) together with the deductions attributable thereto, unless such rentals 
are received in the course of a trade or business as a real estate dealer; 
except that the preceding provisions of this paragraph shall not apply to 
any income derived by the owner or tenant of land if (A) such income is 
derived under an arrangement, betsveen the owner or tenant and another 
individual, which provides that such other individual shall produce agri- 
cultural or horticultural commodities (including livestocl-, bees, poultry, 
and fur-bearing aninIals and wildlife) on such land, and that there shall 
be material participation by the owner or tenant in the production or 
the management of the production of such agricultural or horticultural 
commodities, and (B) there is material participation by the owner or 
tenant with respect to anv such agricultural or horticultural commodity; 

In view of. the language of the statute, it is obvious that the owner 
or tenant of land (hereinafter referred to as the landowner) on which 
agricultural or horticultural commodities are being produced by 
another individual must meet certain requirements before his rental 
income may be included in computing net earnings from self-employ- 
ment. 

In order for the rental income to be included, the written or oral 
arrangement between the landowner and the other individual must 
provide that such other individual shall produce one or more agri- 
cultural or horticultural commodities on the landowner's farm, and 
the arrangement must clearly contemplate that the landowner will 
materially participate in the production or the management of the 
production of such commodities. Furthermore, there must be actual 
participation by the landowner in the production or management of 
the production of a commodity to a degree which is material. 

If the landowner, pursuant to the arrangement, participates to 
a material degree in the production of a commodity through physical 
work or management decisions, or a combination of. both, the income 
derived by him under the arrangement is includible in computing 
net earnings from self-employment. Flowever, no hard and fast rules 
can be laid down for determining in all cases the physical work and/or 
management decisions needed to establish the degree of participation 
contemplated by the statute. Also, while physical work and manage- 
ment decisions are the principal factors to be considered, the furnish- 
ing by the landowner of machinery, implements and livestock used in 
the production activities, or the furnishing or advancing of funds 
or the assuming of financial responsibility for expenses involved in 
the production of a commodity are additional factors which may be 
considered in arriving at a decision in a borderline case. 

It is evident from the foregoing that, as a general rule, each case 
must be decided upon its own facts and circumstances. It may be 
stated, however, that a landowner, who establishes that he (1) period- 
ically advises or consults with the other party regarding the produc- 
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tion of the commodity, (9) periodically inspects the production 
activities on the land, and (8) furnishes a substantial portion of 
the machinery, implements and livestock used in the production 
activities, or furnishes or advances funds or assumes financial re- 
sponsibility for a substantial portion of the expense involved in the 
production of the commodity, should include the income derived 

y him under the arrangement in computing net, earnings from 
self-employment. 

It is believed that the examples which follow will prove beneficial as 
guides in determining whether material participation exists in a 
specific case. The examples are all based upon the a. ssumption that 
the rental arrangement between the landowner and the other indi- 
vidual involved provides for material participation by the landowner. 

Ezanipk (1). After the death of her husband, Mrs. A rented. 
her farm, together with its machinery and equipment, to 8 on a 60-40 
basis. It was agreed that 8 would live in the tenant house on the farm 
and be responsible for the over-all operation of the farm, such as 
planting, cultivating and harvesting the field crops, caring for the 
orchard and harvesting the fruit, and caring for the livestock and 
poultry. It also was agreed that Mrs. A would continue to live in the 
farm residence and help 8 operate the farm. Pursuant to this agree- 
ment, Mrs. A regularly operates and cleans the cream separator, 
feeds the poultry flock and collects the eggs. When possible, she 
assists 8 in such work as spraying the fruit trees, penning livestock, 
culling the poultry and controlling weeds. She also assists in pre- 
paring the meals when 8 engages seasonal workers. 

The agreement between Airs. A and 8 clearly provides that she will 
materially participate in the production operations to be conducted on 
her farm by B. In actual practice, Mrs. A regularly performs sub- 
stantial services which are material to the production of an agricultural 
commodity, as well as intermittent services which are, nevertheless, 
material to the production operations to which they relate. She also 
furnishes a substantial portion of the farm machinery and equipment. 
Accordingly, the income Mrs. A receives from her farm should be 
included in net earnings from self-employment. 

Ezamp/e (0). D agrees to produce a crop on 0'8 cotton farm with 
each getting one-half of the proceeds. 0 furnishes all the necessary 
equipment and advises D when to plant the cotton and when it needs 
to be chopped, plowed, sprayed and picked. During the growing sea- 
son, 0 inspects the crop every few days to determine whether D is 
properly taking care of the crop. D furnishes all labor needed to grow 
and harvest the crop. 

The management decisions made by 0 in connection with the plant- 
ing, plowing, etc. , of the cotton crop and his regular inspection of the 
crop, together with the fact that he furnishes all the necessary equip- 
ment, establish that he participates to a material degree in the cotton 
production operations. Accordingly, the income C receives from his 
cotton farm is to be included in computing his net earnings from self- 
em loyment. 

g xam pie (3). X owns a grain farm and has turned its operation 
over to his son, K The oral arrangement provides that X will inspect 
the crops and be available for consultation and advice and will help 
harvest the crops. Although the final decisions are made by E', he 
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frequently consults with his father regarding the production of the 
crops. X furnishes most of the equipment, including a tractor, a 
combi~~ plows wagons drills and liat rows. + continues to live 
the farm and does some of the work such as repairing barns and farm 
macliinery, going to town for supplies, cutting weeds, etc. During the 
growing season, X regulai ly inspects the crops. In accordance with 
the arr~angenient, ~Y helps I' harvest the crops. An evaluation of all 
of X's activities indicates that, they are sufficiently substantial and 
regular to support a conclusion that he is materially participating in 
the crop production operations. Accordingly, his income from the 
grain farm should be included in computing net earnings from self- 
employment. 

Encamp/e (4). 3I owns a, fully-equipped farm which he rents to N. . V lives in town about five miles from the farm. About twice a month, 
he drives out to his farm and looks over the buildings and equipment. 
3l may occasionally, in an emergency, discuss with N some phase of 
a crop production activity. N has complete charge of the farming 
operations although . ll pays one-half of the cost of the seed and ferti- 
lizer. N makes a~ll necessary repairs and charges 3X for the cost of 
the purchased materials. 

lV'8 activities do not constitute material participation in the crop 
production activities. His inspection of the buildings and equipment 
does not count since it is not material to the production of the crops. 
His discussion with N, in an emergency, of a phase of a production 
activity does not constitute periodic consultation and advice. Further- 
more, the payment by . V of a portion of the production expenses (seed 
and fertilizer) is not sufficient, in and of itself, to constitute material 
participation. Accordingly, . V's income from the crops should not 
be included in computing net earnings from self-employment. 

Rev. Rul. 57 — 108 26 CFR 1. 1402(a) — 1: Net earnings from self- 
employment. 

Income derived by an individual, who is not a real estate dealer, 
from the rental of furnished beach dwellings where, in addition to 
rendering the usual necessary services with respect to the property, 
he also performs many personal services for the comfort and con- 
venience of his guests in connection with their recreational activities, 
does not constitute rentals from real estate and is includible in 
computing such individual's net earnings from self-employment for 
purposes of the Self-Employment Contributions fact of 1054. 

Advice has been requested by an individual whether payments re- 
ceived by him from tourists for the occupancy of beach dwellings, 
under the conditions and circumstances set forth belo~, are to be in- 
cluded in determining net earnings from self-employment for pur- 
poses of the Self-Employment Contributions Act of 1954 (chapter 2, 
subtitle A, Internal Revenue Code of 1054) . 

In the instant case, the individual owns several beach dwellings 
which he rents during the summer months to tourists and other per- 
sons on vacation. These dwellings are large enough to accommodate 
from six to thirteen people and are completely furnished, including 
linens, silverv-are, cooking utensils, etc. They are rented for periods 

of one day, one week or two weeks. The usual necessary services are 
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performed with respect to the dwellings after each occupancy in 
getting them ready for new guests. Maid service is supplied to guests, 
but some of the guests prefer to do their own cleaning. Many other 
services are rendered for the guests for their convenience and comfort, 
especially in connection with their recreational activities. Such serv- 
ices include instruction in swimming, boating and fishing, conducting 
fishing parties, delivering messages and mail, furnishing bus schedules 
and church information and any other services deemed necessary for 
the convenience and comfort of the guests. No separate charges are 
made or tips accepted for such services. 

Section 1409 (a) of the Act defines the term "net earnings from self- 
employment" as gross income derived by an individual from any trade 
or business carried on by such individual, less the deductions allowed 
by subtitle A of the Code which are attributable to such trade or 
business plus his distributive share of certain income or loss from 
any' trade or business carried on by a partnership of which he is a 
member, with certain exclusions. 

Paragraph (1) of section 1409(a), supra, excludes from net earn- 
ings from self-employment rentals from real estate and from personal 
property leased with the real estate, together with deductions at- 
tributable thereto, unless such rentals are received in the course of a 
trade or business as a real estate dealer, 

Section 1. 1402(a) — 1(c) 1(iii) of the Income Tax Regulations relat- 
ing to rentals from real estate provides, in part, that payments for 
the use or occupancy of. rooms or other space where services are also 
rendered to the occupant, such as for the use or occupancy of rooms 
or other quarters in hotels, boarding houses, or apartment houses 
furnishing hotel services, or in tourist camps or tourist homes, or for 
the use or occupancy of space in parking lots, warehouses, or storage 
garages, do not constitute rentals from real estate; consequently, such 
payments are included in determining net earnings from self- 
employment. See Rev. Rul 55 — 559, C. B. 1955 — o, 815. Generally, 
services are considered rendered to the occupant if they are primarily 
for his convenience and are other than those usually or customarily 
rendered in connection with the rental of rooms or other space for oc- 
cupancy only. The supplying of maid service, for example, constitutes 
such service, whereas, the furnishing of' heat and light, the cleaning 
of public entrances, exits, stairways and lobbies, the collection of 
trash, etc. , are not considered as services rendered to the occupant, 

It is concluded that the various services rendered to the guests in 
the instant case, when considered in the aggregate, constitute services 
which are primarily for the convenience of the guests and are other 
than those usually or customarily rendered in connection with the 
rental of rooms or other space for occupancy only within the meaning 
of the regulations. Accordingly, it is held that the rental income 
received by the individual under the circumstances does not constitute 
excluded rentals from real estate and such rental income should be 
included in computing net earnings from self-employment for pur- 
poses of the Self-Employment Contributions Act of 1954. 
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(Also Sections 117; 1. 117 — 4. ) Rev. Rul. 57 — 127 
» individual who receives payments from an institution receiv- 

ing a grant from a governmental foundation, for the purpose of con- 
ductin" a research project free from direction or control of the 
institution or foundation, is an independent contractor, and the pay- 
ments under the grant are includible as compensation for personal 
services in deterniining net earnings from self-employment. 

Advice has been requested whether amounts received by an in- 
dividua, l under a research grant made by a governmental science 
foundation to a scientific institution constitute income from self- 
employment for Federal self-employment tax purposes. 

The taxpayer is a biologist who has received from a scientific in- 
stitution, with which she is associated, a portion of a grant made by 
a governmental scientific loundation. The grant was made to sup- 
port a, basic scientific research project. It was made for salary for 
herself, for supplies and equipment, for assistance (typing and draw- 
ing), if desired, and for overhead for the institution. The extent of 
the researcli and the place and manner of performance were deter- 
mined by the grantee free from direction or control by the foundation 
or the institution. Unused funds upon revocation of. the grant or 
completion of the project shall be returned to the grantor foundation 
which reserves certain rights in patents resulting from the research. 

Section 1402 of tile Internal Revenue Code provides in part as 
follows: 

(a) ~ "' " The term "net earnings from self-employment" means the gross 
income derived bv an individual from any trade or business carried on by such 
individual, less the deductions allowed by this subtitle [Subtitle A] which are 
attributable to such trade or business, " 

The amounts received by the taxpayer and other individuals en- 
gaged to assist her constitute payments for personal services rendered 
and are therefore includible in gross income as compensation for 
Federal income tax purposes under section 61(a) of the Internal 
Revenue Code of 1054. Such payments are not scholarship or fellow- 
ship grants within the meaning of section 117 of the 1054 Code, 
because they are made primarily for services performed rather than 
for the furtherance of her education and training. The grantee 
carries out her research project as an independent contractor and the 
payments received by her are includible in determining net earnings 
f rom self-employment. 

Accordingly, it is held that an individual who receives such pay- 
ments for the purpose of conducting a research project free from 
direction or control of the grantor foundation or grantee institution 
is engaged in a trade or business as an independent contractor and 
the payments are includible in determining net earnings from 
self-employment. 

Rev. Rul. 57 — M5 

A ranchman who, at considerable expense, turns his ranch into 
a hunting preserve and sells hunting rights thereon at a certain fee 
per day, per week, or per hunting season, is engaged in a trade or 
business anil the income derived from the sale of such rights is 
includible in computing his net earnings from self-employment for 
purposes of the Self-Employment Contributions Act of 1054. 
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Advice has been requested whether a ranchman who sells hunting 
rights on his ranch, which he has developed into a hunting preserve, 
should include the income derived frown the sale of such rights in com- 
puting his net earnings from seH-employment under the Self-Employ- 
ment Contributions Act of 1954 (chapter 9, subtitle A, of the Internal 
Revenue Code of 1954). 

The ranch, which consists of many sections of land, has been divided 
into designated hunting areas with boundaries conforming generally 
with the topography of the terrain. Fences have been installed for 
the convenience and. safety of the hunters. Roads have been con- 
structed from the ranch camp site to the shooting stand in each hunt- 
ing area. An acre-wide strip of timber has been cut through the 
length of the entire ranch to provide a desirable deer range. Th' e 
areas are baited from time to time in order to attract deer and wild 
turkeys. Each hunter pays a certain fee per day, per week, or per 
hunting season, for hunting rights on the portion of the preserve al- 
lotted to him. The payment of this fee entitles the hunter to daily 
transportation from the camp site to his hunting stand and return. 
There are several unfurnished cabins on the preserve for use by the 
hunters. Heating fuel and water are furnished for each cabin. 

Section 1409 of the Act provides, in part, as follows: 
(a) NET EAR%I%os ERQM SELF — EMPLovMERT. — The term "net earnings from 

self-employment" means the gross income derived by an individual from any 
trade or business carried on by such individual, less the deductions allowed by 
this subtitle which are attributable to such trade or business, * ~ -; except that 
in computing such gross income and deductions ~ * *— 

(1) there shall be excluded rentals from real estate and personal property 
leased with the real estate " "' ". together with the deductions attributable 
thereto, unless such rentals are received in the course of a trade or business 
as a real estate dealer; "- ": 

(c) TRADE OR BusIÃEss. — The term "trade or business", when used with refer- 
ence to self-employment income or net earnings from self-employment, shall have 
the same meaning as when used in section 162 (relating to trade or business 
expenses) 

The term "rent" has been defined as a return or compensation for 
the possession of some corporeal inheritance, or as a certain profit, 
either in money, provisions, or labor, issuing out of lands and tene- 
ments, in return for their use. 

It follows, therefore, that a hunter who merely receives permission 
to enter upon property for the purpose of hunting does not receive pos- 
session of the land and the fee paid cannot be considered as issuing out 
of the land and therefore, is not, rent. Accordingly, the income de- 
rived from such grants is not excludable from self-employment in- 
come in the case of a ranchman whose operations of this nature are 
extensive enough to constitute a trade or business. 

Section 1. 1409(c) — 1 of the Income Tax Regulations provides, in 
general, that in order for an individual to have net earnings f'roIn 
self-employment, he must carry on a trade or business, either as an 
individual or as a member of a partnership. Whether an individual 
is engaged in a trade or business is dependent upon all the facts and 
circumstances existing in the particular case. 
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It may be stated as a general rule that a person who is regularly 
engaged in an occupation for profit which constitutes, in whole or in 
part, his livelihood may be considered to be conducting a trade or 
business. Such tests as continuity, regularity, and purpose of liveli- 
hood or profit may be helpful guides in determining the existence or 
nonexistence of a trade or business. Applying these principles to the 
facts of the instant case, it is clear that the establishment and develop- 
ment of' the ranch into the hunting preserve refiect a considerable 
financial investment for purposes of profit. , and the sale of hunting 
rights thereon during the hunting season constitute the carrying on of 
a trade or business for purposes of the tax on self-employment income. 

In view of the foregoing, it is held that the income derived by the 
ranchman from the sale of hunting rights on his ranch under the cir- 
cumstances stated, constitutes income from a trade or business which 
is includible in computing his net earnings from self-employment for 
purposes of the Self-Employment Contributions Act of 1954. 

Form 2190, Change In Method of Computing Net Farm Earnings 
From Self-Employment, is prescribed in certain cases in lieu of 
filing amended returns under the Self-Employment Contributions 
Act of 1954. See Rev. Proc, 57 — 14, page 744. 

Rev. Rul. 57 — 71 26 CFR 1. 1402(c) — 1: Trade or business. 
(Also Section 3121; 31. 8121(a) — 1. ) 

Tips are received by a waiter directly from customers of his em- 
ployer for services performed as an employee. These tips are in no 
way accounted for by the waiter to his employer. Held, although 
the tips are includible in the gross income of the waiter for Federal 
income tax purposes they do not constitute "wages" for Federal 
employment tax purposes because they are not oc oMnfed for by the 
waiter to his employer. Sections 81. 3121(a) — 1 and 81. 8306(b) — 1 of 
the Employment Tax Regulations. HeM further, since the tips are 
received while rendering services as an employee, they are not includ- 
ible in computing net earnings from self-employment. in view of the 
provisions of section 1402(c) (2) of the Self-Employment Contri- 
butions Act of 1954 (chapter 2, subtitle A, Internal Revenue Code of 
1954) which, with certain exceptions not material here, specifically 
exclude the performance of services by an individual as an employee 
from the term "trade or business" as used in the Act. 

Rev. Rul. 57 — 107 

Male graduates of a theological and divinity college, upon accept- 
ance of assignments or calls as full-time teachers in parochial 
schools of a church denomination, are inducted into the teaching 
ministry as ministers of religion according to the solemn rites 
of the church and may be called upon to conduct religious worship 
in the absence of an "ordained" pastor. Icemale graduates, so 
assigned or called, are not installed as ministers of religion and do 

494787' — 58 — 19 
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not conduct religious services. Hold, the male teachers' services 
constitute services performed by a duly ordained, comnIissioned, or 
licensed minister of a church in the exercise of his ministry as con- 
templated by section 1402(c) (4) of the Self-Employment Contribu- 
tions Act of 1954. Held further, the services of the female teachers 
do not qualify as services performed within the contemplation of 
section 1402(c) (4) of the Act. 

Eftective for taxable years ending after 1954, such male teachers 
are eligible to elect coverage under Title II of the Social Security 
Act as self-employed individuals pursuant to the provisions of sec- 
tion 1402(e) of the Self-Employment Contributions Act of 1954. 
The waiver procedure set forth in section 8121()I) of the Code is 
applicable in the case of the fenIale teachers. 

Advice has been requested whether full-time male and female 
teachers in the parochial schools of a church denomination are eligible 
to elect social security coverage as self-employed persons under the 
authority contained in section 1402(e) of the Self-Employment Con- 
tributions Act of 1054 (chapter 9, subtitle A, Internal Revenue Code 
of 1054), as added by the Social Security Amendments of 1054, C. B. 
1954-2)608. 

The teachers in question are graduates of a theological and divinity 
college conducted under the auspices of a church denomination for the 
express purpose of training full-time church ~ orkers. Upon gradua- 
tion both the male and female teachers are recommended as candidates 
for the teaching ministry in the congregations of the church, and in 
its parochial schools. Candidates for the teaching ministry in such 
church are distributed or assigned by a "Committee on the Assignment 
of Calls" of the church to its various congregations and parochial 
schools. Upon acceptance of the call as full-time tea, chers in the 
parochial schools of the church denomination, the individuals are pre- 
sented to their respective congregations and inducted into once in 
accordance with the solemn rites of the church, the male teachers as 
ministers of religion and the female teachers as teachers of religion. 
Their duties are specifically prescribed by the congregation in the 
solemn call. Although not ordained as "pastors, " the male teachers' 
duties as full-time teachers in the pa, rochial schools include the teach- 
ing and preaching of the religious principles of the church to the 
children and youth of the various congregations and the conducting of 
the musical portion of their religious services. They may also be 
called upon to function in the place of a pastor during his absence or' 
together with him as the needs for the ministrations of the pastor 
increase. The female teachers' duties include all of the above pre- 
scribed functions except that they are never called upon to preach, 
or to take the place of', or assist a pastor in the conduct of religious 
services. Both the male and female teachers are called to their 
respective oKces for life. Neither class is free to seek other calls, nor 
may either be removed from oKce for reasons other than those which 
would also apply to pastors. 

Section 1402(a) of the Self-Employment Contributions Act of 1M4 
provides in part: 

(a) NET EARNINGB FR0M SELF-EMPLGYMRvT. — The term "net earnings from 
self-employment" means the gross income derived by an individual from any 
trade or business carried on by such individual, less the deductions allowed by 
this subtitle [subtitle A] which are attributable to such trade or business ~ ~ ". 
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Section 1402(c) (4) of the Act excludes from the term "trade or 
business" the perfonnance of service by a duly ord;iined, 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. 

Based on the above facts, it is held that the male teachers, although 
not duly ordained as "pastors, " are, in performing full-time services 
for the church by teaching, preaching, and, when needed, acting for or 
assisting an ordained pastor in tlie coiiduct of. religious services, "duly 
ordained, commissioned, or licensed ministers of a church" witliin the 
contemplation of section 1402(c) (4) of the Self-Employment Contri- 
butions Act of 1954, and that their services are performed in the 
exercise of their ministry. It is also held that the female teachers, 
whose services appear to be restricted to the teaching of the religious 
principles of the church and to the direction of the musical portion of 
the church services, do not qualify as "duly ordained, commissioned, or 
licensed ministers of a church" as contemplated by section 1402 (c) (4) 
of the Act. 

Section 1402(e) of the Act, as added by the Social Security Amend- 
ments of 1954 and efFective for taxable years ending after 1954, 
authorizes coverage under Title II of the Social Security Act, on a 
voluntary basis, for duly ordained, commissioner, or licensed ministers 
of churches performing services in the exercise of their ministry. 
Accordingly, each male teacher involved may elect coverage as a self- 
employed individual within the period prescribed in section 1402(e), 
supra, by filing with the District Director of Internal Revenue for the 
district in which he files his Federal income tax returns, Form 2031, 
Waiver Certificate for Use of Ministers, Certain Members of Re- 
ligious Orders, and Christian Science Practitioners Electing Coverage 
under Title II of the Social Security Act. 

The employee services performed by the women teachers in the 
church schools may, in general, be covered under Title II of the 
Social Security Act under the waiver procedure provided in section 
8121(k) of the 1954 Code. See section 81. 8121(k) — 1 of the Employ- 
ment Tax Regulations. 

An engineer performing services under contract for his former em- 

ployer. See Rev. Rul. 57 — 10, page 314. 

A schochet performing slaughtering services at a slaughter house 
and in his home. See Rev. Rul. 57 — 80, page M4. 

Fees or honorariums received by supervisory committee members 

of a credit union. See Rev. Rul. 57 — 91, page 326. 

A bookkeeeper who performs services on his clients' premises and 

in his own once. See Rev, Rul. 57 — 109, page M8. 
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A barber performing services in a barber shop under a "chair- 
rental" a, greement. See Rev. Rul. 57 — 110, page 829. 

26 CFR 1. 1402(e) — 1: Election by ministers, 
members of religious orders, and Christian 
Science practitioners for self-employment 
coverage. 

Rev. Rul. 57 — 118 

Procedures to be followed, pending the issuance of regulations 
under the Self-Lrniployment Contributions Act of 19o4, as amended 
by the Social Security Amendments of 1966, by a minister, a citizen 
of the United States, electing self-employment coverage with respect 
to earnings for services performed in the exercise of his ministry as 
a iiiinister, in a foreign country, whose congregation is composed 
predominantly of citizens of the United States. 

Advice has been requested as to the procedures to be followed by a 
minister, a citizen of the United States, in order to obtain self-employ- 
ment coverage under the provisions of the Self-Employment Contri- 
butions Act of 1954 (chapter 2, subtitle A, Internal Revenue Code of 
1954), pursuant to the provisions of. the Social Security Amendments 
of 1956, approved August 1, 1956, with respect to earnings for services 
performed in the exercise of his ministry as a minister, in a foreign 
country, whose congregation is composed predominantly of citizens 
of the United States. 

Section 1402 of the Self-Employment Contributions Act of 1954 pro- 
vides, in part, as follows: 

(c) TRADE oR BUsINEss. — The term "trade or business", when used with 
reference to self-employment income or net earnings from self-employment, shall 
have the same meaning as when used in section 162 (relating to trade or business 
expenses), except that such term shall not include— 

A 

(4) the performance of service by a duly ordained, commissioned, or licensed 
minister of a church in the exercise of his ministry * * *; 

The provisions of paragraph (4) shall not apply to service * * * performed 
by an individual during the period for which a certificate filed by such individual 
under subsection (e) is in effect. * ~ * 

Section 1402(e) of the Self-Employment Contributions Act of 1954 
provides, in part, as follows: 

(1) AVAivER CKRTIFIOATK. — Any individual who is (A) a duly ordained, com- 
missioned, or licensed minister of a church * * * may file a certificate (in 
such form and manner, and with such oificial, as may be 'prescribed by regula- 
tions made under this chapter) certifying that he elects to have the insurance 
system established by title II of the Social Security Act extended to service 
described in subsection (c) (4) 

(2) TIIIE FoR FILING cERTIFIGATE. — Any individual who desires to file a cer- 
tificate pursuant to paragraph (1) must file such certificate on or before the 
due date of the return (including any extension thereof) for his second tax- 
able year ending after 1954 for which he has net earnings from self-employment 
(computed, in the case of an individual referred to in paragraph (1) (A), without 
regard to subsection (c) (4) ""' * & of $400 or mine, any part of which was 
derive(1 from the performance of service described in subsection (c) (4), * * *. 

(6) EFFKOTIvK DATE oF cKRTIFIUATK. — A certificate filed pursuant to this sub- 
section shall be effective for the first taxable year with respect to which it is 
filed (but in no case shall the certificate be effective for a taxable year with re- 
spect to which the period for filing a return has expired, or for a taxable year 
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endiiig prior to 1955) and all succeeding taxable years. An electi&&ii m;&&le i&il!- 
suant to this subsection shall be irrevocable. 

Section 1409 of the Self-Employment Contributions Act of 10M 
provides, in part, as follows: 

(a) NET EARNIÃGs FRoM SELF-ZMPLQYIEKKT. — The teria "net earnings froni 
self-employment" means the gross income derived by an individual from any trade 
or business carried on by such individual &: + "'; except that in computing 
such gross inconie ~ * " 

(8) an iinlividual &vho is— 
(A) a duly ordained, commissioned, or licensed niinister of a 

church * * *; and 
(B) a citizen of the United States performing service described in 

subsection (c) (4) as an einployee of an American employer (as defined 
in section 6121(h) or Ga «minister ia a foreign co«ntrtt taho has «con- 
gregation &&:h&'ch is co&&&pose&t pro&tominantlg of citi. :&ns of the ?. 'sited 
States, [Underscored language added by section 201(g) of the Social 
Security Amendments of 1956. ] 

shall compute his net earnings froni self-employment derived from the per- 
formance of service described in subsection (c) (4) without regard to section 
011 (relating to earned income from sources without the United States) 
and section 061 (relating to income froni sources within possessions of the 
United States. 

Section 201(m) of the Social Security Amendments of 1956 reads, 
in part, as follows: 

(2) (A) Except as provided in subparagraph (B), the aniendment made by 
subsection (g) shall apply only with respect to taxable years ending after 1056. 

(B) Any individual who, for a taxable yea. r ending after 1054 and prior to 
1057, had income which by reason of the aniendinent inade by subsection (g) 
would have been included within the meaning of "net earnings from self-employ- 
ment" (as such term is defined in section 1402(a) of the Internal Revenue Code 
of 1954), if such income had been derived in a taxable year ending after 1056 by 
an individual ivho had filed a waiver certificate under section 1402(e) of such 
Code, may elect to have the amendment made by subsection (g) apply to his 
taxable years ending after 1954 and prior to 1057. No election made by any 
individual under this subparagraph shall be valid unless such individual has 
filed a waiver certificate under section 1402(e) of such Code prior to the making 
of such election or files a waiver certificate at the time he makes such election. 

(C) Any individual described in subparagraph (ll) who has filed a waiver 
certificate under section 1402(e) of such Code prior to the date of enactment of 
this Act, or who files a waiver certilicate under such section on or before the 
due date of his return (including any extension thereof) for his last taxable 
year ending prior to 1957, must make such election on or before the due date of 
his return (including any extension thereof) for his last taxable year ending 
prior to 1057, or before April 16, 1957, whichever is the later, 

(D) Any individual described in subparagraph (B) &vho has not filed a 
waiver certificate under section 1402(e) of such Code on or before the due date 
of his return (including any extension thereof) for his last taxable year ending 
prior to 1057 must make such election on or before the duc date of his return 
(includin ~ any extension thereof) for his first taxable year ending after 1056. 
Any individual described in this subparagraph whose period for filing a waiver 
certificate under section 1402(e) of such Code has expired at the time he makes 
such election may, notivithstanding the provisions of paragraph (2) of such 
section, file a waiver certificate at the time he makes such election. 

(E) An election under subparagraph (B) shall be made in such manner as 
the Secretary of the Treasury or his delegate shall prescribe by regulations. 
Notwithstanding the provisions of paragraph (8) of section 1402(c) of such 
Code, the waiver certificate filed by an individual who makes an election under 
subparagraph (B) (regardless of when filed) shall lie effective for such in- 
dividual's first taxable year ending after 1954 in vvhich he had income ivhich 

by reason of the amendment made by subsection (g) would have been included 

within the meaning of "net earnings from self-employment" (as such term is 
defined in section 1402(a) of such Code), if such income had been derived in a 
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taxable year ending afte. 19o0 by an individual who had filed a waiver certificate 
under section 1402(e) of such Code, or for the taxable year prescribed by such 
paragraph (3) of section 1402(e), if such taxable year is earlier, and for all 
succeeding taxable years. 

(F) 1Vo interest or penalty shall be assessed or collected for failure to file a 
return within the time prescribed by law, if such failure arises solely by reason 
of an election made by an individual under subparagraph (B), or for any 
underpayment of the tax imposed by section 1401 of such Code arising solely 
by reason of such election, for the period ending with the date such individual 
makes an election under subparagraph (B). 

Prior to the enactment of the Social Security Amendments of 1956, 
the earnings derived by a minister, a citizen of the United States, for 
the performance of service in the exercise of his ministry outside of 
the United States generally, did not constitute "net earnings from 
self-employment" unless sucli service was performed in the employ of. 
an "American employer, " as that term is defined in section 8121(h) 
of the Federal Insurance Contributions Act (chapter 21, subtitle C, In- 
ternal Revenue Code of 1954). Under the Amendments, a minister 
can now qualify on an elective basis for such coverage with respect to 
the performance of service in the exercise of his ministry if (1) he is 
a citizen of the United States performing services in the exercise of 
his ministry as a minister in a fo&eign country, (2) his congregation 
is composed predominantly of citizens of the United States, and (8) 
he files a properly executed waiver certificate on Form 2081. 

The provisions of section 1402(a) (8) (B), as amended, apply with 
respect to the taxable years ending after 1956, except, that in order to 
place this newly included group of ministers on an equal footing with 
other ministers previously covered, provision is made in the Amend- 
ments whereby this newly included group of ministers may, for tax- 
able years ending after 1954 and before 1957, elect retroactive self- 
employment coverage under the Act with respect to their earnings 
for such services in a foreign country. 

A minister who is serving a congregation in a foreign country com- 
posed predominantly of citizens of the United States and who does 
not desire retroactive coverage with respect to earnings from any 
such services performed during taxable years ending after 1%4 and 
before 1957 may elect coverage e8ective with the ye~ar 1957 by filing 
Form 2081 on or before the due date for filing his income tax return 
for that year or if he desires to elect coverage efFective with the year 
1958 he has until the due date for filing his tax return for that year 
to file his Form 2081, 

Pending the issuance of the regulations, a minister who desires 
retroactive self-employment coverage for 1955 or 1956, or both, should 
make an election in the form of a written statement, addressed to the 
District Director of Internal Revenue, as hereinafter designated, in- 
dicating that, by reason of the Social Security Amendments of 1956, 
the minister desires to have the Federal insurance system established 
by Title II of the Social Security Act extended to his ministerial 
services beginning with the particular taxable years ending after 
1954 and prior to 1957 for which he desires retroactive self-employ- 
ment coverage. No such election shall be valid unless the individual 
making the election has filed a waiver certificate, Form 2081, pur- 
suant to the provisions of section 1402(e) of the Act, prior to making 
such election or files a waiver certificate at the time he makes such 
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election. The statement should be dated and signed by the minister 
and should clearly state that it is an election for retroactive self- 
employment coverage under the Self-Employment Contributions Act of 1954. In addition, the statement should include the following: 

1) The name and address of the minister. 
2) His social security account number, if he has one. 
8) That he is a duly ordained, commissioned, or licensed min- 

ister of a church. 
4) That he is a citizen of the United States. 
5) That he is performing services in the exercise of his ministry 

in a foreign country. 
(6) That his congregation is composed predominantly' of citizens 

of the United States. 
(7) (a) That he has filed a waiver certificate. (If so, he should 

state where and under what circumstances the certificate was 
filed and the taxable year for which it is effective. ); or 
(b) That he is filing a waiver certificate with his election f' or 
retroactive coverag~e. (If so, show the taxable year for 
which it is efFective. ) 

(8) That he has or has not filed income tax returns. If he has 
filed such returns, state the years for which they were filed 
and indicate the District Director of Internal Revenue with 
whom they were filed. 

The time limitation for electing retroactive self-employment cover- 
age depends upon whether the minister has previously filed a, waiver 
certificate. The following are the time limitations: 

(1) A minister who has filed his waiver certificate before 
August 1, 1956, or who files his waiver certificate on or before the 
due date of his tax return (including any extension thereof) for 
his last taxable year ending prior to 1957, must, in order to obtain 
retroactive coverage, make his election on or before the due date 
of his return (including any extension thereof) for his last tax- 
able year ending before 1957, or on or before April 15, 1957, 
whichever is later. 

(2) A minister who has not filed his waiver certificate on or 
before the due date of his tax return (including any extension 
thereof) for his last taxable year ending before 1957 must, in 
order to obtain retroactive coverage, make his election on or be- 
fore the due date of his tax return (including any extension 
thereof) for his first taxable year ending after 1956. 

The waiver certificate on Form 2081 should be filed in triplicate 
with the District Director of Internal Revenue for the district in 
which is located the legal residence or principal place of business of 
the individual who executes the certificate. If such individual has 
no legal residence or principal place of business in the United Statm, 
Puerto Rico, or the Virgin Islands, such certificate should be filed with 
the oflice of the District Director of Internal Revenue, Baltimore 2, 
Maryland. A minister in the newly included group must report his 
self-employment income on Form 1040, U. S. Individual Income Tax 
Return, including completed Schedules C and SE. This filing must 
be done even though the minister is not subject to the Federal income 
tax. If a minister has previously filed an individual income tax re- 
turn for a year for which he elects retroactive coverage, he should file 
an amended Form 1040, including completed Schedules C and SE. 
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A minister who elects retroactive coverage beginning with 1955 should 
file his income tax return or amended income tax return for 1955 with 
his district director of internal revenue at the same time he files his 
request for retroactive coverage and his waiver certifiicate, Form 2081 
(if one has not already been filed). No interest or penalties will be 
assessed against a minister for late filing, if the failure to file a return 
within the time prescribed by law arises solely by reason of an election 
pursuant to the provisions of section 201(m) (2) (B) of the Social 
Security Amendments of 1956 for the period ending with the date the 
minister makes an election thereunder. 

The instructions in this Revenue Ruling are interim in nature and 
are subject to modification by regulations to follow. However, any 
such modification shall not render invalid any act performed pursuant 
to, and in accordance with, the provisions of this Revenue Ruling. 

Rev. Rul. 57-189 

A minister who failed to file a waiver certificate on Form 2061 
prior to April 17, 1956, but timely filed his Federal income tax re- 
turn, including Schedule C, for the calendar year 1955 and paid the 
self-employment tax shown thereon to be due, win be considered to 
have met the requirements for self-employment coverage for 1955, 
provided a waiver certificate is filed without unnecessary delay. 

Similarly, a minister who timely filed his return and paid the self- 
employment tax for 1955 may obtain coverage for such year, even 
though he had previously filed a waiver certificate designating his 
election of coverage to bc clfective for the calendar year 1956 or a 
subsequent year, provided a new waiver certificate designating 1955 
as the correct taxable year is filed without unnecessary delay. 

Numerous inquiries have been received by the Internal Revenue 
Service whether, in the absence of the filing of a waiver certifiicate on 
Form 2081 (Waiver Certificate for Use by Ministers, Certain Members 
of Religious Orders, and Christian Science Practitioners Electing 
Coverage Under Title II of the Social Security Act) prior to April 
17, 1956, a duly ordained, commissioned, or licensed minister may 
obtain self-employment coverage for the calendar year 1955 if he 
timely filed his Federal income tax return, including Schedule C, for 
such year and paid the self-employment tax determined to be due 
under the Self-Employment Contributions Act of 1954 (chapter 2, 
subtitle A, Internal Revenue Code of 1954). Similar inquiries have 
been received whether a minister may obtain self-employment coverage 
for 1955 if he timely filed his income tax return, including Schedule 
C, for such year and paid his self-employment tax, but had on file a 
waiver certificate designating his election of self-employment coverage 
to be efFective for 1956 or a subsequent year. 

Section 1402 of the Self-Employment Contributions Act of 1954 
provides, in part, as follows: 

(c) TRADE oa BIJSINEss. — The term "trade or business", when used with refer- 
ence to self-employment income or net earnings from self-employment, shall have 
the same meaning as when used in section 162 (relating to trade or business 
expenses), except that such term shall not include— 

(4) the performance of service by a duly ordained, commissioned, or 
licensed minister of a church in the exercise of his ministrv 
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e pi'ovisIons of paragraph (4) shall not apply to service * * * performed by an individual during the period for Ivhich a certificate filed by such individual 
under subsection (e) is in effect. * * "'. 

Section 1402 (e) of the above Act provides, in part, as follows: 
(1) XV&ivzR CERTIFicxTR. — Any individual. who is (A) a duly ordained, 

coninfissioned, or licensed minister of a church * t ~ may file a certificate 
(in such form and mauner. , and with such oi}icial, as may be prescribed by 
regulations made under this chapter) certifying that he elects to have tbe 
insurance system established by title II of the Social Security Act extended 
to service described in subsection (c) (4) ™ ~. 

(2) TIIIE FCR FizING cslrrIFIOATE. — any individual who desires to file 
a certificate pursuaut to paragraph (1) must file such certificate ou or before 
the due date of the return (iucluding any extension thereof) for his secoud 
taxable vear euding after 1954 for which he has net earnings from self-em- 
ployment (coInputed, in the case of an individual referred to in paragraph 
(1) (A), without regard to subsection (c) (4), * ~ ~ of $400 or nIore, any 
any part of Ivhich Ivas derived from the performance of service described 
in subsection (c) (4), * "' *. 

(3) EFFEGTIvE DATE oF cERTIFIGATE. — A certificate filed Pursuant to this 
subsection shall be eftective for the first taxable year with respect to which 
it is filed (but. in uo case shall the certificate be effective for a taxable year 
with respect to v hich the period for filing a return has expired, or for 
a taxable year ending prior to 1955) and all succeeding taxable years. An 
election made pursuant to this subsection shall be irrevocable. 

Section 1. 1402(e) — 1 of the regulations issued under the Self-Em- 
ployment Contributions Act of 1954 provides that the election shall 
be made by filing a waiver certificate on Form 2081. The regulations 
further provide that if a minister submits to a District Director of 
Internal Revenue a dated and signed statement indicating he is desir- 
ous of having tile social security system extended to his ministerial 
services, the statement will be treated as a waiver certificate (if filed 
within the prescribed time), provided that without unnecessary delay 
the statement is supplemented by a properly executed Form 2081. 
The regulations point out, however, that the filing of an income tax 
return showing an amount representing self-employment income or 
self-employment tax shall not be construed to constitute an election 
of self-employment coverage. The regulations referred to herein were 
published in final form subsequent to the normal due date for filing 
Federal income tax returns for the calendar year 1955. 

As a result of a general misunderstanding or lack of information as 
to the statutory requirements concerning the election for self-employ- 
ment coverage for the calendar year 1955, many ministers failed to 
file Form 2031 prior to April 17, 1956. However, the action taken by 
the ministers in filing timely returns, paying the tax, and promptly 
filing Form 2031 upon being advised of the requirements of the law 
and regulations is clearly indicative of a desire for self-employment 
coverage. 

In view of the foregoing, the Internal Revenue Service has adopted 
the position applicable only to 1955 that the action of ministers in fil- 

ing returns and paying the self-employment tax for the calendar year 
1955 will be considered to have met the requirements for self-employ- 
ment coverage for 1955, provided that Form 2031 is filed without un- 

necessary delay. Accordingly, in such instances Form 2031 will be 

considered eQ'ective beginning with the calendar year 1955& notwith- 

standing its actual filing subsequent to April 17, 1956. 
The above position is also applicable in any case where a minister 

timely filed his return and paid the self-employment tax for 1955, 
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even though he had previously filed a waiver certificate designating 
his election of coverage to be eRective for the calendar year 1956 
or a subsequent year, provided that a new waiver certificate desig- 
nating 1955 as the correct taxable year is filed without unnecessary 
delay. 

CHAPTER 3. — WITHHOLDING OF TAX ON NONRESIDENT 
ALIENS AND FOREIGN CORPORATIONS AND TAX-FREE 
COVENANT BONDS 

SUBCHAPTER A. — NONRESIDENT ALIENS AND FOREIGN CORPORA- 
TIONS 

SECTION 1441. — WITHHOLDING OF TAX ON 
NONRESIDENT ALIENS 

26 CFR 1. 1441 — 1: Requirement for withholding Rev. Rul. 57 — 245 
of tax on nonresident aliens and foreign 
corporations. 

The estate of a citizen of a foreign country domiciled therein 
or in another foreign country at the date of his death is classi- 
fied as a nonresident alien entity, even though the will of the 
decedent was admitted to original probate by a court in the United 
States. Dividends derived by such an estate are subject to the 
withholding of United States income tax under section 1441 of 
the Internal Revenue Code of 1954. 

Advice has been requested whether a domestic branch of a foreign 
bank doing business within the United States is required to withhold 
tax under section 1441 of the Internal Revenue Code of 1954 from 
dividends received by it for the benefit of a nonresident alien estate. 

The bank holds shares of stock of United States corporations in 
safekeeping and as collateral for the account of an individual as the 
executor of the will of a decedent. The decedent was not a citizen 
of the United States and, at the time of his death, was domiciled in a 
foreign country, His vvill was admitted to original probate in this 
country because over 90 percent of his property was physically located 
in the United States at the date of his death and he owned few, 
if any, assets in the foreign country. The executor is a resident of 
the United States. 

Section 1441(a) of the Code, relating to the withholding of tax 
on nonresident aliens, provides as follows: 

(a) GEivER~r. Rvns. — Except as otherwise provided in subsection (c), all 
persons, in whatever capacity acting (including lessees or mortgagors of real 
or personal property, fiduciaries, emplovers, and all officers and employees of 
the United States) having the control, receipt, custody, disposal, or payment 
of any of the items of income speciffed in subsection (b) (to the extent that 
any of such items constitutes gross income from sources within the United 
States), of any nonresident alien individual, or of anv partnership not engaged 
in trade or business within the United States and composed in whole or in part 
of nonresident aliens, shall (except in the cases provided for in section 1451 
and except as otherwise provided in regulatiors prescribed by the Secretary 
or his delegate under section 874) deduct and withhold from such items a tax 
equal to 30 percent thereof. 
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Section 1 of the Code imposes a tax on the taxable income of "every 
individual" but section 5(a) refers to sections 871 and 1441 for the 
rates of tax and withholding on nonresident aliens. Because an 
estate is a separate taxable entity, the question arises whether the 
administration within the United States of an estate subject to domi- 
ciliary administration in a foreign country creates a new taxable 
entity within the United States, the income of which would not be 
subject to the withholding of tax under section 1441 of the Code. 

The ancillary administration in the United States of the estate of 
a nonresident alien decedent which is subject to domiciliary adminis- 
tration in a foreign country does not change the status of the estate 
for Federal income tax purposes from that of a nonresident alien 
entity. In the instant case, the probate of the decedent's will in a 
court within the United States is an ancillary proceeding in the 
technical sense and, thus, the estate is a, nonresident alien entity ir- 
respective of the fact that more than 90 percent of the decedent's 
property was physically located in the United States at the date of 
his death. It was only through the exercise of discretion by a United 
States' court that the decedent's will was admitted to original pro- 
bate in the United States. This was done in order to avoid the expense 
and inconvenience of probate at the decedent's domicile followed by 
ancillary proceedings in the United States. However, the procedure 
followed in the administration of this estate, while pertinent to the 
economy thereof, is not in point in connection with its tax-paying 
capacity. The Internal Revenue Service holds that the status of an 
executor as a resident or a nonresident alien is not controlling in 
determining the tax status of an estate as a resident or a nonresident 
entity. See I. T. 1885, C. B. II — 9, 164 (1998). 

In view of the foregoing, the decedent's estate is classified as a 
nonresident entity and dividends derived by such estate are subject to 
the withholding of United States income tax under the provisions of 
section 1441 of the Code. 

Procedure necessary for an employer to refund tax withheld from 
wages paid to a nonresident alien employee. See Rev. Proc. 57 — 13, 
page 741. 

T. D. 6999 ' 26 CFR 1. 1441-4: Exemptions from withholding. 

TITLE 29 — INTERNAL REVENCE, 1954. — CHAPTER I, SBBCHAPTER A, PART 1. — 
INcoME TAx; TAxABLE YEARs BEGINNING AFTER DEcEMBER 3L 1953 

Income Tax Regulations amended to conform to section 544(f) 
of the Mutual Security Act of 1954, as added by section 11(a) of the 
Mutual Security Act of 1956, so as to exempt from withholding 
amounts of per diem for subsistence received by certain nonresident 
alien trainees. 

DEPARTMENT OF THE TREASURY& 

OFFIGE oF CGMMIssIGNER QF INTERNAL REVENUE~ 
8'@shin@ton 85, D. O. 

To Officers anctErnptoyees of the Interna/Ee41enue 8ercice end Others 
Concerned: 

In order to conform the Income Tax Regulations (96 CFR Part 1) 
to the provisions of section 544(f) of the Mutual Security Act of 1954, 

r 22 F. R. 2838. 
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as added by section 11(a) of the Mutual Security Act of 1956, ap- 
proved July 18, 1956, exempting from withholtling under chapter 3 
of the Internal Revenue Code of 1954 amounts of per diem for sub- 
sistence received by certain nonresident alien trainees, such regulations 
are hereby amended as follows: 

P. iR, icRAPII 1. Section 1. 1441 is amended— 
(A) By adding at the end of section 1441(c) the following new 

paragraph: 
(6) Per diern of certain aliens. — No deduction or withholding under subsection 

(a) shall be required in the case of amounts of per diem for subsistence paid 
by the United States Government (directly or bv contract) to any nonresident 
alien individual who is engaged in any program of training in the United States 
under the Mutual Security Act of 1954, as amended. 

(B) By adding at the end of the section the following historical 
note: 
[Sec. 1441, I. R. C. 1954, as amended by sec. 544(f) of )Iutual Security Act 1954 
added by sec. 11(a), Mutual Security Act 1956] 

PAR. 2. Section 1. 1441 — 4 is amended by adding after paragraph (d) 
the following new paragraph: 

(e) Per diem of certain alien trainees. — Effective with respect to payments 
made on and after Zuly 18, 1056, withholding is not required under section 
1441(a) or $ 1. 1441 — 1 in the case of amounts of per diem for subsistence paid by 
the United States Government (directly or by contract) to any nonresident alien 
individual who is engaged in any program of training in the United States under 
the Mutual Security Act of 1954, as amended (22 U. S. C. ch. 24). This rule 
shall apply even though such amounts are subject to tax under section 871. 

Because this Treasury Decision Inerely exempts from withholding 
amounts of per diem for subsistence received by certain nonresident 
aliens, it is hereby found that it is unnecessary to issue this Treasury 
Decision with notice and public procedure thereon under section 4(a) 
of the Administrative Procedure Act, approved June 11, 1946, or sub- 
ject to the e8ective date limitation of section 4(c) of said act. 

(This Treasury Decision is issued under the authority contained in 
section (805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 

0. GORDON DEI, K; 
Aetintf Commissioner of Interna/ Revenue. 

Approved April 18, 1957. 
D. iN THROOP SMITH, 

Deputy to the 8eeretary. 
(Filed by the Division of the Federal Register on April 22, 1957, 8: 47 a. m. , and 
published in the issue of the Federal Register for April 28, 1957, 22 F. R. 2888. ) 

26 CFR 1. 1441 — 5: Claiming United States T. D. 6238 ' 
citizenship or residence. 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER A, PART I— 
INCOME TAX; TAXABLE YEARS BEGINNING AFTER DECEIIBER 31, 1953 

Income Tax Regulations amended to change the procedure for fil- 
ing proof of citizenship or residence for purposes of chapter 8 of 
the Internal Revenue Code of 1954. 

& 22 F. R. 4078. 
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DEPARTMENT OF TIIK TREASVRY& 
OFI ICE OI COMMISSIONER OF INTKRNAI RKVENVX) 

Washington 85, D. C. 
To Officers and Employees of the Internal Revenue Service and 

Others Concerned: 
In order to eliminate the 3-year limitation upon the validity of the 

statement of citizenship or residence, or of. Form 1078 in the case of 
residence, presently prescribed in the Income Tax Regulations under 
chapter 8 of the Internal Revenue Code of 1954 and to relieve payees 
from tlie necessity of renewing any such statement or form previously 
filed with withholding agents, section 1. 1441 — 5 of the Income Tax 
Regulations [T. D. 6187, C. B. 1956 — 2, 567] is hereby amended as 
follows: 

(A. ) By striking out paragraph (c) tliereof etFective with respect 
to payments made after December 81, 1956. 

(B) By redesignating paragraphs (d), (e), and (f) thereof as 
paragraphs (c), (d), and (e), respectively. 

(C) By adding at the end of redesignated paragraph (e) thereof, 
relating to the eiFective date of section 1. 1441 — 5, the following new 
sentence: "Nothing in this section shall be construed, however, to 
require the renewal of a statement of citizenship or residence, or of 
a Form 1078, vliich was filed in accorf lance with prior regulations 
in efFect at the time of the filing, if such statement or. form has been 
actively and continuously used, since such time, as a basis for deter- 
mining the United States citizenship or residence of the payee 
involved. " 

Because this Treasury Decision merely relieves taxpayers and with- 
holding agents from a requirement respecting the proof of citizen- 
sliip or residence for purposes of chapter 8 of the Internal Revenue 
Code of 1954, it is hereby found that it is unnecessary to issue this 
Treasury Decision with notice and public procedure thereon under 
section 4(a) of the Administrative Procedure Act, approved, June 
11, 1946, or subject to the efiective date limitation of section 4(c) of 
that A. ct. 

(This Treasury Decision is issued under the authority contained 
in section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C, 7805). ) 

RVSSEIL C. HARRINGTON, 

Commissioner of Internal Eeventie. 

Approved June 6, 1957. 
DAN THROOP SMITII, 

Deputy to the Secretary. 

(Filed by the Division of the Federal Register on June Ip, 1952, 8: 58 a 

and published in the issue of the Federal Register for June 11, 1957, 22 F. R. 
4P78. ) 
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CHAPTER 6. — CONSOLIDATED RETURNS 

SUBCHAPTER A. — RETURNS AND PAYMENT OF TAX 

SECTION 1509. — REGULATIONS 
Rev. Rul. 57 — 3 26 CFR 1. 1508-11: Consolidated returns for 

subsequent years. 

Deactivation of an af51iated company and an increase in the 
activities of another affiliated company, occurring during a taxable 
year in the case of two members of an aifiliated group of corporations 
which filed consolidated income tax returns for prior years, do not 
constitute good cause, within the meaning of section 1. 1502 — 11 (a) 
(g) of the Income Tax Regulations, for granting to the affiliated 
group permission to file separate returns for such year in lieu of a 
consolidated return. 

Advice lias been requested whether the circumstances described 
below, involving members of an affiliated group of corporations which 
filed consolidated Federal income tax returns for calendar years prior 
to 1955, constitute good cause for granting to the affi]iated group 
permission to file separate returns for the calendar year 1955. 

3X corporation is the parent corporation of an affiliated group which 
includes, among others, two corporations engaged in extracting and 
refining metal ore. The ore reserves of one of those two subsidiary 
corporations were exhausted in December, 19M, and the last sales 
of refined metal occurred early in 1954. Thereafter, the subsidiary 
became inactive, although it remained in existence. The second of the 
two ore extracting subsidiaries, which had been developing its mine 
since 1950, began producing from its mine in November, 1954. Regular 
sales of the refined metal therefrom began in 1955. The other sub- 
sidiaries in the affiliated group are engaged in the transportation of 
mine employees, operating company stores for employees, and the sale 
of the producing~ companies' mineral products. The taxable year 1955 
reflected for the first time the full effect of the cessation of production 
by one of the producing subsidiaries and the beginning of sales in 1955 
by the other producing subsidiary. The affilia~ted oroup filed consoli- 
dated returns for calendar years 1951 to 1954, inclusive. 

Section 1. 1502 — 11 of the Income Tax Regulations provides, in part, 
as follows: 

(a) Consolidated returns required, for subsequent years. — If a consolidated 
return is made under section 1502 for any taxable year, a consolidated return 
must be made for each subsequent taxable year during &vhich the aifiliated group 
remains in existence unless (1) a corporation (other than a corporation created 
or organized, directly or indirectly, by a member of the group) has become a 
member of the group during such subsequent taxable vear, or (2) subsequent 
to the exercise of the election to mal-e consolidated returns, Subtitle A of the 
Code to the extent applicable to corporations, or the regulations under section 
1502 which have been consented to, have been amended and any such amendment 
is of a character which malres substantially less advantageous to afliliated 
groups as a class the co~tinued filing of consolidateel returns, regardless of the 
effective date of such amendment, or (8) the Commissioner, prior to the time 
of making the return. upon application made bv the common parent corporation 
and for good cause shown, grants permission to change. For the purpose of (2), 
above, the expiration of a provision shall be considered as an amendment to the 
Code made on the date of such expiration. 
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(c) When a~Bated group remains in, existence. — For the purpose of the regu- 
lations under section 1502, an affiliated group shall be considered as remaining 
in existence if the commo~ parent corporation remains a, s a common parent and 
at least one subsidiary remains affiliated with it, whether or not such subsidiary 
was a member of the group at the time the group was formed and whether or 
not one or inore corporations have been subsidiaries or have ceased to be sub- 
sidiaries at any time after the group was formed. 

In this instance, a corporation did not become a member of the affil- 
iated group during the taxable year 1055 within the intent of section 
1. 1502 — 11(a, ) (1) merely because the subsidiary whicli was a member 
of the affiliated group in prior years, when it was in the process of 
developing its mining properties, went into active production in 1955. 
No change in membe~rship of the a$1iated group took place in the tax- 
able year 1055. With respect to changes in membership of an affiliated 
group ivhich do occur, subsection (c) of section 1. 1509 — 11 does not 
conffict with subsection (a) of that section, since subsection (c) merely 
sets forth the various situations under which an affiliated group shall 
be considered as remaining in existence, and it is not to be construed 
as determining whether a consolidated return may or must be filed. 

Events, activities, economic conditions, etc. , aff'ecting individual 
members of an affiliated group are not considered material insofar as 
the inter-relationship of the members of the group is concerned. Such 
circumstances, including the shifting from a consolidated return basis 
to a separate return basis, in order to achieve temporary tax reductions 
or advantages, should not be considered "good cause. " Thus, for Fed- 
eral income tax purposes, the fact that a subsidiary may be liquidated 
or becomes inactive and other subsidiaries remain affiliated with the 
common parent corporation has no effect upon the affiliated group, or 
upon its requirement or right to file a consolidated return. 

Accordingly, it is held that the deactivation of an affiliated company 
and an increase in the activities of another affiliated company, occur- 
ring during a taxable year in the case of two members of an affi[iated 
group of corporations which filed consolidated income tax returns for 

-prior taxable years, do not constitute good cause, within the meaning 
of section 1. 1502 — 11(a) (8) of the Income Tax Regulations, for grant- 
ing to the affiliated group permission to file separate returns for such 
year in lieu of a consolidated return. 

Rev. Rul. 57 — 58 

V, here a member of an affiliated group of corporations which 
files consolidated income tax returns, exchanges shares of its treas- 
ury stock for all of the stock of another corporation, not created 
or organized directly or indirectly by any member of the afilliated 
group, for the purpose of acquiring all of its assets, and in the same 
taxable year receives all of such assets in a complete liquidation, 
the acquired corporation does not become a member of the affiliated 
group within the meaning of section 1. 1502 — 11(a) (1) of the Income 
Tax Regulations. Consequently, such circumstances do not give 
rise to a new election by the member of the affiliated group to file 
separate income tax returns for such taxable year. 

Rev. Rul. 56 — 271 C. B. 1956 — 1, 440, distinguished. 

Advice has been requested whether the acquisition by the parent 
corporation of an affiliated group of corporations, which files con- 
solidated income tax returns, of the stock of another corporation, for 
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the purpose of acquiring ifs assets, gives rise to a new election by the 
affiliated group to file separnte income tax returns. 

On May 81, 1056, 3f corporation, the parent corporation of an affili- 
ated group of corporations, which filed consolidated income tax returns 
for the calendar years 1054 nnd 1955, acquired all of the stock of 
N corporation in exchange for treasury stock of cV. Corporation N 
was not created or organized, directly or indirectly, by a member of 
the affiliate group, and no member of the group owned any stock in 
N before Mny 31, 1056. On June 30, 1956, N was liquidated and 
dissolved, nnd all of the property of N wns distributed to cV. The 
business purpose of sV in entering into the transaction was to acquire 
retnil outlets in the market area formerly served by N. 

Section 1. 1502 — 11(n, ) (1) of the Income Tax Regulations provides, 
in pnrt, as follows: 

(a) CDNsoLIDATED RETURNS REQUIRED FDR SUBsEqUENT YEABs. — If a- con- 
solidated return is made umler section 1502 for any taxable year, a consolidated 
return must be made for each subsequent taxable vear during which the affiliated 
group remains in existence unless (1) a corporation (other than a corporation 
created or organized, directly or indirectly, by a member of the group) has 
become a member of the group during such subsequent taxable vear, * * ~. 

In Revenue Ruling 56 — 271, C. B. 1956 — 1, 440, a parent corporation 
of an ailiated group of corporations, which filed consolidated income 
tax returns, purchased for cash all of the stock of another corporation, 
for the purpose of acquiring a business activity to take the place of 
certain production activities of the parent corporntion which were 
being terminated. Subsequently, in the same taxable year, the prop- 
erty of the acquired corporation was distributed to the parent corpora- 
tion in a complete liquidation in which the bases of the property in 
the hands of the distributee corporation were determined according 
to the provisions of section 884(b) (2) of the Internal Revenue Code 
of 1954. The purchase of the stock nnd the subsequent liquidation of 
the acquired corporation were, under the circumstances, therein sep- 
arate transactions. It was held in Revenue Ruling 56 — 271, supra, that 
since the acquisition of the stock nnd the liquidation of the acquired 
corporation were for bona fide business purposes, and not for the 
principal purpose of acquiring the right of n, new election to file 
separate returns, the acquired corporation became a member of the 
affiliated group and such event gnve rise to a new election by the 
affilinted group to file separate income tnx returns. 

It is n, well established rule that, for Federal income tax purposes, 
the component steps of a single transaction will be examined and not 
be treated separately if in intent, purpose and result it is a single 
trnnsaction. See Prairie Oil cf. Gas Company v. . 1lottei, 66 Fed. (2d) 
77, Ct. D. 767, C. B. XIII — 1, 183 (1934); Edgar EV. Bassick et al. v. 
Commissioner, 86 Fed. (2d) 8: Commissioner v. Ashland Oil and Be- 
/ning Company, 99 Fed. (2d) 588; Eimball-Diamo~&d 3IiQing Com- 
pany v, Commissioner, 14 T. C. 74, affirmed, 187 Fed. (2d) 718. 

In the instant case, it wns the intention of 3X to acquire the assets 
(retail facilities) of N. This wns eRected by an exchange of stock and 
liquidation of N one month later, in what is considered to be a single 
transaction constituting a reorganization within the meaning of sec- 
tion 868(a) (1) (C) of the 1054 Code. Such n, situation is distinguish- 
able from that of obtaining control of a corporation through purchase 
or exchange of stock and n, subsequent liquidation, both for valid 
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business reasons. The mere fact of subsequent liquidation of an ac- 
quired subsidiary does not in itself necessarily terminate the right to 
change an election to file consolidated returns; it is merely evidentiary 
as to the taxpayer's intention. The controlling factors to be con- 
sidered in making a determination of whether there is a right to a new 
election are the ~acquiring corporation's intent, ion at the time of ob- 
taining control of the acquired corporation's stock and its business 
purpose for so doing. 

Based on the above facts and circumstances, it is held that where a 
member of an affiliated group of corporations, which files consolidated 
income tax returns, ex«ghanged shares of its treasury stock for all of 
the stock of another corporation, not created or organized directly by 
any member of the aKliated group, for the purpose of acquiring all 
of its assets, and in the same taxable year received all of such assets 
in a complete liquidation, the acquired corporation does not become 
a member of the affiliated group within the meaning of section 1. 1502— 
11 (a) (1) of the Income Tax Regulations. Cons~equently, such cir- 
cumstances do not give rise to a new election by the members of the 
aSliated group to file separate income tax returns for such taxable 
year. 

Existence of an affiliated group of corporations for consolidated 
return purposes after a, reorganization of the parent corporation 
within the provisions of sections 368 (a) (1) (F) and 381 (b) of the 
195 ' Code. See Rev. Rul. 57 — 276, page 126. 

Rev. Rul. 57 — 20 26 CFR 1. 1502 — 16: Common parent corporation 
agent for subsidiaries. 

In the computation of consolidated taxable income, any election 
which must be made to determine a subsidiary corporation's sepa- 
rate taxable income, and which would be available to a corporation 
filing a separate income tax return, may be made by the common 
parent corporation on behalf of such subsidiary corporation. The 
scope of the agency of the common parent corporation includes the 
malting of such elections on behalf of a subsidiary corporation as 
the subsidiary corporation could maire without the expressed ap- 
proval of the Commissioner, if separate income tax returns were 
filed. However, any chan"e in an election previously uiade by a sub- 
sidiary corporation in the computation of its separate income, 
which would require the approval of the Commissioner if separate 
returns were filed, may uot be made by the common parent cor- 
poration without obtainin ~ the approval of the commissioner. 

Advice has been requested as to the proper method of making 
elections in consolidated income tax returns. 

In the instant case, a parent company and its subsidiary corpora- 
tions contemplate filing a consolidated return for the taxable year 
1956. The consolidated returns will involve the necessity of making 
elections with respect to methods of accounting, depreciation, in- 

ventories, and research and experimental expenditures. 
Section 1. 1502 — 81(b) (1) of the Income Tax Regulations, C. B. 

1955 — 2, 817, at M5, provides that the taxable income of each member 

of an ~afiiliated group filing a consolidated return shall be computed, 
with certain exceptions, in accordance with the provisions of the In- 
ternal Revenue Code covering the determination of taxable income 

484757' — 58 20 
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of separate corporations. Section 1. 1502 — 31(a) (1) of those regula- 
tions defines consolidated taxable income to be the combined taxable 
income of the several afiiliated corporations plus or minus the sum of 
specified items. Section 1. 1502 — 16(a) of those regulations authorizes 
the common parent company to act as sole agent for each member 
of the aNliated group in all matters (other than the making of the 
subsidiary's consent required by section 1. 1502 — 12(b) of such regula- 
tions) relating to the tax for which a consolidated return is made 
or required. 

The concept of consolidated taxable income necessarily requires 
each subsidiary to compute its separate taxable income. Thus, an elec- 
tion would have to be made by or for each subsidiary with respect to 
matters for which elections are permitted by the Internal Revenue 
Code of 1954 in order to determine its separate taxable income. This 
is not to be interpreted as meaning that the consolidated return is 
required to contain signed statements by each subsidiary relating to 
its separate elections (other than those specifically required by the 
regulations governing consolidated returns), since the scope of the 
agency of the parent corporation, as provided for in section 1. 1502- 
16 (a), includes the making by the common parent corporation of such 
elections on behalf of its subsidiaries as the subsidiaries could make 
without the expressed approval of the Commissioner, of separate 
income tax returns were filed. 

Accordingly, it is held that in the computation of consolidated tax- 
able income, any election which must be made to determine a subsid- 
iary corporation's separate taxable income, and which would be avail- 
able to a corporation filing a separate income tax return, may be made 
by the common parent on behalf of such subsidiary corporation. 
However, any change in an election previously made by a subsidiary 
corporation in the computation of its separate income, which would 
require the approval of the Commissioner if separate returns were 
filed, may not be made by the common parent corporation without 
obtaining the approval of the Commissioner. The scope of the agency 
of the common parent corporation includes the making of such elec- 
tions on behalf of a, subsidiary corporation as the subsidiary cor- 
poration could make without the expressed approval of the Commis- 
sioner, if separate income tax returns were filed. 

26 CFR 1. 1502 — 31: Bases of tax computation. Rev. Rul. 57-167 
(Also Section 582; 1. 582 — 1. ) 

Transactions in bonds held for investment by members of an 
aKliated group of banks joining in the filing of a consolidated 
income tax return should be computed by each member bank on a 
separate basis. To the extent that such transactions of the several 
affiliated banks result in net capital gains, the gains and losses shall 
be a. ggregated for the purpose of determining the consolidated 
net income, as provided in section 1. 1502. 81(a) (9) of the Income 
Tax Regulations. If a member bank sustains an excess of losses 
over gains from its transactions in bonds, such gain and loss shall be 
treated as an ordinary gain and loss i' the determination of the 
net income of that member, as provided in section 582(c) of the 
Internal Revenue Code of 1954. 

Advice has been requested as to the proper method of determining, 
for consolidated income tax return purposes, net gains or losses of 
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member banks of an aMiated group resulting from transactions in 
bonds held for investment. 

X corporation, a bank holding company, is the common parent of 
an a61iated group of banks operating in one state. In a consolidated 
return filed for the calendar year 195~4, gains and losses on the sale of 
bonds held for investment were reported on a consolidated basis as net 
short-term capital gain of 10x dollars. The gain reported consisted 
of the excess of the total of short-terni gains of 110m dollars over 100' 
dollars the total of long-term losses of the group. 

Section 582(c) of the Internal Revenue Code of 1954 provides, in 
the & ase of a bank, that if the losses of the taxable year from sales or 
exchanges of bonds, debentures, notes, certificates, or other evidences 
of indebtedness issued by any corporation, or by a government or 
political subdivision thereof, with interest coupons attached or in 
registered form, exceed the gains from such sales or exchanges, no 
such sale or exchange shall be considered a sale or exchange of a 
capital asset. 

Section 1. 1502 — 31(b) (1) of the Income Tax Regulations provides 
for the computation of each corporation's net income in accordance 
with the provisions covering the determination of net income of 
separate corporations, with certain enumerated exceptions. Section 
1. 1502 — 81(a) (9) of the Regulations provides for aggregating the 
capital gains and capital losses of the several affiliated corporations 
for the purpose of determining the consolidated net income. The 
Regulations do not provide for separately aggregating the gains and 
losses provided for in section 582(c) of the Code. 

Accordingly, it is held that transactions in bonds held for invest- 
ment by members of an afliliated group of banks joining in the filing 
of a, consolidated income tax return should be computed by each mem- 
ber bank on a separate basis. To the extent that such transactions 
of the several affihated banks result in net capital gains, the &o'ains shall 
be aggregated for the purpose of determining the consolidated net 
income. If a member bank sustains an excess of losses over gains from 
its bond transactions, each gain and loss shall be treated as an ordinary 
gain and loss in the determination of the net income of that member. 

Rev. Rul. 57 — 201 26 CFR 1. 1502 — 87: Liquidation; recognition 
of gain or loss. 

The gain accruing to a parent corporation from cancellation of 
its indebtedness to a subsidiary is recognized in computing con- 
solidated taxable income. To the extent that the advances from 
the subsidiary, which are cancelled, exceed the basis of the sub- 
sidiary's stock in the hands of the parent, such excess, under the 
provisions of section 301(c) of the Internal Revenue Code of 1054, 
is taxable in the same manner as a gain from the sale or exchange 
of property. 

Advice is requested whether the gain of a parent corporation re- 
sulting from cancellation of the parent's indebtedness to its subsidiary, 
such debt being in excess of the parent's basis of the subsidiary's stock 
which it holds, is included in computing consolidated taxable income. 

P corporation owns all of the stock of 8 corporation. 8 coipora- 
tion receives rental income from property that it owns, but, prin- 
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cipally due to the deduction for depreciation, it has no taxable income 
or earnings a, nd profits for tax purposes. 8 corporation has made 
substa, ntial advances of cash to P which are open account indebtedness 
of P to S. The amount of indebtedness exceeds the basis of 8's stock 
in the hands of Y. In a taxable year with respect to which P and S 
file a consolidated return, 8 cancels P's indebtedness. 

For income tax purposes, the cancellation of indebtedness is re- 
garded as a distribution of cash from 8 to P which is not a dividend 
since 8 has no earnings and profits. The question here is whether the 
gain on the distribution, that is, the amount distributed in excess of 
the basis of 8's stock in P's hands, is included in computing the con- 
solidated taxable income of the aSliated group. 

In section 1502 of the Internal Revenue Code of 1954, Congress 
specifically set forth two purposes for which regulations were author- 
ized: namely, (1) in order tliat the tax liability of any affiliated group 
of corporations making a consolidated return and of each corporation 
in the group, both during and after the period of afhliation, may be 
returned, determined, computed, assessed, collected, and adjusted, in 
such manner as clearly to reflect the income-tax liability and the vari- 
ous factors necessary for the determination of such liability, and (2) 
in order to prevent avoidance of such tax liability. Accordingly, any 
interpretation of the regulations under section 1502 must be made 
with a view to the Congressional intent as expressed in the statute. 

The general design of the consolidated return regulations permits 
transfers of property between members of an aKliated group which 
files a consolidated return to be made without present tax consequences 
if no ultimate tax advantage is gained thereby. Thus, section 1. 1502— 
31(b) (2) (iii) (a) of the Income Tax Regulations provides, in e8ect, 
that capital gains on sales or exchanges between members of an 
afliliated group shall be eliminated in determining consolidated tax- 
able income. The possibility that this rule could lead to tax avoidance 
is obviated by section 1, 1502 — 38(b) of the Income Tax Regulations 
which provides that the basis of property in the hands of one member 
of an aKliated group shall remain the same when it is transferred to 
another member of the group. Thus, the gain remains potentially 
taxable after the transfer of property and is recognized if the property 
is then sold outside of the aSliated group. 

However, this safeguard would not be present if the gain which re- 
sults from the distribution in the instant case where eliminated in com- 
puting consolidated taxable income. Since no property other than 
cash is transferred, there is, of' course, no carry-over of basis; and, 
altliough the distribution reduces the basis of the subsidiary's stock in 
the hands of the parent to zero, there is no adjustment, to reflect the 
amount of distribution in excess of the basis of such stock. If the 
parent sold the stock at a later date, any gain then recognized for in- 
come tax purposes would be less than the actual gain on its investment 
in the subsidiary. 

Thus, if gain were not recognized. upon the distribution, the excess 
of the distribution over P's basis of the stock would completely escape 
taxation, contrary to the express purpose of Congress and the design of 
the regulations. Compare section 1. 1502 — 37(a) (1) (ii) of the Regu- 
lations which provides for the inclusion of gain on the receipt of certain 
cash distributions from a member of an aSliated group in cancellation 
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o»«emptIon of its stock. The distribution described in that section, 
a "oup» diff«ent in form, is identical in substance to the distribution 
ln the instant case, and the underlying principle of that section applies 
to the instant, case. 

Accordingly the oain accruing to P from cancellation of its indebt 
edness to 8 is recognized in computing consolidated taxable ln«me. 
To the extent that the advances from 8 which are canceled exceed the 
basis of 8's stock in the hands of p, such excess, under the provisions of 
section 301(c) of the Code, is taxable in the same manner as a g»n 
from the sale or exchange of~ property. 

SUBCHAPTER B. — RELATED RULES 

SECTION 1551. — DISALLOWANCE OF SURTAX 
TIOX AND ACCUMULATED EARNINGS CREDIT 

26 CFR 1. 1551 — 1: Disallowance of surtax Rev. Rul. 57 — 202 
exemption and accumulated earnings credit. 

lyhere pursuant to a lease agreement a parent corporation 
transfers its property for use to a newly formed, wholly-owned, 
subsidiary corporation (the latter corporation owning no physical 
assets of its own), the lease of such property constitutes a 
"transfer" of property within the purview of section 1551 of the 
Internal Revenue Code of 1054. 

Advice has been requested whether a "transfer of property" between 
a parent corporation and its subsidiary corporation comes within the 
meaning of the above-quoted term as used in section 1551 of the In- 
ternal Revenue Code of 1954. 

A certain corporation formed a wholly-owned subsidiary corpora- 
tion for the purpose of acting as a sales agent for the parent on a com- 
mission basis. The subsidia~ry corporation owned no physical assets 
the equipment and facilities needed to service the area being leased 
from the parent corporation for an indefinite period. The facilities 
lease and consignment agreement can be terminated by either party at 
any time on seven days' written notice. 

At issue is the contention that no property, other than cash, was 
transferred from the parent to the subsidiary, since the parent retains 
ownership of the property used by the subsid~iary in its performance 
as a sales agent under the consignment agreement. 

Section 1551 of the Code pro~vides in part: 
"If any corporation transfers ~ '" * all or part of its property (other than 

money) to another corporation which was created for the purpose of acquiring 
such propertv "' "' ", and if after such transfer the transferor corporation 
or its stockholders, or both, are in control of such transferee corporation 
during any part of the taxable year of such transferee corporation, then such 
transferee corporation shall not for such taxable * '" * be allowed either 
the $25, 000 exemption * " ' or the $00, 000 accumulated earnings 
credit ~ " *, unless ~ " ~. " (Italics supplied) 

The words "transfers * "' * all or part of its property" are 
considered to be sufhcient to encompass the instant situation and are 
not to be interpreted to embrace only complete transfers of property 
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including passing of title, possession, ownership and control. The 
lease of the facilities e8ected a passage to the subsidiary of the use, 
possession, and control over the economic benefits to be derived from 
such facilities. See Fstate of Charles H. 8an/ord v. Commissioner, 
808 U. S. 89, Ct. D. 1426, C. B. 1989 — 2, 840, wherein it was noted that 
"the essence of a transfer is the passage of control over the economic 
benefits of property rather than any technical changes in its title. " 

In view of the foregoing, it is held that the lease arrangement con- 
stitutes a "transfer of property" within the purview of section 1551 of 
the Code. 

SUBTITLE B. — ESTATE AND GIFT TAXES 

CHAPTER 11. — ESTATE TAX 

SUBCHAPTER A. — ESTATE OF CITIZENS OR RESIDENTS 

PART III. — GROSS ESTATE 

SECTION 2042. — PROCEEDS OF LIFE INSURANCE 

Rev. Rul. 57 — 54 

Where a contract between an insurance carrier and the owner of 
an airplane provides for the payment of a sum certain to the per- 
sonal representatives of any individual who dies as the result of an 
accident while a passenger on the airplane and that such payment 
shall be conditioned upon the execution of a release of all claims 
for damages against the insured, the proceeds thereof are not 
includible in the decedent's gross estate for Federal estate tax 
purposes under section 2042 of the Internal Revenue Code of 1954. 

Advice has been requested whether any amounts paid under the 
terms of a contract entered into between an insurance carrier and 
the owner of an airplane are includible in the gross estate of a de- 
cedent who died as a result of an accident while a passenger on the 
airplane. 

In the instant case, the decedent met her death as the result of an 
airplane accident while a passenger on the insured's airplane. The 
insured had purchased a combined aircraft policy of insurance from 
an insurance carrier (a standard liability policy) under the terms 
of which the insurance company agreed to pay, among other benefits, 
on behalf of the insured all sums which the insured shall become obli- 
gated to pay by reason of the liability imposed upon him by law for 
damages, including death, sustained by any passenger as a result of an 
accident to the airplane. For an additional premium a so-called pas- 
senger voluntary settlement endorsement was made a part of the 
original policy. Under the terms of this endorsement, the insurance 
company agreed to ofi'er settlement of a specified sum to an injured. 
passenger or to the personal representatives of a passenger who dies as 
the result of an accident, without regard to the insured's legal liability 
for damages, provided the person or persons having a cause of action 
for injury or for the death. shall execute a full release of all claims for 
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damages against the insured arising out of the airplane accident. The 
executor of the decedent's estate accepted the proceeds of the policy of 
insurance payable under the passenger voluntary settlement endorse- 
ment and executed a release of all claims for damages against the 
insured. 

Section 9049 of the Internal Revenue Code of 1054 provides, in part, 
as follows: 

The value of the gross estate shall include the value of all property— 
(1) ItEczivxnzE nv i HE Exroui'oa. . — To the extent of the amount receiva'ble 

by the executor as insurance under policies on the life of the de- 
cedent. ~ * " 

Under the terms of the standard liability policy, the insurance 
company was not required to make any payment until the amount 
of the insured's obligation to pay had been definitely determined. 
Under the passenger voluntary settlement endorsement, the com- 
pany agreed to oA'er settlement of a specified amount without regard to 
the insured's legal liability for damages provided the person or per- 
sons having a cause of action against the insured executed a full re- 
lease for all claims for damages arising out of the a, ccident. 

The amount recoverable by the personal representatives under the 
standard liability policy as damages for the decedent's death under 
a, proved claim does not represent insurance on the decedent's life 
within the meaning of section 2049(1) of the Internal Revenue Code 
of 1954. For the same reason, the amount received in settlement 
under the voluntary settlement endorsement does not become classi- 
Bable as insurance on the life of the passenger merely because it is 
payable in settlement without requiring proof of the insured's legal 
liability for damages. While the amount was paid pursuant to the 
terms of a contract between the insured and the insurance company, 
the decedent's personal representative could not, after accepting the 
payment, prosecute a claim for damages under any statute imposing 
a liabilit~y for wrongful death. The voluntary settlement endorse- 
ment provided that payment was to be conditioned upon the execu- 
tion of a full release of all claims for damages for the death. The 
insurer is thus relieved from any liability under the standard liability 
policy. 

In view of the foregoing, it is held that vvhere a contract between 
an insurance carrier and the owner of an airplane provides for the 
payment of a sum certain to the personal representatives of any 
individual who dies as the result of an accident while a passenger 
on the airplane and that such payment shall be conditioned upon the 
execution of a release of all claims for damages against the insured, 
the proceeds thereof are not includible in the decedent's gross estate 
for Federal estate tax purposes under section 9049 of the Internal 
Revenue Code of 1954. 

However, if the contract between the insurance carrier and the 
owner of the airplane had provided that the insurance company would 
unconditionally pay an agreed amount to the estate of any passenger 
who died as a result of an accident while a passenger on the airplane, 
the acceptance of such amount would have constituted insurance re- 
ceivable by the executor of the decedent's estate and includible in the 
decedent's gross estate for Federal estate tax purposes under section 
9049 of the Code. 
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PART V. — TAXABLE ESTATE 

SECTION 905'. — EXI'ENSES, INDEB TEDNESS, AND TAXES 
Rev. Rul. 57 — 78 

Xvhere income receivcll by the decedent is included in a joint in- 
come tax return filed by the decedent's estate and his surviving 
spouse, the amount of income tax attributable to the decedent's in- 
conle, for the purpose of determining the amount allowable as a 
deduction under section 2058 of the Internal Revenue Code of 1054, 
shall be considered to be that proportion of the joint tax liability 
determined for the period covered by the joint return which the 
amount of income tax for which the decedent would have been liable 
if he had filed a separate return for that period bears to the total 
amount of income tax for which the decedent and his spouse would. 
have been liable if both spouses had filed separate returns for that 
period. For purposes of this computation, there is taken into ac- 
count a tax computed on the income of the decedent for the part of 
the year immediately prior to the date of his death (a fractional 
year) and a tax computed on the income of the surviving spouse 
for the entire year, 

Revenue Ruling 50 — 200, C. B. 1050 — 1, 445, clarified. 

Clarification of Revenue Ruling 56 — 290, C. B. 1956 — 1, 445 lias been 
requested with respect to the use of the term "for that period" in de- 
termining the amount of income tax attributable to the decedent 
allowable as a deduction under section 90M of the Internal Revenue 
Code of 1954 where the income of the decedent has been included in a 
joint income tax return. 

Revenue Ruling 56 — 290, 8upxa, holds, in part, that where income 
received by the decedent during liis lifetime is included in a joint 
income tax return filed by the decedent and his spouse, or by the de- 
cedent's estate and the surviving spouse, the decedent's income tax 
liability for the period covered by the return shall be considered to 
be that proportion of the joint tax liability determined for that period 
which A (the amount of income tax for which the decedent would have 
been liable if he had filed a separate return for that period) bears to B 
(the total of the amount for which the decedent would have been 
liable and the amount for wliich the spouse would have been liable 
if both spouses had filed separate returns for that period) . 

It has been suggested that the term "for that period" is subject to 
two possible interpretations for the reason that, in computing the in- 
come tax for which the decedent's spouse would have been liable if she 
had filed a separate return, "for that period" could mean a like period 
ending with the decedent's death or could mean a period of 19 months. 

Section 441(b) of the Internal Revenue Code of 1954 provides, in 
part, as follow: 

For purposes of this subtitle, the term "taxable vears" means— 

the period for which the return is made, if a return is made for a period 
of less than 12 months. 

Section 6018 (c) of the Code reads as follows: 
TREATMENT ox ToiNT RETURN AFTER DEATH oF EITHER SPovsE. — For PurPoses 

of section 21, 448, and 7851(a) (1) (A), where the husband and wife have 
diiTerent taxable vears because of the death of either spouse, the joint return 
shall be treated as if the taxable years of both spouses ended on the date of the 
closing of the surviving spouse's taxable year. 
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For the purpose of section 20M of the Code in determining the 
de«dent's share of the tax liability sho~n on a joint return of the 
decedent and his spouse for the year in which he died, there is taken 
into account in the computation a tax computed on the income of the 
de«dent for tlute part of the year immediately prior to the date of his 
death («ta«ioflal year) and tax computed on the income of the sur- 
»~ lng spouse for the entire year. For example, assume that on the 
basis of a separate return the income tax liability of a decedent on his 
income for the period prior to the date of his death would have been 
$4, 000 and the income tax liability of his spouse on the basis of a 
separate return for the entire year would have been $8, 000. The tax 
liability shown on the joint return which has been filed is $11, 760. 
The decedent's share of. the tax shown on the joint return is computed 
as follows: 

X $1 1, 760 = $3, 020 

SUBTITLE C. — EMPLOYMENT 

CHAPTER 2L — FEDERAL INSURANCE CONTRIBUTIONS 
ACT 

SUBCHAPTER A. — TAX ON Eit'IPLOYEES 

SECTION 3102. — DEDUCTION OF TAX FROM WAGES 
26 CFR 81. 3102 — 1: Collection of, and liability 

for, employee tax. 

The deduction of employee tax from wages by the employer. See 
Rev. Rul. 57 — 12, page 858. 

SUBCHAPTER C. — GENERAL PROVISIONS 

SECTION 3121. — DEFINITIONS 
26 CFR 81. 8121 (a) — 1: Wages. Rev. Rul. 57 — M 

The Y corporation merged with the X corporation under conditions 
which qualify them as predecessor-successor employers within the 
contemplation of section 3121(a) (1) of the Federal Insurance Con- 
tributions Act. Upon completion of the mer "er, all of the employees 
of the Y' corporation were immediately transferred to the employ 
of the X corporation. C, one of the employees involved, had also 
performed services for the X corporation during the same calendar 
year and prior to the merger. Each corporation had paid the maxi- 
mum employer tax of 884 with respect to wages paid to C for his 
services. Ifeld, neither corporation may obtain a refund of the em- 
ployer tax paid by it prior to the merger with respect to C's wages. 

Rev. Rul. S~ros, C. B. 105o — 2, 304, modified. 

Advice has been requested whether the ~Y corporation ~ould be 
entitled to a refund of the emplover tax paid with respect to wages 
paid to an employee prior to its merger with the Y corporation under 
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the circumstances described below, in view of the provisions of section 
3121(a) (1) of the Federal Insura~nce Contributions Act (chapter 21, 
subtitle C, Internal Revenue Code of 1954), relating to predecessor- 
successor employers. 

On October 1, 1955, the X corporation purchased all of the outstand- 
ing capital stock of the E corporation. Thereupon, the X corporation 
was merged with and became a branch of the X' corporation. The 
X corporation retained its corporate existence. All the employees 
of the I corporation were immediately transferred to the payroll of 
the E corporation. One of the employees involved in the transfer, 
hereinafter referred to as C, had also performed services for the 
X corporation during the same calendar year and prior to the merger. 
At the time of the merger, each corporation had paid employer tax 
of $84 with respect to 0's wages. The corporations qualify as 
predecessor-successor employers within the contemplation of section 
3121(a) (1), supra. 

Under the provisions of section 3121(a) (1), a successor employer 
may combine the wages paid to an employee by a predecessor em- 

ployer with the wages paid by it to the same employee during the 
calendar year in applying the $4, 200 limitation on wages prescribed 
by such section. It is the position of the Internal Revenue Service 
that the relief a8orded successor employers by that section from the 
multiple payment of taxes in those cases where the same employees 
are continued in service following a consolidation or merger of two 
or more employers is prospective rather than retrospective, that is, 
such relief will extend only to remuneration for employment paid by 
a successor employer for services performed subsequent to a merger 
or consolidation. Prior to the merger in the instant case, the em- 

ployers were separate and distinct employing entities. An employee 
who performed services for both corporations prior to the merger is 
considered to have been engaged in multiple employment for purposes 
of the employee tax special refund provisions of section 6413(c) (1) 
of the Code. 

However, there is no provision under the law or regulations whereby 
an employer may obtain a refund of any portion of the employer tax 
which attaches to the first $4, 200 of remuneration paid by an employer 
to an employee during the calendar year except as contemplated by 
section 3121(a) (1) in the case of wages paid by a successor employer 
subsequent to the merger or consolidation. See Rev. Rul. 55 — 584, 
C. B. 1955 — 2, 394. Since the L' corporation and the X corporation, 
as separate and distinct employing entities prior to the merger, were 
each liable for the taxes imposed under the Act with respect to the 
first $4, 200 of wages which each paid to C with respect to services 
performed prior to the merger, no portion of the employer tax paid 
by each corporation with respect to such wages is refundable to either 
corporation. 

To the extent that Revenue Ruling 55 — 584, supra. , may be construed 
to extend the benefits of section 3121(a) (1) of the Code to all cases 
involving predecessor and successor employers irrespective of whether 
the wage payments were made prior to or subsequent to the merger 
or consolidation, it is hereby modified. 
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(Also Sections 8806, 8401; 81. 8806(b) — 1. ) Rev. Rul. 57 — 88 
Certain payments made by employers direct to employees, pur- 

suant to a union contract of eruployment, for the purpose of pur- 
chasing individual hospitalization and surgical insurance coverage, 
constitute wages" for purposes of the Yederal employment taxes. 

advice has been requested relative to the applicability of the taxes 
iinposed by the Federal Insurance Contributions Act, the Federal 
Unemployment T;ix Act, and the Collection of Inconie Tax at Source 
on AVages (chapters 21, 28 and 24, respectively, subtitle C, Internal 
Revenue Code of 1954), to payments made by member employers of 
an employers' association to employees for use in the purchase of 
hospitalization and surgic;il insurance coverage. 

Pursuant to the contiact of employment entered into between the 
association on behalf of its members and the employees' union, the 
member employers are required to pay a stipulated sum weekly to 
each employee covered by the agreement for the purchase of individual 
hospitalization and surgical insurance coverage. AVhere less than a 
full week is worked, the agreed-upon amount is prorated on a percent- 
age basis per shift worked. It is further agreed that in lieu of these 
weekly payments the meniber employers may provide individual hos- 
pitalization and surgical insurance benefits to their union employees 
uncler a company plan, provided written notice is given to the union. 

As specifically agreed to by the parties concerned, the payment of. 
the sum per week is for the express purpose of purchasing the lios- 
pitalization and surgical insurance benefits for covered employees. 
YVhere member employers have no existing company program to cover 
their employees, the union assumes the responsibility of making sure 
that its members spend the sleekly payment for such benefits. The 
union has m;isle direct arrangements with a hospital service for this 
purpose and in no instance are payments under the contract being 
mad. e or used for a purpose otlier tlian providing the hospitalization 
and surgical insurance benefits. 

For purposes of the Federal Insurance Contributions Act, the 
Federal U'nemployment Tax Act, and the Collection of Income Tax at 
Source on )%ages, "wages" consist of all remuneration for services 
performed by an employee for his employer, including the cash value 
of all remuneration paid in any medium other than cash, with certain 
exceptions not here material. 

The payments in the instant case are required untler the terms of 
a labor agreement governing employee relations of the employers here 
involved, they are directly related to the units of services performed 
by t' he employees, anil tliey are paid directly to the employees by the 
employers. Thus, they constitute a basic part of the compensation 
of each employee involved. Accordingly, it is held that such pay- 
ments which are made by the employers directly to the employees 
constitute "wages" for "employment" for purposes of the Federal 
employment taxes (chapters 21, 28, and 24, supra) and are includible 
in the gross income of the employees under section 61 of the 1954 Code. 

The fact that the union assumes the responsibility for the dis- 
position of such payments by the employees and the purchase of 
hospitalization and surgical insurance is immaterial. 

In reaching these conclusions, consideration was given to S. S. T. 
146, C. B. 1987 — 1, 448, S. S. T. 284, C. B. 1987 — 2, 458, and I. T. 8788, 
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C. B. 1945, 90, which hold that the payments by the employers under 
the circumstances present in those rulings do not constitute wages. 
It is believed that the facts in the instant case are distinguishable 
from the facts and circumstances in those rulings and, therefore, 
justify the conclusions reached herein. 

(Also Sections 8306, 3401; 61. 8806 (b) — 1. ) Rev. Rul. 57 — 55 

A payment made by an employer to an employee, who has been 
reinstated and granted back pay for time lost, pursuant to an order 
issued by the National Labor Relations Board, constitutes "wages" 
for Federal employment tax purposes. In the case of a payment of 
back pay to an employee under an order of the Board which 
makes the employer and a labor organization jointly and sever- 
ally liable, such payment will, for Federal employment tax purposes, 
be treated as "wages" paid by the employer regardless of whether the 
actual payment is made by the employer or the labor organization; 
however, where the order of the Board is directed exclusively to a 
labor organization, the payment of the back pay award will not be 
treated as a payment of "wages. " 

The Internal Revemle Service has been requested to determine 
whether certain payments made to employees by their employer or by 
a labor organization, pursuant to "back pay orders" issued by the 
National Labor Relations Board, constitute "wages" for Federal em- 
ployment tax purposes. 

The National Labor Relations Act, 61 Stat. 136, 29 U. S. C. 160, as 
amended, empowers the National Labor Relations Board to remedy 
the illegal discharge of an employee by directing reinstatement and 
requiring the payment of back pay by the employer or labor organiza- 
tion, as the case may be, responsible for such improper discharge. 

In a proceeding under the National Labor Relations Act, an em- 
ployer and a labor organization may be made joint respondents by a 
complainant employee with respect to particular discriminatory acts 
alleged in the complaint. In some instances, however, a labor or- 
ganization may be the sole respondent in an action designed to obtain 
redress for the alleged misconduct of the labor organization in causing 
an employer to discriminate against employees in violation of section 
8(b) (9) of the. Act. In other cases, the sole respondent may be the 
employer, who is charged with discriminatory conduct, against an 
employee or employees in violation of section 8(a) (3) of the Act. In 
any event, the Board's jurisdiction in a particular case is limited to 
the particular party or parties against whom a complaint has been 
brought. 

Where an employer and a labor union are joint respondents, the 
Board makes them jointly and severally liable for the payment of 
any award of back pay. Where the order with respect to back pay 
is issued in a case involving both the employer and a labor organ- 
ization, the Board is not concerned under a joint and several order 
as to who might make the back payment. The parties may make the 
payment to the employee under any arrangements they might see 
fit. The Board's sole concern is that the employee receive the proper 
amount. Accordingly, payment might be made in various ways. 
For example, the employer or the labor organization might pay with 
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or without contribution by the other. Again, either might pay the 
required amount to the employee directly, after contribution by the 

Still again, each may pay a part directly to the employee. 
exceptions not here inaterial sec 

Federal Insurance Contributions Act (chapter 21, subtitle C, Internal 
Revenue «de of 1'054) defines the term "wages" as "all remuneration 
for emplovment, " and the term "employment" as "any service, of 
whatever nature, performed by an employee for the person employing 
him. " 

On the basis of the decision of the Supreme Court of the United 
States in the case of 8ock&t Security Board v. Joseph Nierot1eo, 327 
U. S. 858, it is the position of the Internal Revenue Service that in 
situations involving an employer-respondent alone, the amounts re- 
ceived by an aggrieved employee of such employer under a "back 
pay award" orde~r by the National Labor Relations Board constitute 
"wages" for Federal Insurance Contributions Act, purposes. Ini 
such situations, a wrongfully discharged employee should be treated, 
for the period of wrongful discharge, as an "employee" of the em- 
ployer who had wrongfully discharged him. See Mim. 6040, C. B. 
1946 — 2, 155. 

It is necessary to identify amounts paid to an individual as re- 
muneration for services rendered in an employer-employee relation- 
ship existing between the parties in order to subject such payments 
to the taxes imposed under the Federal employment tax statutes. In 
the situation described herein, where the pa, yment is made by the 
employer, both the requisite relationship and the payment are present. 
These factors also are considered to be present in the situation where 
an employer and a labor organization are joint respondents, regard- 
less of the arrangements between the employer and the labor organ- 
ization as to who will make the actual payment to the employee. 
Ho~ever, a payment of a back pay award made by a labor organization, 
pursuant to an order by the Xational Labor Relations Board, directed 
exclusively to the labor organization as a result of a proceeding to 
which the employer is not a party, cannot be considered as a payment 
by the employer, or on behalf of the employer, since the requisite 
relationship does not exist. 

It is therefore the further position of the Internal Revenue Service 
that in the case of a payment of back pay to an employee, pursuant to 
an order of the National Labor Relations Board which makes both 
the employer and a labor organization jointly and severally liable, 
such payment will, for Federal Insurance Contributions Act pur- 
poses, be treated as "wages" paid by the employer regardless of 
whether the actual payment to the employee was made by the em- 
ployer or by the labor organization. However, a payment of back 
pay by a labor organization, pursuant to an order of the Board di- 
rected exclusively to such labor organization and in a proceeding to 
which the individual's employer is not, a party, will not be treated as 
a. payment of "wages" for such purposes. 

The above conclusions are also applicable with respect to the tax 
imposed by the Federal Unemployment Tax Act and for purposes of 
the Collection of Income Tax at Source on Wages (chapters 28 and 
24, respectively, subtitle C, Internal Revenue Code of 1954). 
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Rev. Rul. 5V — 99 (Also Section 3306; 31. 3306(b) — 1. ) 
Bonuses attributible to services performed as employees, but paid 

in installments to former employees after termination of the em- 
ployment relationship are remuneration for services performed in 
"employment" and, therefore, constitute "wages" at the time of 
payment, for purposes of the Federal Insurance Contributions Act 
and the Federal Unemployment Tax Act. 

Any bonuses received by such former employees after they have 
attained the age of 65 are not excluded from "wages" under sections 
3121(a) (9) and 3306(b) (8), respectively, of the above Acts. 

Advice has been requested relative to the treatment for purposes of 
the Federal Insurance Contributions Act and the Federal Unemploy- 
ment Tax Act (subtitle C, chapters 91 and 93, respectively, Internal 
Revenue Code of 1954) of certain bonus payments made by a company 
under its bonus plan to former employees subsequent to the termina- 
tion of their employment relationship. Advice also has been re- 
quested whether any difi'erent treatment will be accorded these bonus 
payments if the recipient has attained tlie age of 65. 

The company inaugurated a bonus plan for the purpose of providing 
greater incentive for employees by rewarding them with additional 
cash compensation. Pursuant to the plan, bonuses in the form of 
cash, common stock of the company, or cash to be invested in such 
stock, are awarded to those employees who have contributed in an 
unusual degree to the success of the company by their inventions, 
ability, industry, and loyalty. A bonus fund is maintained by the 
company for this purpose. 

Bonus awards are payable to the recipients thereof in installments. 
The first payment, representing one-fourth of any such award, is 
payable at the time the award is made, while the balance thereof gen- 
erally is payable in equal annual installments. The company's bonus 
custodian is required under the plan to open an account for each 
beneficiary to whom a bonus is awarded, crediting him immediately 
with one-fourth of the bonus award, either in shares of stock or cash, 
as the case may be. The remaining three-fourths is credited to the 
account of such beneficiary at a specified percentage each month. 

If the beneficiary leaves the service of the company or is dismissed, 
he receives any undelivered portion of his award which was credited 
to his account. The part of the award which was not credited to 
his account is forfeited; however, the employee may continue as a 
beneficiary and participate in the award to such extent and under 
such conditions as the company's bonus and salary committee or the 
executive committee may determine. Beneficiaries retired on pensions 
do not forfeit any rights with respect to the bonus awards. Tbus, a 
pensioner receives his undelivered bonus at the same time and under 
the same conditions as he would have received it had he remained in 
the service of the company. 

Forfeiture of the bonus award is also usually waived in the case of 
employees who leave because of disability and are not eligible for a 
pension, or those who are dismissed through no fault of their own due 
to lack of work, such as where a plant may be discontinued. 

Section 31o1(a) of the Federal Insurance Contributions Act pro- 
vides, in part, as follows: 

W&oEs. — For purposes of this chapter the term "wages" means 
all remuneration for employment, including the cash value of all re- 
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muneration paid in any mediu~ other than cash; except that such 
term shall not include— 

:I: s 
(0) Any payment (other than vacation or sick pay) made to an 

employee after the month in which he attains the age of 05, if he 
did not work for the emplover in the period for which such payment 
is made; **" 

Section 3300(b) (8) of the Federal Unemployment Tax Act con- 
tains provisions iclentical to those quoted above. 

In the instant case, it is concluded that the bonus plan maintained 
by the company contemplates payment of the bonus awards to former 
employees in consideration of past services. Accordingly, it, is held 
that the bonus awards paid under the plan to former employees 
subsequent to the termination of their employment relationship, con- 
stitute renumeration for. services performed in "employment, " and, 
therefore. are wages" at the time of payment for purposes of the 
Federal Insurance Contributions Act a, nd the Federal Unemployment 
Tax Act. 

Sections 31. 3121(a) (9) — 1 and 31. 3306(b) (8) — 1 of the Employment 
Tax Regulations, applicable to the Federal Insurance Contributions 
Act, and the Federal Unemployment Tax Act, respectively, provide 
that the term owages" does not include any payment (other than 
vacation or sick pav) made by an employer to an employee after the 
calendar month in which the employee attains age 05, if: (1) such 
employee does no work (other than being subject to call for the per- 
formance of work) for such employer in the period for which such 
payment is made; and (o) the employer-employee relationship exists 
between the employer and employee throughout the period for which 
such payment is made. Since the bonus awards are made in the 
instant case in consideration of the past services rendered by the recip- 
ients, it cannot be said that they did not work for the employer in 
the period, or periods, for which such payments are made. Accord- 
ingly, it is held further that the bonus awards received by those 
former employees who have attained the age of 65 are not excluded 
from "wages" by virtue of the provisions of sections 3191(a) (9) and 
3306(b) (8) of the Federal Insurance Contributions Act and the 
Federal Unemployment Tax Act, respectively. 

Rev. Rul. 57 — 135 (Also Sections 61, 3401. ) 
Amounts remitted to a religious organization by a hospital for 

services performed for the hospital by volunteer unpaid workers, 
who are assigned by the religious organization to render such serv- 
ices, do not constitute "wages" for Federal Insurance Contributions 
Act and income tax vvithholding purposes and are not includible in 
the gross income of the volunteer workers. 

Advice has been requested whether amounts paid by a hospital to 
an oScial church committee constitute "wages, ' for purposes of the 
Federal Insurance Contributions Act and the Collection of Income 
Tax at Source on Wages (chapter ol and 24, respectively, subtitle C, 
Internal Revenue Code of 1054), of volunteer workers with respect 
to ~hose services the amounts are paid. 

The committee in the instant case is the o%cial organization of the 
churches of a particular religious denomination to carry on a relief 
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and rehabilitation program throughout the world, as well as an assist- 
ance program within the United States. The committee directs a 
"volunteer service program" under which young people from the mem- 
ber churches serve on a gratuitous basis. These unpaid volunteers 
are sent by the committee to perform services in connection with com- 
munity projects, mental hospitals, reform schools, institutions for 
handicapped individuals, and similar establishments and projects. 
The committee receives no remuneration for the services which these 
volunteers render for some of the establishments; however, it does 
receive a contribution for such services from some of the others the 
amount of which is based primarily on the prevailing pay scale wIlich 
individuals receive for such work in such institutions. The volunteers 
do not receive any remuneration for the services which they render. 

For purposes of the Federal Insurance Contributions Act and the 
withholding of income tax, "wages" constitute all remuneration for 
services performed by an employee for his employer, including the 
cash value of all remuneration paid in any medium other than cash, 
with certain exceptions not here material. 

The hospital is not considered the employer of the volunteer workers 
sent to perform the services here involved. Consequently, the hos- 
pital is not liable for the taxes under the Federal Insurance Contri- 
butions Act with respect to the amounts paid to the committee; neither 
is it required to withhold any tax therefrom for income tax withhold- 
ing purposes. 

Because the services are rendered directly and gratuitously to an 
organization of the type described in section 170(c) of the Internal 
Revenue Code of 1954, the amounts paid to the committee by the 
hospital do not constitute gross income to the volunteer workers who 
perform the services. Compare Rev. Rul. 71, C. B. 1953 — 1, 18. 

Strike benefits received by members of a labor union. See Rev. Rul, 
57 — 1, page 15. 

Noncash remuneration paid to retail commission salesmen. See 
Rev. Rul. 57 — 18, page 354. 

Contributions by an employer to separate and individual trusts each 
providing certain unemployment benefits to a designated employee. 
See Rev. Rul. 57 — 87, page 18. 

Tips received by a waiter for the performance of services as an 
employee. See Rev. R, ul. 57 — 71, page o77. 

26 CFR 31. 8191(b) (7) (1): Services in employ of Rev. Rul. 57 — 56 
States or their political subdivisions or 
instrumentalities. 

(Also Section 8806; 81. 8306(c) (7) -1. ) 
Services performed by individuals under the jurisdiction of the 

N association, which is engaged in conducting an agricultural fair 
for 3I county, a political subdivision of the State of California, sub- 
ject to a contract with the county, are excepted from "employment" 
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bV sections 3121(b)(7) and 3366(c)(7) ot the Federal Insurance 
Contributions Act and the Federal Unemployment Tax Act, 
respectively. 

Ad~ice lias been requested as to the status, for purposes of the 
Federal Insurance Contributions Act (chapter 21, subtitle C, In- 
ternal Revenue Code of ]954) of individuals who perform services 
under the jurisdiction of the N a~ssociation where the association is con- 
ducting an agricultural fair for N county under the circumstances set 
forth belo~. 

Sections 25905 and 25906 of the Government Code of the State of 
California authorize any county of such State to enter into a contract 
with a nonprofit association for such association to hold and operate 
a county agricultural fair as the agent of the county. Pursuant to 
such statutory provisions, the flf county, a political subdivision of the 
State of California, , entered into a contract with the N association, a 
nonprofit organization, whereby the latter agreed to hold and con- 
duct an annual county agricultural fair on the county's fair grounds. 
Such contract covers a period of five consecutive years. Under the 
contract, the county constitutes and appoints the association as its 
agent to manage the fair and to use and possess the fair grounds during 
the contractua, l period. 

The contract recites that the agency therein created is for the public 
benefit and that the association shall assume executive management 
and control of the fair, subject, however, to the direction, supervision, 
and ultimate control of the county. The association agrees to assume 
all obligations and to pay all expenses incurred by it in the operation 
of the fair and fair grounds except those expenses for which funds 
are allocated or appropriated by the county and state for certain 
specific purposes. In return, the county authorizes the association to 
retain and use all monies received by the association from the operation 
of the fair and the fair grounds to meet such obligations and to pay 
such expenses. The association agrees to deposit within 60 days 
after the conclusion of each fair all net proceeds received by it, from 
whatever source, with the county treasurer. The association is also 
required to submit its annual budget for the approval of the county 
board of supervisors, showing the estimated revenues and proposed 
expenditures from all sources during the ensuing calendar year. The 
contract further provides that the association shall file with the county 
a complete itemized statement of all receipts and disbursements for 
each fair held and to maintain any record retained by it as public 
records. The operations in the instant case were carried out in accord- 
ance with the terms of the contract. 

Sections 25905 and 25906, supra, provide that upon the dissolution 
of any such corporation or association all property and assets thereof 
within the county with which it contracts shall be paid to such countv. 

Section 3121(b) (7) of the Federal Insurance Contributions Act ex- 
cepts from "employment" service performed in the employ of a state, 
or any political subdivision thereof, or any instrumentality of any 
one or more of the foregoing, which is wholly owned by one or more 
states or political subdivisions. 

Section 3806(c) (7) of the Federal Unemployment Tax Act con- 
tains a similar provision. 

484787' — 58 — 21 
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It is held that the N association is acting as agent of cV county and 
that the individuals who perform services under the jurisdiction of 
the association in connection with the fair are employees of the county. 
It is also held that such services are excepted from "employment" by 
sections 8121(b) (7) and 8806(c) (7) of the Federal Insurance Contri- 
butions Act and the Federal Unemployment Tax Act, respectively, 
and the taxes imposed by the Acts are not applicable to the remunera- 
tion for such services. 

See Revenue Ruling 55 — 819, C. B. 1955 — 1, 119, relative to coverage 
of state employees under the Social Security A. ct. 

(Also Sections 8806, 840o; 81. 8806(c) (7) — 1. ) Rev. Rul. 57 — 120 

The N soil conservation district, organized pursuant to chapter 
40, Minnesota Statutes 1053, for the purpose of carrying out a state 
soil conservation program in cooperation with the Soil Conservation 
Service of the United States Department of Agriculture and operated 
by a board of supervisors elected or appointed in accordance with 
state law, is a political subdivision of the State of Minnesota. 
Services performed in its employ are excepted from "employment" 
under sections 3121(b) (7) and 3300(c) (7) of the Federal Insur- 
ance Contributions Act and the Federal Unemployment Tax Act, 
respectively. 

Personnel furnished to the district by the Soil Conservation Serv- 
ice of the Department of Agriculture are employees of that Service, 
and no liability under the Acts is incurred by the district with 
respect to the services of such personnel. 

Advice has been requested whether a soil conservation district 
organized and operated pursuant to chapter 40, Minnesota Statutes, 
1958, is a political subdivision of the State for Federal employment 
tax purposes. 

The N soil conservation district was organized for the purpose of 
carrying out a state soil conservation program in cooperation with the 
Soil Conservation Service of the United States Department of Agri- 
culture. The Minnesota statutes declare that the conservation of the 
soil and soil resources of the State is for the public welfare, health, 
and safety of the people of Minnesota and provide for the establish- 
ment of soil conservation districts for carrying out such purposes. 
Under the law each conservation district so organized is declared to 
constitute a government subdivision of the State, and a public body, 
corporate and politic, exercising such public powers as are granted 
to it by statute. The membership of the N soil conservation district 
is composed of occupiers of lands located within its boundaries. The 
district is governed by a board of five supervisors, elected or ap- 
pointed in accordance with the provisions of the law. The Soil Con- 
servation Service of the United States Department of Agriculture 
furnished the district with certain technical and clerical personnel. 
The disbursements of the district are made from fees collected from 
members for services rendered, from funds allocated by the United 
States Department of Agriculture and from State appropriations. 
The disbursements of such funds is subject to State audit. In the 
event of dissolution, all funds and the proceeds from the sale of all 
property belonging to the district will be covered into the State 
treasury. 
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ter 21 s 
tion 3121 (b) of the Federal Insurance Contributions Act (chap- 1, -btitle C, Internal Revenue Code of ]. 954), excepts from the elm "employment, " as that term is defined in the Act: 

subdivision there 
( ) ervlee ~ performed ln the employ of a State, or any polltlcal 

which is wholl 
on thereof, or ally instrunlentality of anV one or more of the foregoing 's wholly owned by one or more States or political subdivisio»; 

Section 3806(c) (7) of tile Federal Unemployment Tax Act (chapter 24, subtitle C, Code of 1M4) contains a similar provision. In view of the foregoing, it is concluded that the N soil cense»a- 
tion district is a politic~al subdivision of the State of Minnesota. Se»- 
ices performed in its employ are excepted from "employment" by sections 8121(b) (7) and. 3606(c) (7) of the Federal Insurance Con- 
tributions Act and tile Federal Unemployment Tax Act, respectively, and the taxes imposed by these Acts are not applicable to the remu- 
neration for such services. However, under chapter 24, subtitle C, 1954 Code (Collection of Income Tax at Source on Wages), the district 
is responsible for withholding income tax from wages paid its 
employees. 

It is further concluded that the individuals furnished the district 
by the Soil Conservation Service of the United States Department of 
Agriculture are employees of such Service. No liability is incurred 
by the N soil conservation district for the payment of Federal Insur- 
ance Contributions Act and Federal Unemployment Tax Act taxes 
with respect to the services of such individuals. 

See Rev. Rul. 55 — 610, C. B. 1055 — 1, 119, relative to coverage of state 
employees under the Social Security Act. 

(Also Sections 8806; 31. 8306 (c) (7) — 1. ) Rev. Rul. 57 — 128 
An association organized and operated by the heads of the 

insurance departlnents of the several states, pursuant to express 
or ilnplied statutory authority for the purpose of performing a 
governmental function in connection with the administration of 
state insurance laws, is an instrumentality v holly owned by the 
the several states. Services performed in the employ of such as- 
sociation are excepted from "employment" by section 3121(b) (7) 
of the Federal Insurance Contributions Act and section 3306(c) (7) 
of the Federal I)nemployment Tax Aet and the renluneration 
therefor is not subject to the taxes imposed under such Acts. 

Advice has been requested concerning the status for Federal em- 
ployment tax purposes of. an association organized and operated by 
the heads of the insurance departments of the several states in con- 
nection with the administration of the state insurance laws. 

The instant association is a voluntary unincorporated organization 
formed by state insurance ojlicials to promote uniformity in legislation 
afFecting insurance, to encourage uniformity in departmental rulings 
under the insurance laws of tlie several states, to disseminate in- 
formation to insurance supervisory oScials, and to protect the interests 
of insurance policyholders of the various states, territories, and insular 
possessions of the United States. The membership of the association 
consists of commissioners, directors, superintendents, or other o%cials 
who by law are charged with the responsibility of supervising the 
insurance business within their respective states, territories, etc. The 
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o%cers of the association are selected from members and their duties 
are prescribed by the bylaws. The managment of its a8airs is vested 
in an executive committee consisting of eight members and ex ofiicio 
the ofiicers of the association. The income is derived principally from 
amounts assessed agains insurance companies by the insurance de- 
partments of the various states and by state contributions. A small 
part of the income is derived from the sale of data prepared by the 
association on security valuations. No part of the net profits of the 
association inures to the benefit of any private individual. 

Section 8121(b) (7) of the Federal Insurance Contributions Act 
(chapter 21, subtitle C, Internal Revenue Code of 1954) excepts from 
"employment" service performed in the employ of a state, or any 
political subdivision thereof, or any instrumentality of any one or 
more of the foregoing, which is wholly owned by one or more states 
or political subdivisions. Section 8806(c) (7) of the Federal Unem- 
ployment Tax Act (chapter 28, subtitle C of the Code) contains a 
similar provision. 

In cases involving the status of an organization as an instrumental- 
ity of one or more states or political subdivisions, the following factors 
are taken into consideration: (1) whether it is used for a govern- 
mental purpose and performs a governmental function; (2) whether 
performance of its function is on behalf of one or more states or 
political subdivisions; (8) whether there are any private interests 
involved, or whether the states or political subdivisions involved have 
the powers and interests of an owner; (4) whether control and super- 
vision of the organization is vested in public authority or authorities; 
(5) if express or implied statutory or other authority is necessary for 
the creation and/or use of such an instrumentality, and whether such 
authority exists; and. (6) the degree of financial autonomy and the 
source of its operating expenses. 

The association was formed and is used to further the governmental 
function of supervising the insurance business. It serves as a central 
unit in the performance of duties common to each member in his o6- 
cial capacity as head of the insurance department of his state. Fur- 
ther, it takes the place of a comparable administrative unit which 
would otherwise have to be maintained in the insurance department of 
each state. Consequently, it appears that the association constitutes 
a part of the state governmental machinery for the administration of 
the insurance laws of the respective states. No proprietary interest in 
the association exists other than those of the states themselves, which 
through the membership of their officers have the powers and interests 
of an owner. The states, through their oScers, have the right collec- 
tively to dispose of the assets of the association. Therefore, it follows 
that the association is an instrumentality wholly owned by the states. 

Accordingly, it is held that the association is an instrumentality 
wholly o~ned by the states and services performed in its employ are 
excepted from "employment" by reason of the provisions of section 
8121(b) (7) of the Federal Insurance Contributions Act and section 
8806(c) (7) of the Federal Unemployment Tax Act (chapters 21 and 
28, respectively, subtitle C, Internal Revenue Code of 1954). There- 
fore, the remuneration for such services is not subject to the taxes im- 
posed by such Acts. However, such remuneration is subject to the 
withholding of income tax under section 8402 of the code. 
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26 CFR 81. 3121(b) (8) — 1: Services performed Rev. Rul. 57 — 120 
by a minister of a church or a member of a 
reli& ious order. 

(Also Section 8401. ) 
Status, fol' Federal e&nploynieilt tax purposes, of duly ordained 

commissioned, or licensed ministers performing secular service»n 
the headquarters' office of a church &lenomina. tion 

The Internal Revenue Service has been requested to determine 
whether certain services performed for a cluirch denomination in its 
headquarters o%ce by its duly ordained, commissioned or licensed 
ministers, under the circumstaiices described below, constitute services 
"in the exercise of their ministry" and, accordingly, are excepted from 
"employment, " for Federal employment tax purposes. 

The denomination for which the services in question are performed 
was incorporated as a, religious body dedicated to the furtherance of 
the gospel. Sucli work is c~arried on by various district organizations, 
each of which is under the supervision of the parent organization's 
national headquarters. In connection therewith, the denomination 
owns and operates a publishing house for the publication of religious 
periodicals and other literature. In the operation of its headquarters' 
office the denomination employs approximately 500 indivicluals of 
whom 75 are duly ordained or licensed ministers. Eight of these 
ministers constitute the executive stafi' and are elected oScers of the 
church denomination and ofiicers of the corporation. All of the other 
ministers serve under the supervision of the executive staR. Certain 
administrative positions in the headquarters' various departments are 
filled by ministers. Among those ministers serving as departmental 
administrators are the foreign field secretaries and the editor of the 
church periodical, as well as the secretaries of the following depart- 
ment: radio, Sunday School literature, finance, education, evangelism, 
Sunday Schools, and youth work. Other ministers perform services 
as stenographers, mail clerks, file clerks, and janitors. All of the 
above ministers have the authority to conduct religious worship alid 
to perform sacerdotal functions even though they are engaged by the 
denomination to perform what is considered "secular work. " Al- 
though they devote full time to their appointed tasks and no longer 
act as pastors of churches, some of them, upon invitation, speak in 
neighboring churches and others have regular preaching appoint- 
ments in small churches that do not engage full-time pastors. All of 
the ministers are free to accept or reject o8ers of employment in the 
headquarters oSce. While the executive stafF may seek qualified per- 
sons for certain tasks, no arbitrary authority is given to ecclesiastical 
superiors to appoint ministers to any departmental work. 

The organization (the church denomination corporation) has been 
granted exemption from Federal income tax as a religious organiza- 
tion of the character described in section 501(c) (8) of the Internal 
Revenue Code of 1054. However, exemption under the Federal In- 
surance Contributions A. ct (chapter 21, subtitle C, Interna. l Revenue 
Code of 1954) has been waived in order to provide coverage for its 
employees under Title II of the Social Security Act, as amended. 

Section 3121(b) (8) (A. ) of the Federal Insurance Contributions 
Act excepts from "employment" services performed by a duly ordained, 
commissioned, or licensed minister of a, church in the exercise of his 
ministry. 
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Section 81. 8121(b) (8) — 1 of the Employment Tax Regulations pro- 
vides, in part, as follows: 

(b) SERvIGE BY A '. iIINISTER IN THE EXERcIBE oF HIs MINIBTRY. — + + + serv- 
ice performed by a minister in the exercise of his ministery includes the ministra- 
tion of sacerdotal functions and the conduct of religious worship, and tIie control, 
conduct, 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 church or church denomination. 
( Emphasis supplied) 

It is the opinion of the Internal Revenue Service that the ministers 
serving in the headquarters once of the organization as members of the 
executive sta8 and those serving as departmental secretaries are per- 
forming services in the control, conduct, and maintenance of the organ- 
ization, that is, services Ivhich relate to directing, managing, or promot- 
ing its activities. The term "maintenance" as used in the preceding 
sentence does not relate to the upkeep of property, machinery, or equip- 
ment, but rather to the overall management and supervision necessary 
for effectuating the purposes and aims of an organization. It is the 
further opinion of the Service that services of a routine once nature, 
such as those performed by ministers engaged by the organization as 
stenographers, mail clerks, file clerks, and janitors, do not constitute 
services in the control, conduct, and maintenance of the organization as 
contemplated by the above cited section of the Employment Tax 
Regulations. 

In view of the foregoing, it is concluded that the services performed 
for the organization in the instant case by ministers as members of 
the executive staR and by those as departmental secretaries constitute 
services "in the exercise of their ministry" and are excepted from 
"employment" under the Federal Insurance Contributions A. ct. Such 
ministers may, if they desire social security coverage, file Form 2081, 
Waiver Certificate for use by Ministers, Certain Members of Religious 
Orders, and Christian Science Practitioners Electing Coverage Under 
Title II of the Social Security Act, with the appropriate district 
director of internal revenue, pursuant to the provisions of section 1402 
(e) of the Self-Employment Contributions Act of 1954, as amended. 

It is further concluded that the services performed by ministers as 
stenographers, mail clerks, file clerks, and janitors for the organization 
do not constitute "services in the exercise of their ministry" and are 
therefore not excepted from "employment" by reason of section 8121 
(b) (8) (A) of the Federal Insurance Contributions Act. Such 
ministers may obtain coverage only through the waiver of exemption 
procedure provided under section 8121 (k) of such Act. 

The conclusions set forth above are also applicable for purposes of 
the Collection of Income Tax at Source on Wages (chapter 24, sub- 
title C, Internal Revenue Code of 1954) . 

26 CFR 81. 8121(d) — 1: Who are employees. 
(Also Section 1402; 1. 1402 (c) — 1. ) 

Rev. Rul. 57-10 

An engineer was retired from the service of his employer, a cor- 
poration, on December 31, 1%4, and was engaged immediately there- 
after by the corporation to render services, beginning in 1955, similar 
to those performed for it prior to his retirement. The services are 
performed in the engineer's own research laboratory. Due to the 
circumstances involved, the engineer renders services solely for the 
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corporation. Held, under the particular facts in this case, the en- 
gineer is not an employee of the corporation for Federal employ- 
ment tax purposes. 

The engineer is engaged in a trade or business, the income from 
which should be considered in computing net earnings from self- 
employment for purposes of the Self-Employment Contributions A. ct of 1954. 

The Internal Revenue Service has been requested to determine the 
status, for purposes of the Federal Insurance Contributions Act 
(chapter ol, subtitle C, Internal Revenue Code of 1954), of an engineer 
performing services for his former employer under the circumstances 
described below. 

The engineer had performed engineering services in the employ of 
a corporation for 85 years. He attained retirement age during the 
month of December 1954 and, in accordance with the rules of the 
corporation, was required to retire from its service at the end of that 
month. However, being in good physical condition and desiring to 
continue actively in business, he decided to open his own engineering 
research laboratory. Because of that and in view of his experience in 
the corporation's type of work, the corporation desired to avail itself 
of his services. Accordingly, an agreement was entered into im- 
mediately upon his retirement under which the corporation engaged 
him as an engineer consultant for a period of one year beginning in 
1955, to work on such engineering problems as it would refer to him. 

Under the terms of the contr~act, the corporation agreed to pay 
him a stipulated fee for his services (the amount of which equaled 
one-half of his former annual salary); to reimburse him for all costs, 
up to a stated amount. incurred by him in connection with its work 
provided the corporation's approval is obtained prior to renting any 
ofhce, laboratory, or other space; and to supply him with a revolving 
petty cash fund of a limited amount. The engineer agreed to keep 
true and accurate records of all costs incurred by him in connection 
with the corporation's work and to permit the corporation to examine 
such records for auditing purposes; to submit monthly invoices, in 
such form and reasonable detail as the corporation may require, show- 
ing all items of cost for which he seeks reimbursement; to be account- 
able for the petty cash fund and return it to the corporation upon 
completion of the contract; to furnish monthly progress reports to 
the corporation; not to disclose to any one, other than his own staÃ and 
the corporation's organization, any confidential information pertain- 
ing to the corporation's aQ'airs; to assign to the corporation all right, 
title and interest in and to any inventions conceived or made by him 
or his employees in the performance of work for the corporation; to 
furnish the corporation with complete information as tu each such 
invention and to execute all appropriate assignments, patent applica- 
tions, and other instruments or papers necessary to enable the corpora- 
tion to obtain patents on such inventions; to devote at least 50 percent 
of his occupational time to the work and problems referred to him by 
the corporation; to comply with all reasonable instructions and re- 
quests in connection with the work received from the corporation; and 
to cooperate and work with engineers and technical employees a, s- 
signed to work with him by the corporation. The corporation retained 
the right to cancel the contract or any extension of it upon 60-days 
written notice to the engineer. Upon receipt of such a, notice, the 
engineer agreed not to incur any further expenses in connection with 
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work being performed for the corporation. In the event of a cancella- 
tion, the corporation's financial liability will be restricted to the 
stipiilated fee it agreed to pay the engineer for his services. 

Although the contract is for one year, the corporation retained the 
right to continue it for an additional year. Any extension beyond 
th~at time will be on a month-to-month basis, terminable at any time 
by either party by giving proper notice to the other. Information 
regarcling actual operations under the contract indicates that the 
engineer is operating his laboratory as an "engineering consultant" 
and has four employees working with him on the corporation's 
work. Although the contract permits him to solicit work from other 
clients, he has not done so bec:iuse of the satisfactory volume of work 
he is receiving from the corporation. 

Section 3121(d) of the Federal Insurance Contributions Act pro- 
vides, among other things, that the term "employee" means any in- 
dividual who, under the usual common law rules applicable in 
determining the employer-employee relationship, has the status of 
an employee. The guides for determining whether under such com- 
mon law rules an employer-employee relationship exists are found in 
section 31. 8121(d) — 1(c) of the Employment Tax Regulations. 

Whether an individual is an independent contractor or an em- 
ployee is largely a question to be determined upon the consideration 
of the particular facts in each case. On the basis of the agreement 
between the parties as set forth above, it appears that the corpora- 
tion's sole interest is in the results obtained bv the engineer and that 
the stipulations of the contract in question merely define the con- 
tractual obligations of the parties, rather than requirinq or permit- 
ting the degree of direction and control over the engineer's daily 
operations as is necessary to establish an employer-employee rela- 
tionship between such parties. Accordingly, it is held that the en- 
gineer is not an employee of the corporation for purposes of the 
Federal Insurance Contributions Act. Compare Rev. Rul. 55, 695, 
C. B. 1955 — 2, 410. 

Section 1402 of the Self-Employment Contributions Act of 1954, 
as amended (Chapter 2, Subtitle A, Internal Revenue Code of 1954), 
provides in part: 

(a) NET EARNINGs FRQM SELF-EMPLovMENT. — The term "net earnings from 
self-employment" means the gross income derived by an individual from any 
trade or business carried on by such individual, less the deductions allowed by 
this subtitle [subtitle A] which are attributable to such trade or business, * ~ "' 

(c) TRADE oR BUsINEss. — The term "trade or business, " when used with ref- 
erence to self-employment income or net earnings from self-employment, shall 
have the same meaning as when used in section 162 * * *. 

As a general rule, a person who is engaged in an occupation or 
profession for profit and who is not an employee for purposes of the 
Federal Insurance Contributions Act taxes, is engaged in a "trade 
or business. " 

The activities conducted by the engineer in the instant case con- 
stitute a "trade or business" within the meaning of the above-quoted 
section of the Self-Employment Contributions Act of 1954 and the 
income derived therefrom should be considered in computing net 
earnings from self-employment for purposes of such Act. 
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(Also Sections 8806, 8401; 81. 8806 (i) — 1. ) Rev. Rul. 57 — 91 
A. licensed physician who does not have a private practice is "in 

residency" at a hospital. His services are made available to an or- 
ganization, on a part-time basis and as a part of his clinical train- 
ing, through special arrangements with the hospital. The services 
are performed during certain hours on two days of each weel-, and 
he is paid a stated amount each month. His services may be termi- 
nated at any time. Held, the physician is an employee of the 
organization for Federal employment tax purposes. 

Advice has been requested relative to the status for Federal em- 
ployment tax purposes of a licensed physician who performs services 
for an organization on a part-tiine basis. 

The pliysician is "in residency" at a hospital and his services are 
made available to the organization, as a part of his clinical training, 
under special arrangements with the hospital. The physician does 
not have a private practice. He works for the organization from 
eiglit o' clock to ten o' clock in the morning on Monday and Thursday 
of each week. As sta8 physician of the organization, he prescribes 
medication and recommends treatment for the organization's handi- 
capped ~orkers. He directs the nurse in her duties and suggests 
pliases of development of the organization's medical program. He is 
paid lz dollars a month for his services and such services may be ter- 
minated at any time. 

In defining tlie term "employee" under the usual common law rules, 
section 81. 31ol (d) — 1(c) of the Employment Tax Regulations provides 
that, generally, the legal relationship of emplover and employee ex- 
ists when the person for whom services are performed has the right 
to control and direct the individual who performs the services, not 
only as to the result to be accomplished by the work but also as to the 
details and means by which that result is accomplished. It is not 
necessary that the employer actually direct or control the manner in 
which the services are performed; it is sufhcient if he has the right 
to do so. The right to discharge is also an important factor indicating 
that tlie person possessing that right is an employer. 

Physicians and. other individuals engaged in the pursuit of an in- 
dependent trade, business, or profession, in which they oRer their 
services to the public, are independent contractors and not employees. 
Ho~ever, if the requisite relationship exists between a physicIan and 
another, he is an employee rather than an independent contractor with 
respect to any services performed under such circumstances. As pointed 
out above, one of the major factors to be considered in determining 
the existence of an employment relationship is the right of direction 
and control. In determining what constitutes the requisite degree of 
direction and control, it must be borne in mind that the methods by 
which professional men work are prescribed by the techniques and 
standards of their professions, and the high degree of skill required by 
a professional sometimes makes it dificult or impossible for the em- 

ployer to supervise his services. Therefore, the control of an employer 
over the manner in which professional employees shall conduct the 
duties of their positions must necessarily be more general than the 
control over nonprofessional employees. See P'endell E. and Evelyn 
C". Jam, es v. Comvitzs8ioner, 95 T. C. 1996. 

In Revenue Ruling 84, C. B. 1958 — 1, 404, it is held that physicians 

engaged in the private practice of medicine who, in connection there- 
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with, examine and treat employees of a company as a part-time serv- 
ice for the company, are not its employ'ees within the meaning of sec- 
tion 1426 (d) and 1607(i) of the Federal Insurance Contributions Act 
and the Federal Unemployment Tax Act (subchapters A and C, re- 
spectively, chapter 9, of the Internal Revenue Code of 1MO). Sections 
1426(d) and 1607(i) now constitute sections 8121(d) and 8806(i) 
of the Federal Insurance Contributions Act and the Federal Unem- 
ployment Tax Act (chapters 21 and 28, subtitle C, Internal Revenue 
code of 1054), without substantial change. The facts in Revenue 
Ruling 84, 8upra, indicate that direct control and supervision by the 
company of the physicians' services were not contemplated and that 
the physicians were free to leave the premises of the company if emer- 
gencies should arise in connection with their private practice. 

The facts in the instant case are distinguishable from the facts in 
Revenue Ruling 84 in that the physician in the instant case does not 
make his services available to the organization in connection with a 
private practice as a physician. Instead he is engaged for definite 
periods each week, apart from his regular employment at the hospital, 
in performing services for the organization in the furtherance of its 
rehabilitation program, for which he is remunerated at a regular rate 
each week. Under such circumstances, it is concluded that the or- 
ganization retains the right to direct and control him in his activities. 
Accordingly, it is held that the physician is an employee of the organ- 
ization for purposes of the taxes imposed by the Federal Insurance 
Contributions Act (chapter 21, subtitle C, Internal Revenue Code of 
1954) . 

This conclusion is also applicable for purposes of the Federal Un- 
employment Tax Act and the Collection of Income Tax at Source on 
Wages (chapters 28 and 24, respectively, subtitle C of the 1M4 Code). 

(Also Section 8402. ) Rev. Rul. 57 — 22 

A State and the Geological Survey, United States Department 
of the Interior, agreed to investigate the water resources of the 
State. The agreement provides that the iield and ofiice work of 
the project shall be under the direction of the Geological Survey, 
that generally its methods of investigation shall be followed, and 
that, as far as may be mutually agreeable, all expenses shall be 
paid in the first instance by the Geological Survev. Some of the 
individuals engaged on the project are carried on a payroll of the 
State. However, the States does not select such individuals and 
its control with respect to them is limited to its approval of the 
payroll claim prepared by the Geological Survey. EeM„ the in- 
dividuals who perform services on the project and who are paid 
by the State are employees of the Geological Survey for purposes 
of the Federal Insurance Contributions Act. Therefore, the de- 
termination whether the services of such individuals constitute 
"employment" under the Act is to be made by the Secretary of the 
Interior or his agent. 

Inasmuch as the State has control of the wages paid to the in- 
dividuals, it is required, in view of section 3401(d) (1) of the In- 
ternal Revenue Code of 1954, to withhold the Federal income tax 
from such wages and to make return and payment of the tax so 
withheld. 

Advice has been requested as to the status, for purposes of the 
Federal Insurance Contributions Act and the Collection of Income 
Tax at Source on Wages (chapters 21 and 24, respectively, subtitle C, 
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Internal Revenue Code of 1954), of certain individuals engaged on 
pro]ects conducted under a cooperative agreement between the Geo- 
logical Survey, United States Department of the Interior, and a 
State. 

The Geolo&&ical Survey, United States Department of the Interior, 
and the particular State here involved entered into an agreement to 
cooperate in making an investigation of the water resources of the 
State, subject to the~availability of funds and in accordance with their 
respective authorities. Under the terms of the agreement, each party 
pays a certain amount of the expenses of the project and must furnish 
to the other party such statements and reports as may be needed to 
satisfy fiscal requirements. The agreement also provides that the 
field and office work pertaining to the investigation shall be under the 
direction of an authorized representative of the Geological Survey. 
The area to be investigated and the scope of the investigation shall be 
determined by mutual~agreement. The methods of investigation shall 
be those usually followed by the Geological Survey, subject to modi- 
fications by agreement. All operations of either party pertaining to 
the investigation shall be open to the inspection of the other party 
and if found not to be mutually satisfactory, either party may termi- 
nate the agreement upon 00 days written notice to the other party. 
The State agreed to carry the individuals on its payroll and make pay- 
ment to them for their services. 

It is stated that the individuals here involved meet Federal stand- 
ards as to ability, experience, grade, and salary better than they do 
the State requirements; that they are, in fact, under the control and 
direction of the Geological Survey, except that the State payroll claim, 
as made up in the office of Geological Survey, must be approved by an 
officer of the State; and that the State does not select, or have any 
voice in the selection of, the individuals performing the services. 

It is further stated that, with the exception of the remuneration paid 
directly by the State to certain employees, the money for a project 
carried on in cooperation with the State is advanced by the Federal 
Government and is spent by the Geological Survey. The State is 
then billed for its portion, credit being given for the amounts paid 
directly by the State to employees and certified to the Geological Sur- 
vey. The individuals who are paid by the State are said to work for, 
take orders from, and be controlled by the Geological Survey. In 
the performance of their services, they are under the supervision of 
the district engineer and geologist of the Geological Survey. 

Under section 8191(d) of the Federal Insurance Contributions Act, 
the term "employee" means any individual who, under the usual com- 
mon law rules applicable in determining an employer-employee rela- 
tionship, has the status of an employee. The guides for determining, 
under such rules, whether an employer-employee relationship exists 
are found in section 81. 8191(d) — 1(c) of the Employment Tax 
Regulations. 

Based on the information presented, it is concluded that the Geo- 
logical Survey, United States Department of the Interior, has and 
exercises the right to control and direct the individuals who perform 
the services on the project conducted under the a&agreement so as to 
constitute such iiidividuals employees of the Geologica, l Survey under 
the applicable common law rules. Accordingly, it is the opinion of the 
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Internal Revenue Service that the individuals are employees of the 
Geological Survey, United States Department of the Interior, for 
purposes of the Federal Insurance Contributions Act, and it devolves 
upon the head of that Department, or his agent, to make the deter- 
minations set forth in section 3122 of the Act. See Rev. Rul, 55 — 96, 
C. B. 1955 — 1, 488. 

The remuneration of the individuals is subject to the withholding of 
Federal income tax under section 3402 of the Internal Revenue Code 
of 1954. Since the State, rather than the Geological Survey, has con- 
trol over the payment of wages for the services performed and actually 
pays the wages to the individuals, in view of section 8401(d) (1) of the 
Code, it is required to withhold the income tax from such wages and 
to file returns and pay the tax so withheld. 

(Also Sections 3306, 3401; 81. 3306 (i) — 1. ) Rev. Rul. 57-42 

Reporters who perform services in connection with the private 
reporting business of a court reporter, in an office provided by the 
court reporter, and who receive as remuneration a stated percentage 
of the receipts derived from their services, are emplovees of the 
court reporter for Federal employment tax purposes. 

Advice is requested whether reporters who perform services under 
the circumstances described below are employees for Federal employ- 
ment tax purposes. 

B, an official court reporter, is permitted. to engage in private report- 
ing in addition to his official duties. He maintains an office in which 
to conduct his private reporting business and engages two reporters 
to perform outside reporting services, consisting of reporting depo- 
sitions and various hearings and the furnishing of required. tran- 
scriptions. B pays the rent and expenses of the office and furnishes 
the reporters with desk space, telephone and some supplies. Calls 
for reporter's services are received by B who assigns the jobs to the 
reporters. He handles all the billing for services performed by the 
reporters. 

The reporters furnish their own reporting machines, typewriters 
and paper. Their arrangement with B contemplates that all the 
services will be performed by them. The reporters might on occasion 
request advice of B in matters that arise in connection with the work; 
however, their skill is such that he does not require them to comply 
with his suggestions if they follow an alternative course satisfactory 
to him. The reporters do not hold themselves out to the public for 
similar work, nor do they perform services for anyone other than B. 
However, when not working on an assignment, a reporter's time is 
his own. The taking of depositions, etc. , is done at the place desig- 
nated by the person for whom the service is performed, but dictating 
and transcribing are done in B's office. The services are performed 
generally during regular business hours although occasionally a call 
is received requiring services to be rendered in the evening. If state- 
ments for services are not paid, the reporter endeavors to collect them 
for B. 

Payment for services performed by the reporters is remitted to B, 
who deducts a fixed amount for each page of typing done for the 
reporter by the typist in his office plus a fixed percentage of the gross 
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»1»ngs for work performed by such reporter, and pays the balance 
'to the I'eporter as his compensation. The re[porters are not guaranteed 
a minimum salary nor are they reimbursed for their expenses. 

Section 8121(d) of the Federal Insurance Contributions Act (chap- 
ter 21, subtitle C, Internal Revenue Code of 1954) provides, among 
other things, that the term "employee" means any individual who, 
under the usual colnmon lawv rules applicable in determining the em- 
ployer-employee relationship, has the status of an employee. Whether 
an individual is an employee depends upon the particular facts in 
each case. The guides for determining whether an elnployer-employee 
relationship exists are found in section 81. 8121(d) — 1(c) of the Fim- 
ployment Tax Regul ations. 

Under the above conditions, B has the right to exercise over the 
reporters in the performance of their services the control and direc- 
tion requisite to establish the relationship of employer and employee. 
Their earnings are derived not as independent contractors serving their 
own clients, but rather from services performed for and on behalf of 
B. Such latitude and freedom of action as may be permitted the 
reporters in their work is due to the nature of the services performed 
by them and the circumstances under which 8 conducts his o[[ice. It 
is held that the reporters are employees of 8 for purposes of the taxes 
imposed under the Federal Insurance Contributions Act. This con- 
clusion is applicable also for purposes of the Federal Unemployment 
Tax Act and the Collection of Income Tax at Source on Wages (chap- 
ters 28 and 24, respectively, subtitle C, Internal Revenue Code of 1954) . 
Compare S. S. T. 260, C. B. 1988 — 1, 899. 

(Also Sections 8806, 8401; 31. 8806 (i) — 1. ) Rev. Rul. 57 — 68 
Individuals sell ice cream products for a corporation from refrig- 

erated trucks furnished and serviced by it. They perform the serv- 
ices personally and receive as remuneration therefor a percentage 
of their gross sales. They are assigned designated territories 
and are required to devote their full time to the business of the 
corporation. Their services may be terminated by the corporation 
for failure to produce an adequate volume of business or for im- 
proper conduct on the job. The corporation pays all operating 
expenses of the trucks. Held, such individuals are employees of 
the corporation for Federal employment tax purposes. 

Other individuals sell ice cream products which they obtain from 
a distributor on consignment. These individuals rent the trucks 
used in such activity from the distributor on a day-to-day basis and 
pay for the gasoline consumed. The trucks are loaded daily at the 
distributor's plant with merchandise selected by such individuals. 
They endeavor to sell the merchandise at fixed prices in residential 
areas chosen by them. They are remunerated on a commission 
basis and are not required to give the distributor first call on their 
services. Held, such individuals are not employees of the distribu- 
tor for Federal employment tax purposes. 

The Internal Revenue Service has been requested to determine the 
status, for Federal employment tax purposes, of individuals engaged 
in selling ice cream products at retail from refrigerated trucks under 
the conditions described below. 

Case 1. 
In this case, a corporation is engaged in the business of selling ice 

cream products through vendors who are engaged after personal ap- 
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plication on their part. These vendors sell the ice cream products 
from refrigerated trucks, usually in residential areas. The corpora- 
tion furnishes the trucks and hucksters' licenses and pays all operating 
expenses of the trucks. The vendors are required to be licensed and 
experienced drivers, perform the services personally, and conduct 
themselves in an exemplary manner in dealing with the public. Each 
vendor is assigned a truck and is required to report to the corporation's 
plant by noon of each day for loading, icing, and servicing the truck. 
Each vendor signs for the merchandise when loaded on his truck and 
turns in to the corporation the receipts of the previous day. The 
vendors are paid a stated percentage of their gross sales each week. 
They are not allowed advances or a drawing account. They are ex- 
pected to devote their full time to the business of the corporation. 
Althoi, gh they are assigned designated territories, they may cover 
adjacent territories if on a particular day it is found that business is 
poor in the assigned territory. The corporation may terminate the 
agreement with a vendor at any time for failure to produce an adequate 
volume of business or for improper conduct on the job. Also, the 
vendor may terminate his agreement with the corporation at any time. 

Under section 8121(d) (9) of the Federal Insurance Contributions 
Act (chapter 91, subtitle C, Internal Revenue Code of 1954) the term 
"employee" means any individual who, under the usual common law 
rules applicable in determining the employer-employee relationship, 
has the status of an employee. ' The guides for determining whether, 
under such rules, an employer-employee relationship exists are found 
in section 81. 31o1(d)-1(c) of the Employment Tax Regulations. 

Upon application of the provisions of section 3121(d) (9) of the 
Act and the regulations referred to above, it is concluded that the 
corporation exercises such direction and control over the vendors in 
the performance of their services as is necessary, under the usual com- 
mon law rules, to constitute an employer-employee relationship and 
that such individuals are employees of the corporation for purposes 
of the Federal Insurance Contributions Act, 8upr(f, . 
Cttge 8. 

In this case, the distributor of ice cream products engages vendors 
to sell its products in residential and other areas. Each vendor pays 
a daily rental charge for the use of a refrigerated truck furnished by 
the distributor. The vendor also pays for the gasoline used in the 
operation of the truck. He reports to the distributor's plant each 
morning to pick up and load his truck with merchandise selected in ac- 
cordance with his own order. The vendor then drives the truck to 
residential areas where he endeavors to sell the merchandise at prices 
fixed by the distributor. He is not required to observe regular work- 
ing hours, sell a minimum quota of merchandise, or to restrict his 
sales activities to a specified territory. The merchandise is accepted 
by the vendor on consignment and he is compensated on a commission 
basis. The vendor settles for the merchandise sold and. returns any 
unsold merchandise when he returns to the distributor's plant each 
evening. The vendors work on a day-to-day basis and the distributor 
does not have preferred call on their services. 

' The provisions of section 3121(d) (3) (A) of the Act do not apply to either Case 1 or 
Case 2 for the reason that ice cream products are not within the classiiication of products 
specified in that section. 
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Applying the provisions of section 8121(d) (2) of the Act and the 
applicable regulations reierred to above to the factual situation in 
Ouse?, it is held that the distributor neither exercises nor has the right to exercise such control over the vendors in the perforniance of their 
services as is necessary under the usual conimon law rules to establish 
the employer-employee relationship. Accorclingly, the individuals are 
not employees of the distributor for purposes of the Federal Insurance 
Contributions Act. 

These conclusions are also applicable for purposes of the Federal 
Unemployment Tax Act and the Collection of Income Tax at Source 
on 9~ages (chapters 28 and 24, respectively, subtitle C, Internal Rev- 
enue Code of 1954). 

Rev. thol 57 — 79 
A schochet engaged by a poultry company to slaughter poultry in 

accordance ivith the dietary laws of the Hebrew faith is an em- 
ployee of the coinpany for I&'ederal employment tax purposes in a 
case in which he was hired through a union agreement, performs his 
services on the company's premises, and is required to work during 
prescribed hours on specified days each week. 

Advice has been requested regarding the status, for Federal employ- 
ment tax purposes, of a schochet engaged by a poultry company to 
perform slaughtering services in accordance with the dietary laws of 
the Hebrew faith. 

The company is engaged in the business of buying and selling live 
and dressed poultry. A small portion of its business involves the sale 
of poultry that must be killed in accordance with the dietary laws 
of the Hebrew faith. To accommodate that particular trade, the 
company has engaged a schochet to perform such services for it on a 
part-time basis. 

The services of the schochet were acquired through a union and 
under the terms of an agreement between the company and the union. 
Under the agreement, which is a continuing one from year to year, 
the company may employ, as a schochet, any member of the union 
who is in good standing, and the union will furnish the company 
the schochet needed in the operation of its business, provided the earn- 
ings, working conditions, and working hours are mutually satisfac- 
tory. The company may not discharge the schochet without first 
notifying the union and stating the reasons therefor. If the schochet 
is ill and unable to work for the company on any day, a substitute 
schochet will be furnished by the union. The schochet is to be re- 
munerated for his services on a piecework basis. 

In the instant case, the company requires the schochet to work on 
its premises during prescribed hours on three specified days each week. 
His work is integrated with the work of other employees of the com- 
pany; however, the company may not require him to perform duties 
otlier than those normally required of a scbochet. The company 
does not give him any instructions as to the m;innei in which he is 
to perform his services. As is customary in this industry, the schochet 
furnishes his own equipment needed by him. Also, under the dietary 
laws of the Hebrew faith, he may reject any poultry which is not 
acceptable to him. The relationship between the company and the 
schochet in the instant case has been a, continuing one for the past 
eight years. 
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On the remaining three days per week, the schochet holds himself 
out to undertake similar work for others and, in that undertaking, 
operates from his own home. 

It is contended that the schochet is not an employee of the company, 
for Federal employment tax purposes, for the reason that the company 
does not supervise or control the schochet's services. 

Section 8191(d) of the Federal Insurance Contributions Act (chap- 
ter 21, subtitle C, Interna, l Revenue Code of 1054) provides that the 
term "employee" means, among other things, any individual, v;ho, 
under the usual common law rules applicable in determining the 
employer-employee relationship, has the status of an employee. The 
guides for determining whether, under such rules, an employer- 
employee relationship exists are found in section 81. 8121(d) — 1(c) of 
the Employment Tax Regulations. 

The position occupied by a schochet in establishments such as that 
operated by the poultry company in the instant case is not, aside 
from the religious factors involved, materially diferent from that 
occupied by individuals, admittedly employees, who customarily per- 
form slaughtering services in establishments which do not deal in 
kosher poultry. Although, under the agreement with the union, the 
company does not have the right to choose or select its own schochet 
and may not require that the schochet perform services other than 
those normally performed by a, schochet, the services of that in- 
dividual have been rendered during prescribed hours on three speci- 
fied days each week, on the company's premises, and constitute a 
necessary incident to the conduct of the company's business. Thus, 
by the nature of the services and the circumstances under which they 
are performed, the company necessarily retains an implied right to 
direct and control the schochet in the performance of his services, al- 
though it may not actually choose to do so. The requirement that 
the company must first advise the union of its reasons, prior to the 
discharge of a schochet, does not necessarily imply a relinquishment 
by the company of its right to eRect such discharge. 

It is concluded that the services performed by the schochet for the 
poultry company, on its premises and under the circumstances set 
forth above, are subject to the right of direction and control by the 
company to an extent su]ficient to constitute the company the em- 
ployer of the schochet for purposes of the Federal Insurance Con- 
tributions A. ct. 

This conclusion is also applicable for purposes of the Federal Un- 
employment Tax Act and for purposes of the Collection of Income 
Tax at Source on Wages (chapters 28 and 24, respectively, subtitle 
C, Internal Revenue Code of 1954). 

See R, ev. Rul. 57 — 80, below. 

(Also sections 1409, 8806, 8401; 1. 1402(c) — 1, 
81. 8806 (i) — 1) 

Rev. Rul. 57 — 80 

A schochet who performs slaughtering services, in accordance with 
the Hebrew dietary laws, for a meat market operator, off the prem- 
ises of such operator at the schochet's convenience and on a piece- 
work basis, and who also performs similar services for persons who 
bring poultry to him, is not an employee for Federal employment tax 
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purposes of the meat market operator or the other persons for whom 
such services are performed. 

The schochet is enga 'ed in a trade or business, " the income from 
which is includible in computing net earnings from self-employment 
for purposes of the Self-Employment Contributions Act of 1M4. 

Advice hns been requested relative to the status, for Federal em- 
ployment tax purposes, of n, schochet who performs slaughtering serv- 
ices, in accordance with the dietary laws of the Hebrew faith, for an 
operator of a kosher ment market nnd for other persons. 

In the instant case, the schochet hold himself out to the public to 
undertake the slaughtering of poultry in nccordance with the dietary 
laws of the Hebrew faith opernting from his own premises for this 
purpose. He has regular customers who bring poultry to him for 
his services. In addition he has entered into an agreement with the 
operator of n. kosher meat market, pursuant to which he slaughters, 
at a slaughter house owned by a third pnrty, nll poultry purchased 
by the meat market operntor. As n, matter of practice, the schochet 
calls at the slaughter house severnl times each week to see if the oper- 
ator has purchased nny poultry to be slnughtered; determines his 
own work schedule; lras not committed himself to any priority of serv- 
ices to the operator; receives no instructions in the performance of 
his services, but is guided solely by the requirements of the Hebrew 
dietary laws; provides whatever equipment is necessary in his work; 
may reject any poultry which is not acceptable to him; is paid for his 
services on a piecework basis; and performs no other services for the 
operator. 

Under section 8121(d) of the Federal Insurance Contributions Act 
(chapter 21, subtitle C, Internal Revenue Code of 19M), the term 
"employee" means, among other things, any individual who, under the 
usual common law rules applicable in determining the employer-em- 
ployee relationship, has the status of an employee. Whether an in- 
dividual is an employee under the usual common law rules depends 
upon the particular facts in each case. The guides for determining, 
under such rules, whether an employer-employee relationship exists 
are found in section 31. 8121 (d) — 1 (c) of the Employment Tax 
Regulations. 

Under circumstances such as those present in the instant case, where 
a schochet performs slaughtering services for a meat market operator 
o8 the operator's premises, in accordance with his own working sched- 
ule, and with no supervision or instructions by such operator, his only 
guidnnce being the requirements set forth by Hebrew dietnry law, 
there does not exist, under the usual common lav rules, a sufhcient 
right of control to establish a relationship of employer and employee. 
The same is true for the slaughtering services described above per- 
formed by the schochet on his own premises for other persons. Ac- 
cordingly, the schochet is not an employee of either the market opera- 
tor, or the other persons for whom he performs slnughtering services, 
for purposes of the Federal Insurance Contributions~Act. 

This conclusion is also applicable for purposes of the Federal Un- 
employment Tax Act and for purposes of the Collection of Income 
Tax at Source on Wages (chapters 28 and 24, respectively, subtitle C, 
Internnl Revenue Code of 1954). 

434737' — 58 — 22 
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Section 1409 of the Self-Employment Contributions Act of 1954 
(chapter 9, subtitle A, Internal Revenue Code of 1954) provides in 
pa, rt: 

(a) NKT EARRINGS FRoM SKLK-EMPLoYMKÃT. — The term "net earnings from 
self-employment" means the gross income derived by an individual from any 
trade or business carried on by such individual, less the deductions allowed by 
this subtitle [ Subtitle A] which are attributable to such trade or business, * * * 

(c) TRADE oR BLTBINKss. — The tenn "trade or business, " when used with refer- 
ence to self-employment income or net earnings from self-employment, shall have 
the same meaning as when used in section 162, "" '. * 

Whether a certain activity constitutes engaging in a "trade or busi- 
ness" is dependent upon all the facts and circumstances in the particu- 
lar case. A. s a general rule, when a person is regularly engaged in an 
occupation or profession for profit and, as to such occupation or pro- 
fession, is not regarded as an employee for purposes of the taxes im- 
posed by the Federal Insurance Contributions Act or otherwise 
excluded from the self-employment provisions, he is engaged in a 
"trade or business. " 

In the instant case, it is held that in performing services as a scho- 
chet, as set forth above, such person is engaged in a "trade or business, " 
the income from which is includible in computing net earnings from 
self-employment for purposes of the Self-Employment Contributions 
A. ct, of 1954. 

See Rev. Rul. 57 — 79, page N3, this Bulletin, setting forth circum- 
stances under which a schochet performing slaughtering services for 
a poultry dealer is held to be an employee. 

(Also Section 1409; 1. 1402 (c) — 1. ) Rev. Rul. 57 — 91 

Members of the supervisory committee of a credit union elected 
by the membership of the credit union pursuant to a state law, 
which requires such a committee and which specifies the powers 
and duties thereof, are not, in their capacity as such members, 
employees of the credit union for Federal employment tax purposes. 
The fees or honorariums received by them as compensation for their 
services as such members are includible in computing net earnings 
from self-employment for purposes of the Self-Employment Contri- 
butions Act of 1954, 

Advice has been requested relative to the status, for purposes of the 
Federal Insurance Contributions Act (chapter 91, subtitle C, Internal 
Revenue Code of 1954), of the members of the supervisory committee 
of a credit union. 

The credit union was organized and is operated pursuant to provis- 
ions of state statutes relating to credit unions which provide that there 
shall be prescribed in the bylaws of a credit union the number of mem- 
bers of its supervisory committee and the powers and duties of such 
committee. It is provided that at the annual meeting the members of 
the credit union shall elect, among others, a superv~isory committee 
of not less than three members who shall hold their oSces until such 
time as may be determined by the bylaws. The members of the super- 
visory committee may receive such compensation as the members of 
the credit union may authorize subject to the final approval of the 
state bank commissioner. Specific powers and duties of the supervisory 
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committee are set forth in the law. The supervisory committee is em- 
p . 

' 
~ among' other things, to order a special meeting of the credit 

»»on& and is required to inspect the securities, cash, and accounts of the 
super~ isory committee shall fill vacanciesoccuri ing 

in i™ ibership until the next regular meeting of the members of. the 
At any time, by unanimous vote, the supervisory com- 

mittee may recommend to the board of directors the suspension from 
oflice of any membei of the credit committee, any inember of the board 
of directors, or any ofhcer elected by the board. It, is the cluty of the 
supervisory committee to forward to the bank commissioner of the 
state a copy of all recommendations, charges, and findings presented 
to the board of directors. 

The supervisorv committee of the instant credit union consists o f »x 
active members and two ex oScio members whose duties are specified 
in the bylaws of the credit union. The committee meets approximately 
once a week at a time and during hours of their own choosing. Each 
member receives an honorarium based on the number of meetings he 
attends. The members of the supervisory committee examine all appli- 
cations for loans made during the period under examination and satisfy 
themselves that for each loan made an application is on file and that 
each application states the purpose for which the loan is made, a 
description of the security ofFered, and that it bears the unanimous 
approval of the members of the credit, committee present at its passing. 
At least, one member of the committee attest to the correctness of the 
ba, lance sheet which the treasurer is required by the bylaws to prepare 
each month. 

Section 8121(d) (2) of the Act provides that the term "employee" 
means any individual who. under the usual common law rules applic- 
able in determining the employer-employee relationship, has the status 
of an employee. The rules for determining whether, under the usual 
common law rules, an employer-employee relationship exists are found 
in section 81. 8121(d) — 1(c) of the Employment Tax Regulations. 

In the instant case, it is concluded that the credit union neither exer- 
cises nor has the right to exercise the control over the members of its 
supervisory committee in the performance of their services that is 
necessary, under the common law rule, to establish the relationship of 
employer and employee for Federal employment tax purposes, and 
that the committee members, in their capacity as such, are not em- 
ployees of the credit union for Federal employment tax purposes. 

Section 1402(c) of the Self-Employment Contributions Act of 1054 
provides that the term "trade or business, " when used with reference 
to self-employment income or net earnings from self-employment, shall 
have the same meaning as when used in section 162 of the Code (relat- 
ing to trade or business expenses), with certain exceptions not here 
material. 

Generally, a person who is not an employee for Federal employment 
tax purposes, who is regularly engaged in an occupation or profession 
for profit which constitutes all or part of his livelihood, is engaged in a 
"trade or business. " 

It is held that in performing their duties as members of the super- 
visory committee such members are engaged in a "trade or business" 
with respect to such services and the income derived there from is in- 
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eludible in computing net earnings from self-employment for purposes 
of the Self-Employment Contributions Act of 1954. 

(Also Section 3401. ) Rev. Rul. 57 — 93 

A at frequent intervals performs stenographic and secretarial 
services for B and 0 pursuant to a continuing informal agreement with 
each of them. Each pays her on an hourly basis. She reports to 
their respective ofFtces on call vvhen needed. Occasionally she per- 
forms the services in her home but does not maintain an ofFice for such 
purpose. She is subject to the usual control with respect to the 
accuracy of her work and all details connected with the performance 
of the services. She also performs similar services for others on an 
irregular basis, but does not advertise or hold herself out generally as 
a public stenographer. The work which A performs for B and 0 is 
a necessary adjunct to the business in which they are engaged. B'end, 
B and C either exercise or retain the right to exercise over A, in the 
performance of her services, the d. irection and control necessary to es- 
tablish the relationship of employer and employee under the usual 
common law rules applicable in determining such relationship. Ac- 
cordingly, A, is an employee of each of such individuals and they are 
liable as separate employers for the taxes imposed by the Federal 
Insurance Contributions A. ct and the w. ithholding of income tax under 
section 3409 of the Internal Revenue Code of 1954 on amounts paid to 
A for her services. 

(Also Section 1409; 96 CFR 1. 1402(c) — 1. ) Rev. Rul. 57 — 109 

An individual is engaged on a part-time basis to perform book- 
keeping and tax services for a corporation and to advise in connec- 
tion with its collection efforts and credit policy. He performs the 
services on the corporation's premises; determines his own working 
hours; performs the services at his own discretion and without cor- 
porate direction or supervision; is compensated on the basis of 
services performed; and is not guaranteed a minimum compensation. 
He maintains au oflice of his own and performs similar services for 
others. Held, the individual is not an employee of the corporation, 
for Eederal employment tax purposes, with respect to the services 
performed for it. 

The individual is engaged in a "trade or business, " the income 
from which should be considered in computing net earnings from 
self-employment for purposes of the Self-Employment Contributions 
Act of 1954. 

Advice has been requested relative to the status, for Federal em- 
ployment tax purposes, of an individual performing bookkeeping and 
other related services for a corporation. 

The individual was engaged by the corporation to perform its book- 
keeping and tax work and to advise in connection with its collection 
efForts and credit policy. Pursuant to an agreement entered into 
between the parties, the work is performed on the corporation's 
premises on a part-tIme or intermittent basis. No regular hours are 
prescribed by the corporation and the individual performs the services 
at his own discretion. . He is permitted the use of the corporation's 
o%ce machines without charge, but provides his own working papers 
and other necessary materials and pays all of his own expenses. The 
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col'poration does not, supervise his work, its only concern being that 
the work is completec[. The individual is compensated on the basis 
of services performed, is not guaranteed a minimum amount of com- 
pensation, and is not allo~ed drawing account privileges. EIe operates 

s of[ice in his own home advertises his services ln the cltv 
directory and in newspapers, and has a regular clientele of business 
Arms fol whom he perfol-ms similar services 

Section 3121(d) of the Fecleral Insurance Contributions Act, (chap- 
ter 21, subtitle C, Internal Revenue Code of 1954) provicles, among 
other thin =. . that the term "employee" means any individual who, 
under the usual common law rules applicable in determining the em- 
ployer-employee relationship, has the status of an employee. The 
guides for determining, under such rules, whether an employer-em- 
ployee relationship exists are found in section 81. 8121(d) — 1(c) of the 
Employment Tax Regulations. 

)Vhether an individual is an independent contractor or an employee 
is largely a question to be determined upon consideration of the par- 
ticular facts in each case. In the instant case, it is determined that 
the corporation neither exercises nor has the right to exercise such 
control over the individual in the performance of his services as is 
necessary under the usual common law rules to establish the relation- 
ship of employer and employee. Accordingly, it is concluded that 
the individual is not an employee of the corporation for Federal In- 
surance Contributions Act purposes. 

This conclusion is also applicable with respect to the tax imposed 
by the Federal I nemployment Tax Act and for purposes of the Col- 
lection of Income Tax at Source on AVages (chapters 28 and 24, re- 
spectively, subtitle C, Internal Revenue Code of 1954). 

It is further concluded that the individual is an independent con- 
tractor and is engaged in a "trade or business" for purposes of the 
Self-Employment Contributions Act of 1954 (chapter 2, subtitle A, 
Internal Revenue Code of 1954), the income from which should be 
considered in computing net earnings from self-employment as con- 
templated by that Act. 

(Also Section 1402, ' 26 CFR 1. 1402(c) — 1. ) Rev. Rul. 57 — 110 
A. barber rents a chair in a barber shop for a fixed weekly fee 

for which in addition to the chair the shop owner furnishes heat, 
light, water, and supplies. The barber furnishes his own barbering 
tools, is licensed in his own name by the state board of barber 
examiners, determines his own work routine, and is not required to 
perform a minimum amount of work, nor to be on duty a specific 
number of hours. All fees collected bv the individual are retained 
by him and no accounting is made to the shop owner. The rental 
agreement may be terminated bv either party at any time upon 
proper notice. Held, the barber is not an employee of the shop 
owner for Federal employment tax purposes. 

Such individual is engaged in a "trade or business, " the income 
from which should be considered in computing net earnings from 
self-employment for purposes of the Self-Employment Contributions 
Act of 1954. 

S. S. T. 2M, C. B. 1937 — 2, 399, distinguished. 

Ac[vice is requested relative to the status, for Federal employment 
tax purposes, of an individual who performs barbering services in the 
barber shop of another under a "chair-rental" agreement. 
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Under the agreement, the individual pays the shop owner (also a 
barber) a regular weekly rental for the use of a chair in his shop. 
In addition to the chair, the owner furnishes heat, light, water, and 
all of the usual barber supplies such as towels, lotions, and soap. 
The individual furnishes his own tools of the trade and has obtained 
a license in his own name from the state board of barber examiners. 
He determines his own work routine and is not required to perform 
a minimum amount of work nor to be on duty a specific number of 
hours per day or week. Because of the nature of his services, he 
naturally has an established routine in order to be available for 
customers desiring his services. All fees collected by him for his 
services are retained by him and no accounting of such collections is 
made to the shop owner. While the individual has no set hours 
for his work, he usually tries to arrange his absences from the shop 
to occur at times when the shop owner is present, in consideration and 
for the convenience of the customers. The agreement may be ter- 
minated by either party at any time upon proper notice. 

Under section 8121(d) (2) of the Federal Insurance Contributions 
Act (chapter 21, subtitle C, Internal Revenue Code of 1954), the term 
"employee" means any individual who, under the usual common law 
rules applicable in determining the employer-employee relationship, 
has the status of an employee. The guides for determining, under 
such rules, whether an employer-employee relationship exists are found 
in section 81. 8121(d) — 1(c) of the Employment Tax Regulations. 

Whether an individual is an independent contractor or an employee 
is largely a question to be determined upon consideration of the par- 
ticular facts in each case. In the instant ca, se, it appears that the 
barber shop owner, in entering into the "chair-rental" agreement with 
the individual in question, is primarily interested in having an addi- 
tional barber in his shop, both for his convenience and for the conven- 
ience of the shop's customers. While the furnishing of supplies and a 
place to work is a factor to be considered in determining an employer- 
employee relationship, the existence of that factor alone is not su6- 
cient to establish such a relationship for Federal employment tax 
purposes. 

In view of the foregoing, it is concluded that the individual is 
not subject to such direction and control by the barber shop owner as 
is necessary, under the usual common law rules, to establish an 
employer-employee relationship for Federal employment tax purposes. 
Accordingly, it is held that the individual is not an employee of the 
shop owner for purposes of the Federal Insurance Contributions Act. 

This conclusion is also applicable with respect to the tax imposed 
by the Federal Unemployment Tax Act and for purposes of the Collec- 
tion of Income Tax at Source on Wages (chapters 28 and 24, respec- 
tively, subtitle C, Internal Revenue Code of 1954) . 

It is further concluded that the individual is engaged in a "trade or 
business" for purposes of the Self-Fmployment Contributions Act, of 
1954 (chapter 2, subtitle A, Internal Revenue Code of 1954), the income 
from which should be considered in computing net earnings from self- 
employment as contemplated by that Act. 

The facts in this case are distinguishable from the facts in S. S. T. 
280, C. B. 1ÃY — 2, 899, which holds that barbers performing services 
for the 3f barber shop under a so-called "lease agreement" are 
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p oy«s of the shop. The facts in tliat case show that the barbers r«el v«or their services a percentage of the receipts and that they are 
required to perform their services in accordance with shop rules which 
determine their conduct while working, their hours of work, length of 
luncll period, aild the type of uniforms they wear while working. 
Also, their "leases" may be terminated witliout notice for breach of 
such rules. 

(Also Sections 8806, 8401; 81. '3806(i)-1. ) 
h. n athletic association composed of colleges and universities is 

the employer for Federal employu&ent tax purposes of officials whom it engages, trains and generally supervises to officiate at intercol- 
legiate athletic contests participated in by members of the 
association. 

Rev. Rul. b7 — 110 

Advice has been requested with respect to the status for Federal 
employment tax purposes of officials who are engaged by an athletic 
association composed of colleges and universities to officiate at inter- 
collegiate athletic contests participated in by members of the 
association. 

The association is a nonprofit organization composed of several 
colleges and universities. It was organized to control and manage 
intercollegiate athletics in the institutions comprising its membership. 
Its funds are derived from gate receipts from pre-season games, certam 
radio and television receipts and a percentage of the gate receipts 
of post-season games. The bylaws of the association provide that it 
shall select. train and assign officials for all intercollegiate contests, 
supervise all conference meets and tournaments, and be responsible for 
all receipts and disbursements. 

The association conducts clinics prior to and during the playing 
season for the purpose of familiarizing the officials with the rules 
and regulations governing intercollegiate athletics participated in by 
members of the association. The officials are required to attend these 
clinics. Each official is furnished a schedule of the season games he 
is expected to work. They are required to make a report to the secre- 
tary of the association after each game, listing all infractions of the 
rules and sho~ing the type of sportsmanship exhibited by the players 
and coaches. A representative of the association attends one game 
each week for the purpose of observing the work of the officials 
assigned to that game. The services of the officials may be terminated 
at any time during the playing season by the association, except that 
once a particular game starts the officials are in complete charge and 
cannot be removed from the game. The colleges and universities 
served have no control over the services performed by the officials. 

The officials are compensated on a fixed-fee basis for each game 
worked. The officials for the pre-season games are paid from the 
funds of the association while the officials for the regular season games 
are paid by the schools from the gate receipts. 

Section 3121(d) of the Federal Insurance Contributions Act de- 
fines an employee as any individual who, under the usual common 
law rules applicable in determining the employer-employee relation- 
ship, has the status of an employee. The rules for determining 
whether under the usual common law rules, an employer-employee 
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relationship exists are found in section 31. 31ol(d) — 1(c) of the Em- 
ployment Ta, x Regulations. 

On the basis of the information presented, it is held that the associa- 
tion exercises or lras the right to exercise control over the officials 
selected, trained and assigned by it to an extent sufhcient to establish 
the relationship of employer and employee for purposes of the taxes 
imposed by the Federal Insurance Contributions Act. Accordingly, 
these official are employees of the association for such purposes. 

This conclusion is applicable also for purposes of the Federal Unem- 
ployment Tax Act and the Collection of Income Tax at Source on 
Ara«es (chapters 23 and 94& respectively, subtitle C, Internal Revenue 
Code of 1954). 

The association is liable for the return and payment of all taxes due 
under the Federal Insurance Contributions Act and the Federal 
Unemployment Tax Act with respect to the fees received by the officials 
for officiatin at games under its direction and control. 

The association also is liable for the return and payment of the 
income tax required to be withheld from the fees paid by it to the 
officials. However, by reason of the provisions of section '3401(d) (1) 
of the Code, the schools which have control of the payment of fees to 
the officials are responsible for the return and payment of the income 
tax required to be withheld from such wages. See Rev. Rul. 54 — 471, 
C. B. 1954 — 9& 848. 

Athletic associations, which have been held by the Internal Revenue 
Service to be exempt from Federal income tax as organizations of 
the type described in section 501(c) (3) of the Code, will not be liable 
for the return and payment of taxes due under the Federal Insurance 
Contributions Act and the Federal Unemployment Tax Act by reason 
of sections 3191(b) (8) (B) and 8806(c) (8) respectively, in the situ- 
ations herein discussed. Such organizations are, however, liable for 
income tax withholding& and may bring their employees under social 
security coverage under the waiver procedures provided by section 
8191(k) of the Code. 

(Also Sections 3306, 3401; 81. 3806(i) — 1. ) Rev. Rul. 57 — 145 

A firm of architects which prepared building plans for a corpora- 
tion is required periodically to check the construction of the building 
to see that the job is being done in accordance with plans and speci- 
fications. The corporation, in order to have constant supervision of 
this type, has engaged several individuals, known in the building 
trade as "clerks of the works. " These individuals are responsible 
to the corporation for the performance of their services, must report 
directly to the corporations, and may be dismissed at any time by 
the corporation. The architects pay these individuals fro&u their 
own funds and are reimbursed therefor by the corporation. Ifeld, 
the "clerks of the works" are employees of the corporation for pur- 
poses of the Federal Insurance Contributions Act. The architec- 
tural firm, which has control of the pavments of "wages" to the 
"clerks, " is responsible for the withholding of Federal income tax 
from such "wages. " 

Advice has been requested relative to the status, for Federal employ- 
ment tax purposes, of individuals performing supervisory services 
under the circumstances set forth below. 
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corporation contracted with a, construction company to construct 
ui«ing in accordance with plans prepared by a firm of architects. 

The col'poration has retained a firm of architects to visit the project 
and check the progress of the construction from time to time to see 
that the job is being done according to plans and specifications. The 
firm is remunerated for such services by the corporation. However, 
in order to have constant supervision of the type furnished by the 
architects, the corporation engaged several individuals known in the 
building trade as "clerks of the works, " at salaries agreed upon be- 
tween it and the individuals. These individuals are responsible to 
the corporation to assure that the construction work and materials 
used are of a, quality commensurate with the expenditure therefor and 
that overpayments are avoided. The "clerks" make their reports 
directly to the corporation. They may be dismissed for cause by 
the corporation at any time. They have no responsibility to the archi- 
tectural firm and are not required to perform any services on behalf 
of the firm. At the request of the corporation, the architectural firm 
pavs the 'clerks" from its own funds and is reimbursed by the corpora- 
tion for the amounts advanced. 

Section 8121(d) of the Federal Insurance Contributions Act (chap- 
ter 21, subtitle C, Internal Revenue Code of 1954) provides, among 
other things, that the term "employee" means any individual who, 
under the usual common law rules applicable in determining the em- 
ployer-emplovee relationship, has the status of an employee. The 
guides for determining whether, under such rules, an employer-em- 
ployee relationship exists are found in section 81. 8121(d) — 1(c) of the 
Employment Tax Regulations. 

Under the circumstances stated, it is concluded that the corporation 
exercises or has the right to exercise over the "clerks" in the per- 
formance of their services the direction and control necessary to estab- 
lish the relationship of employer and employee. Accordingly, it is 
held that the "clerks of the works" are employees of the corporation 
for purposes of the above Act. The fact that their salaries are actually 
naid them by the architectural firm is immaterial, since their remunera, - 

tion may properly be ascribed to the corporation. 
This conclusion is also applicable with respect to the tax imposed 

by the Federal Unemployment Tax Act (chapter 28, subtitle C, In- 
ternal Revenue Code of 1954). 

The architectural firm, having control of the payment of wages 
to the "clerks, " is responsible for the withholding of Federal income 
tax from such wages. See Rev. Rul. 54-471, C. B. 1954 — 2, 848 at 850. 

(A. iso Sections 8806, 8401; 81. 8806(i) — 1. ) Rev. Rul, 57 — 155 

An actress, a narrator, and a commercial artist are engaged by 
a film company in connection with its production of industrial and 
commercial motion pictures for sale to its clients. The actress pro- 
vides her own costume and delivers a few lines of dialogue from a 
script furnished to her. She is given technical instructions by the 
company and is paid at the prevailing rate for actors. The narrator 
is given technical instructions by the company and, on rare occa- 
sions, by the client. He is paid bv the company on a "prevailing 
rate" or a fiat fee basis. The artist holds himself out to the public 
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as a commercial artist, supplies his own materials and equipment, 
and usuaily performs the services in his home studio. Hc may dele- 
gate the work to other individuals of his own choosing Held, the 
actress and the narrator are employees of the company and the artist 
is not an employee of the company, for Federal employment tax 
purposes. 

Advice has been requested as to the status, under the Federal In- 
surance Contributions Act (chapter 21, subtitle C, Internal Revenue 
Code of 1954) of an actress, a narrator, and an artist with respect 
to services performed for a company engaged in the production of 
industrial and commercial motion pictures and slide films for its 
clients. 

A film company is engaged in the production of industrial and 
commercial films for sale to its clients. It retains no right of owner- 
ship in the films after final payment therefor has been received. The 
company also produces such films for other film producers whose 
facilities are limited and for advertising agencies which are not the 
ultimate owners of the films. Most of the films produced. are used 
as one medium in a general or over-all program of advertising and 
sales promotion. They are always shown admission-free to club 
school, and church groups and at conventions, fairs, demonstrations, 
and exhibits. 

The company's clients, whether they are the owners of the films, 
advertising agencies, or other producers, always participate to some 
degree in the production operation. Such participation is very active 
in some instances, less active in others. Some clients desire to be 
present during all important operations in the making of a film, such 
as script planning, "shooting, " sound recording, and editing. How- 
ever, this presence is primarily to observe the making of the film. A 
client makes decisions where alternatives exist, but seldom initiates 
an "order" in matters of camera angle, lighting, etc. Even when 
such initiative is assumed by a client, he is willing to defer to the 
judgment of the company in technical considerations. 

In the production of the motion picture, ordinarily the first step 
involved is the preparation of a script outline. This script outline 
becomes the basis of more detailed planning and is usually revised 
several times before it is written in its final form. The company some- 
times writes the script, but in most cases it is written either by a yro- 
fessional script writer or by the client. This is a natural procedure 
since industrial films are primarily factual and sometimes concern 
unusual products or complex processes. Also, policy matters are 
involved and are best handled, scriptwise, by the client or his repre- 
sentative. Upon receiving a rough draft of the story the client wants 
to tell in the film, the company is in a position to suggest additions or 
changes which should be made from a technical standpoint. A "shoot- 
ing" script results from these first conferences and then a rough 
"shooting" schedule is established. 

Dramatic efFect is of no real concern in the film production. Actors 
are used chiefiy for the purpose of adding interest to factual ex- 
position and to lend realism to the presentation of the client's film 
message. Supervision and direction of actors in rehearsals and final 
"shooting" may only be of a technical nature. Accordingly, actors 
may be directed only as to position relative to camera and micro- 
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phone& and as to voice quality or level, so as to achieve a natural, 
accurate delivery of the lines provided in thescript. The 

coordination of music and narration is an operation performed with 
little or no client participation. Also, the synchronization of the 
narrative souncl track is an editing problem and is a function which the 
company is hired to perform, on the assumption that its experience, 

edge and judgnient render it best able to pelf o~m t 
services. 

The company maintains a fiile of. available talent, listing pertinent 
jn foi'ma, tjon as to expeijence background, and physic» sp«ifi a ' 
The actors and other talent to be used in a production are selected from 
this file, either by the client or by the company. Once the selection 
is made, the company contacts the talent and discusses the sch«ul 
ing with them, and they are engaged under oral agreements. The 
actors provide their own costumes unless special costumes are required, 
in which case they are provided by the company. 

A, an actress engaged by the company from time to time in connec- 
tion with its productions, is also engaged in business as a television 
writer and producer. Her services for the company in one instance, 
which is typical of other instances, were rendered in making a part of 
a motion picture consisting of one scene with a simple set. The scene 
involved no other actors. She provided her own costume and de- 
livered a few sentences of dialogue from a script written by a profes- 
sional writer. She was given technical instructions and was paid by 
the company at the rate prevailing for actors for the time involved. 
The client was not present during the making of the film. No 
breakdown was made for talent costs on the invoice for the produc- 
tion presented to the client. 

B, performs services for the company as a narrator. He may be 
given no instructions regarding diction, interpretation, or delivery, 
and the speed or pacing of his delivery is ultimately determined by 
the length of the scenes on which the narration is based. He is given 
instruction by the company in technical matters. Also, special in- 
structions are given to him by the client, on occasion, as to the pro- 
nunciation of technical, medical, or foreign words. He is paid by 
the companv at, the rate prescribed for narrators, or on a fiat fee 
basis. 

0, a commercial artist, holds himself out to the public as such and 
performs services for many persons. The company cannot require 
him to give preference to its work or prevent him from delegating 
the work to other individuals and exercising exclusive rights with 
respect to their selection, remuneration, and discharge. The instruc- 
tions given to 0 when he is engaged by the company for a work as- 
signment are given at a conference in which the art requirements are 
discussed very generally. The company passes along any ideas of 
its own or those that the client may have as to colors, background, 
general effect to be achieved by the titles, etc. 0 supplies his own 
materials and equipment and usually performs the work in his home 
studio. At times he provides sketches before producing the finished 
work or he may follow a draft supplied by the client, usually in con- 
nection with an emblem or trade mark. Otherwise, he is not asked 
to adhere to any style established by, or associated with, the client 
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and is never required to follow a style established by the company. 
Any of his work which is not acceptable due to an error on his part 
is done over with no charge for corrections. At times his charges are 
determined on a time basis, at others on a job basis. 

The guides for determining, under the usual common law rules, 
whether an employer-employee relationship exists, are found in sec- 
tion 81. 8121(d) — 1(c) of the Employment Tax Regulations. 

The Internal Revenue Service holds, that actors and other per- 
formers participating in the production of "studio built" radio pro- 
grams for advertising purposes are employees of the producers for 
Federal employment tax purposes. See S. S. T. 885, C. B. 1988 — 2, 294. 
The producers in such cases formu]ate the overall plan for the under- 
taking; select the performers necessary to effectuate their ideas; de- 
termine all details of the services to be performed by them; instruct 
them concerning the interpretation, execution, and timing of the ma- 
terial assigned to them for rendition; and maintain continuing super- 
vision over all phases of production to knit the individual e]Torts of 
each performer into the integrated whole contemplated by the original 
pla, ns. 

The facts established in the instant case indicate that the company 
operates in a manner not materially di]rerent from the producers of 
motion picture and radio advertising programs considered in the afore- 
mentioned published ruling. The instant company exercises or has 
the right to exercise such control over A and B in the performance 
of their services as is necessary under the usual common law rules to 
establish the relationship of employer and employee for Federal em- 
ployment tax purposes. Accordingly, it is held. that, for such pur- 
poses, A and B are employees of the company. 

The facts established also indicate that the company does not exer- 
cise or have the right to exercise such control over 0 in the performance 
of his services as is necessary under the usual common law rules to 
establish the relationship of employer and employee for Federal em- 
ployment tax purposes. Accordingly, it is held that 0 is not, for such 
purposes, an employee of the company~. 

In a ruling published as S. S. T. 888, C. B. 1988 — 2, 291, it is held 
that individuals engaged in the production of a radio broadcast ar- 
ranged by an advertising agency, for the sponsor of the program, are 
employees of the sponsor for Federal employment tax purposes. Such 
ruling is distinguishable from the ruling in the instant case in that 
the advertising agency, pursuant to a sponsor-agency contract, acted 
in an advisory capacity in regard to the advertising problems of the 
sponsor; engaged the individuals on behalf of and for the a. ccount 
of the sponsor; and secured its approval, not only of each phase of 
the program to be broadcast, but also of the program as a whole. 
After the entire program was completed, the advertising agency en- 
tered into a contract with a broadcasting company under which its 
facilities were engaged for the broadcasting of the program arranged 
by the advertising agency on behalf of the sponsor. 

The above conclusions are also applicable for purposes of the Fed- 
eral Unemployment Tax Act and the Collection of Income Tax at 
Source on Wages (chapters 28 and 24, respectively, subtitle C, In- 
ternal Revenue Code of 1954). 
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(Also Sections 8306, 3go]; 8]. 330(i(i) g. ) Rev. Rul. 57 — 168 
«mpany fishermen" and "independent fishermen" both supply 

salmon to the tf packers association in Alaska under a union agree- 
The "company fishermen" must be acceptable to the associa- 

tion, use the association's fishing vessels, are furnished all necessary 
iiiarinc and fisliing gear, fuel and supplies, and all licenses required 
under Territorial law and musi, with certain exceptions, not perti- 
nent here, deliver all fish cau ht to the association. The "inde- 
pendent fishermen" furnish their own boats aud ear, bear the ex- 
penses of operation, and niay deliver fish to any cannery they 
choose. Held, (1) the 'company fishermen" are einployees of the 
association for Iredcral employment tax purposes; and (2) the 
"independent fishermcn" are not employees of the association for 
such purposes. 

The Internal Revenue Service has been requested to determine the 
status, for Federal employment tax purposes, of individuals perform- 
ing services as so-called "company fisherman" and "independent fish- 
erman" under the facts and circumstances described below, which 
were submitted to the Service as typical of the manner in which and 
the arrangement under ivhich their operations are carried out. 

The terms "company fisherman" and "independent fisherman" are 
used throughout the Alaska fishing industry to divide into two 
general classifications the fisherman who catch the s:ilmon which are 
canned in Alaska. The "independent fisherinen" use their own boats 
and gear, while the "company fishermen" are furnished boats and 
gear bv the organization to which they supply fish. The operations 
of both classes are generally governed by the provisions of an agree- 
ment entered into between a trade association, representing its members 
composed of packers on the one hand, and the fishermen's unions on 
the other. 

Under the terms of an agreement entered into in the instant case 
between the, U' packers association and the representatives of. a fish- 
ermen's union, the "company fishermen", as well as the captain who 
assembles them, must be acceptable to the association. In addition 
to the fishing vessel, the association furnishes the "company fishermen" 
all the necessary marine and fishing gear and maintenance therof, 
fuel and supplies, free mess hall services ashore, and the licenses 
required under Territorial law by the captain and the crew. The 
captain is charged with the responsibility of seeing that the vessel is 
operated in accordance with laws and regulations pertaining to such 
fishing operations and activities, and he is required to deliver to the 
association all fish obtained from the vessel's operation, except in situ- 
ations where the salmon on board the vessel is in danger of becoming 
unsuitable for delivery according to the association's standards. In 
such event, the fish may be sold to any party willing to receive them 
and payment therefor is made to the association and not to the captain. 
The "independent fishermen" furnish their oivn boats and gear and 
bear the expense of upkeep incident to the operation of their equip- 
ment and can, if they so desire, deliver fish caught by them to any 
cannery they choose. They receive higher prices for their fish than 
those paid "company fishermen", the diRerential being based on the 
fact that they furnish their own equipment. 

The agreement further provides, with respect to both classes of fish- 
ermen& that the association reserves the right to restrict or stop all 
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fishing entirely during any period their canneries are shut down due 
to the laws, rules, or regulations put into force by the Burea of Fish- 
eries, or strikes, fires, breakdowns, or any other cause beyond its con- 
trol; that the crew of each fishing boat shall discharge its own fish and 
make deliveries once in each twenty-four hour period; that all salmon 
must be in good condition in the judgment of the association; that, in 
case of a labor dispute between the association and other unions, the 
fishermen reserve the right to refuse to go through a picket line au- 
thorized by a recognized labor union. Since canned salmon is subject 
to rigid inspection and confiscation by the Federal government, the 
fishermen, either by contract or custom, are required to submit to the 
rigid inspection of their boats and gear as well as of the fish which 
they catch and offer for delivery to the cannery. 

Section 8121(d) of the Federal Insurance Contributions Act (chap- 
ter 91, subtitle c, Internal Revenue Code of. 1954) provides, among 
other things, that the term "employee" means any individual who, 
under the usual common law rules applicable in determining the em- 
ployer-employe'e relationship, lias the status of an employee. The 
guides for determining, under the usual common law rules, whether 
an employer-employee relationship exists are f ound in section 
31. 8191(d) — 1(c) of the Employment Tax Regulations. 

Whether an individual is an independent contractor or an employee 
is largely a question of fact to be determined. upon consideration of. the 
particular facts in each case. 

In the instant case, it is determined that the association exercises or 
has the right to exercise such control over the "company fishermen" 
using its vessels and equipinent, as is necessary under the usual com- 
mon law rules to establish an employer-employee relationship. 
Accordingly, it is held that the "company fishermen" are employees of 
the association for Federal Insurance Contributions Act purposes. 

With respect to the "independent fishermen" who furnish their own 
boats and gear, pay their own operating expenses, and deliver their 
fish to the cannery of their choice, it is determined that the associa- 
tion neither exercises nor has the right to exercise such control over 
them in the performance of their services as is necessary under such 
rules to establish the relationship of employer and employee for 
purposes of such Act. Therefore, they are not employees of the 
association for Federal Insurance Contribution Act purposes. 

These conclusions are also applicable for the purposes of the Federal 
Unemployment Tax Act and the Collection of Income Tax at Source 
on Wages. 

(Also Sections 8306, 8401; 81. 3306 (i) — 1. ) Rev. Rul. 57 246 

Certain members of a corporation's board of directors, including 
the chairman of the board and the president, are also members of 
the corporation's executive committee. The committee is vested 
with all the powers of the board during intervals when the board 
is not in session. It considers questions of policy and administra- 
tive matters and its meinbers are required to be available for con- 
sultations involving corporate activities and to undertake tasks 
involving corporate planning and operations. The committee mern- 
bers each receive an annual remuneration in payment for their 
services as committee members and members of the board of direc- 
tors. The committee chairman, in addition to his duties in presiding 
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at committee meetings, represents the corporation as a member of 
«»ei n trade council aml appears before legislative committees « the corporation's behalf. HeM, the members of the executive 

committee are not, while performing committee functions and at- 
tending conlinittee meetings, employees of the corporation for Ircd- 
ei'al eruployment tax purposes. HcM flit&or, any services per- 

bv the chairman as an ofhcer of the corporation, and 
distinguishable from his services as committee chairman, are con- 
sidered as services performed in an employee status for the above 
purposes. 

Internal Revenue Service has been requested to determine 
the status, for Federal employment tax purposes, of certain directors 
with respect to their services performed as members of a committee 
created pursuant to the bylaws of a corporation. 

The bylaws provide for an executive committee composed of the 
chairman of the board of directors, the president, and four additional 
members of' the board who are appointed by the president with the 
approval of the board. The bylaws further provide that the board 
of directors is authorized to elect from their number cei tain olIicers 
of the corporation, one of which is a chairman of the executive com- 
mittee. The committee is vested with all of the powers of the board 
of directors during intervals when the board is not in session, but 
the committee is required to report its proceedings and acts to the 
board in each case at its next, succeeding meeting. The executive 
committee is authorized to adopt such rules and regulations as it 
deems desirable for the order and conduct of its meetings. Each 
member of the committee is also a member of. the board of directors. 

The members in question each receive 900x dollars per year, on a 
monthly basis, in payment for their services as committee members 
and as members of the board of directors. Their duties require 
attendance at regular board of directors' meetings, usually held two 
to four times a vear, and attendance at all executive committee meet- 
ings, which are usually held six to eight times per year, with no extra 
fees paid for such attendance. In addition to questions of policy, 
the executive committee considers in detail administrative matters 
in which the ofBcers of the corporation desire an opinion, such as the 
employment of personnel, labor problems, purchase of equipment, 
conduct of litigation, etc. The members are individually required 
to be available for consultation with management at all times, both 
on matters of policy and on current corporate activities, and to under- 
take any specific tasks or duties requested of them in connection with 
corporate planning and operations. They also may be called upon 
to make trips from time to time to inspect the corporation's plants, 
to observe operations of such plants, and to report thereon and make 
recommendations for future action and policies. Biweekly reports 
of progress in operations, of financial statements, and of other perti- 
nent matters are furnished the members of tlie committee in order 
that they may be currently acquainted with corporate business affairs. 
ho direction or instructions are issued by the board of directors to the 
committee except in infrequent instances and when issued, they nor- 
mally relate to matters of unusual importance. The actions of the 
committee are subject to review by the board. 

As pointed out above, the chairman of the executive committee, 
as such~ is an oflicer of the corporation, as specified in the corporate 
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bylaws. He holds no other office except that of a director. He does, 
however, perform services, in addition to his usual duty of presiding 
at executive committee meetings, which appear to be of the type which 
an officer, rather than a director, would generally perform. Ex- 
amples of such additional duties are his services of representing the 
corporation as an active member of a foreign trade council and his 
duty, when calle(l upon, to appear before various legislative commit- 
tees. He receives a salary plus his out-of-pocket expenses for his 
services as chairman of the committee. 

Section 8191(d) of thc Federal Insurance Contributions Act (chap- 
ter 21, subtitle C, Internal Revenue Code of 1954) provides, in part, 
that the term "employee" means: 

(1) any officer of s corporation; or 
(2) any individual who, under the usual common law rules applicahle 

in determining the employer-employee relationship, has the status of an 
employee; * * ~ 

Section 61. 8121(d) — 1(b) of the Employment Tax Regulations pro- 
vides that, generally, an officer of a corporation is an employee of the 
corporation. However, under such section an officer of a corpora- 
tion who, as such, does not perform any services or performs only 
minor services and who neither receives nor is entitled to receive, 
directly or indirectly, auy remuneration is considered not to be an 
employee of the corporation. It is further provided that a director 
of a corporation, in his capacity as such, is not an employee of the 
corporation. See also Mim. 6381, C. B. 1949 — 1, 179. 

It is the position of the Internal Revenue Service that fees received 
by a director of a corporation for performing services as such consti- 
tute self-employment income, and it is immaterial whether such re- 
muneration is received for attending directors' meetings or for serving 
on committees. I. T. 4077, C. B. 19M — 1, 149, at 150. Accordingly, 
services performed by directors in attending committee meetings are 
deemed to be services performed in the capacity of director, as such, 
and ordinarily do not constitute employment. Whether a director 
of a corporation can be an employee of the corporation depends pri- 
marily upon whether or not he performs services which are not direc- 
torial in nature, and whether or not those services are performed under 
an employer-employee relationship. The guides for determining 
whether a common law employment relationship exists are found in 
section 81. 8121(d) — 1(c) of the regulations. 

From the facts present in the instant case, it appears that the execu- 
tive committee of the corporation is concerned with matters of policy 
relating to the conduct and management of the a8airs of the corpora- 
tion; that the duties of the committee are directorial in nature; and 
that in the performance of such duties the committee is functioning 
in lieu of the board of directors. Accordingly, it is held that the 
members of the executive committee, including the chairman and the 
president, are not, while performing committee functions and attend- 
ing committee meetings, employees within the meaning of the Federal 
Insurance Contributions Act. 

It is further concluded that any services performed by the chairman 
strictly as an officer of the corporation, and distinguishable from his 
services performed as committee chairman, are to be considered as 
services performed in an employee status, and any remuneration paid 
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to him which is attributable to his duties solely as an ofhcer constitutes 
"»ages" subject to the Federal employment taxes. The same con- 
clu»on is applicable to the president of the corporation. 

The conclusions expressed in this Revenue Ruling are also applicable 
~vith respect to the Federal Unemployment Tax Act and the Collec- 
«on of Income Tax At Source on 9"ages (chapters 23 and 24, respec- 
tively, subtitle (C), Internal Revenue Code of 1954) . 

26 CFR 31. 8121(g) — 1: Agricultural labor. Rev. Rul. 57 — 41 
A corporation grows mushrooms in standard mushroom houses 

and in an abandoned limestone mine. Held, the "surface" and 
"mine" areas where operations relating to the growing of mush- 
rooms are conducted constitute a "farm" for purposes of the taxes 
under the Federal Insurance Contributions Act, Held, also, serv- 
ices performed by the corporation's employees in connection with its 
mushroom growing operations constitute "agricultural labor" as 
dedned in that Act. 

S. S. T. 293, C. B. 1938 — 1, 432, distinguished. 

The Internal Revenue Service has been requested to determine the 
extent to which services performed in connection with the growing 
of mushrooms constitute "agricultural labor" within the meaning of 
section 8121(g) of the Federal Insurance Contributions Act (chapter 
21, subtitle C, Internal Revenue Code of 1954) . 

A corporation owns and raises mushrooms in an abandoned lime- 
stone mine located on a large acreage. It also raises mushrooms in so- 
called "standard mushroom houses" located on the surface area of the 
property and plants and cultivates Beld crops on the property to 
produce the hay and top soil used in the mushroom growing beds. 

The mushrooms are grown in a compost consisting principally of 
stable manure purchased from racing stables. This is brought to the 
corporation's compost area and piled in windrows to undergo a nat- 
ural heating and fermentation process, during which time it is turned 
several times by special equipment. The compost is then taken to a 
Ailing machine, a specially designed, custom built machine, which 
611s the growing trays with a uniform layer of compost, The filled 
trays are stacked in a pasteurization house and held at a high tem- 
perature for several days to kill all insects and harmful organisms. 
Mushroom spawn is then spread evenly over the compost layer and 
the trays are held at a constant temperature for a "growing" period 
of three weeks while the spa~n spreads through the compost. The 
trays are taken from the pasteurization house to the "casing" machine, 
where a one-inch layer of top soil, which has been produced on the 
corporation's property and cleaned and processed by special equip- 
ment, is spread over the compost. The trays are then ready for 
placing in the growing houses and growing areas of the mine tunnels. 

Mushrooms ordinarily are grown in buildings of a specialized design 
to give control over such factors as light, heat, ventilation and hu- 
midity. The corporation has constructed growing houses of that 
specialized design. The limestone mine, mentioned above, provides 
natural control facilities and, accordingly, the corporation has in- 
stalled in. the mine tunnels growing equipment identical to that in- 
stalled in its growing houses. The growing methods followed in both 
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locations are identical. After the mushrooms are harvested they are 
cooled, packed in pint boxes for delivery to stores, or in three pound 
baskets for hotel and restaurant use, and loaded into and delivered 
to market by the corporation's refrigerator trucks. 

Some of the corporation's employees perform services directly asso- 
ciated with the mushroom growing operations, while other employees 
are engagecl in cleaning the areas, maintaining and repairing build- 
ings and equipment, and performing administrative services, all within 
the boundaries of the corporation's property. 

In S. S. T. 231, C. B. 1987 — 9, 417, it was held that services performed 
in the growing of mushrooms on a farm of which the employer is 
owner or tenant constitute "agricultural labor" within the meaning 
of sections 811(b) (1) and 907 (c) (1), Titles VIII and IX, respectively, 
of the Social Security Act. In arriving at this holding, it was recog- 
nized that mushrooms are generally grown in sheds, cellars, caves, or 
barns and not under general field conditions. In a prior ruling, it 
had been held that services performed by an employee in the growing 
of. vegetables in greenhouses located on a farm of which the employer is 
owner or tenant constitute "agricultural labor. " It was reasoned that 
no valid distinction could be made between the growing of products 
in greenhouses located on a farm and the growing of products in cellars, 
caves, barns, or specially constructed sheds which were located on a 
farm. Since mushrooms are by definition somewhat closely related 
to those vegetables which are produced for food, it was concluded that 
services performed in the growing of mushrooms should be classified 
as "agricultural labor, " provided they were performed on a farm in 
the ordinarily accepted sense of that word. 

Titles VIII and IX. of the Social Security Act did not define the 
terms "agricultural labor" ansi "farm" and, in the absence of a statu- 
tory definition, it was necessary to define those terms by regulation. 
Article 6 of Regulations 91 and article 206(1) of Regulations 90 pro- 
vided, in part, that the term "agricultural labor" includes all service 
performed by an employee, on a farm, in connection with the cultiva- 
tion of the soil and the raising and harvesting of crops and that the 
term "farm" embraces the farm in the ordinarily accepted sense and 
includes stock, dairy, poultry, fruit, and truck farms, plantations, 
ranches, ranges, and orchards. The ruling stated in S. S. T. 931, supra, 
was based upon this provision of the regulations and the Service has 
not receded therefrom. 

Section 8121(g) of the Federal Insurance Contributions Act pro- 
vides that as used therein the term "farm" includes stock, dairy, poul- 
try, fruit, fur-bearing animal, and truck farms, plantations, ranches, 
nurseries, ranges, greenhouses or other similar structures used pri- 
marily for the raising of agricultural or horticultural commodities and 
orchards. That section also sets forth the types of services and the 
conditions under which services of the prescribed types must be per- 
formed to come within the meaning of the term "agricultural labor. " 

Pursuant to section 3121(g) of the Federal Insurance Contribu- 
tions Act, it is the position of the Service that any plot of ground or 
other area used primarily for the raising of an agricultural or horti- 
cultural commodity constitutes a "farm" within the meaning of that 
section, irrespective of its size or location or the extent to which the 
soil actually is used in connection with the operations being con- 
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ducted. See Rev. Rul 54 — 310. C. B. 1954 — 9 964; Rev. Rul. 54 — 587, 
B. 1954 — 9, 359; and Rev. Rul. 55 — 456, C. B. 1955 — o, 418. It is the 

po»tion of the Service, furthermore, tliat mushrooms are "agricul- 
tural or horticultural commodities" within the nieaning of that term » used in section 31ol (g). See Rev. Rul. 56 — 560, C. B. 1956 — 9, 698. 

ordingly, a structure used primarily to raise mushrooms, whether 
a standard niushroom house or any similar structure, such as a build- 
ing which has been remodeled to provide the controls n. ceded to raise 
m«hrooms, constitutes a "farm" within the meaning of that section. 
Furthermore, any area utilized in connection with the raising opera- 
t'ons~ suc» as areas used for compost, producing top soil, etc. , also 
constitutes a coniponent part of such mushroom "farm. " 

In tlie instant case, the corporation grows muslirooms both in stand- 
ard mushroom houses and in its mine property. Identical growing 
equipment is installed in both locations, identical processes are fol- 
lowed to produce identical crops and the corporation's election to use 
the mine property was to utilize the natural control facilities therein. 
available instead of constructing adclitional houses. Under these cir- 
cumstinces, the Service is of the opinion that it would be impracti- 
cable to attenipt to distinguish between the "surface" and "mine" 
areas. A. ccordingly, it is Field that the areas utilized in connection 
with the mushroom ~orowing operations conducted by the corporation 
constitute a "farm" v ithin the meaning of section 8191(g) of the 
Federal Insurance Contributions Act. It is further held that the 
services described above as being performed by the corporation's em- 
ployees constitute "agricultural labor" within the meaning of that 
section. 

In a ruling published as S. S. T. 2M, C. B. 1M8 — 1, 4M, it was held 
that services performed by employees in the growing of mushrooms 
in natural caves located within the corporate limits of a city do not 
constitute "agricultural labor" for the reason that the caves are neither 
located on nor operated as a "farm" in the ordinarily accepted sense. 
However, that ruling was issued under the taxing provisions of the 
Social Security Act in efi'ect for periods prior to 1940. The Act con- 
tained no definition of the word "farm, " that term being defined by 
Article 6 of Regulations 91. The holding in S, S. T. 293 still repre- 
sents the position of the Service on this matter, but only for periods 
prior to 1940. 

(Also Sections 8306, 3401; 81, 8806 (k) — 1. ) Rev. Rul. 57 — 217 

The term "agricultural labor, " as defined in section 3121(g) of 
the Federal Insurance Contributions Act, includes services per- 
formed by employees on a farm in connection v ith raising, feeding, 
and caring for mink. IIowever, the mere maintenance of a natural 
environment is not considered to be the operation or maintenance of 
a farm and, generally, the services performed in connection there- 
with, including services relating to the guarding of the property and 
the trapping or taking of fur-bearing animals and wildlife there- 
from, do not constitute "agricultural labor" within the meaning 
of such section. 

Advice has been requested whether services performed by employees 
in connection with the raising of mink unconfined and in their natural 
environment constitute "agricultural labor" within the meaning of 
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section 8121(g) of the Federal Insurance Contributions Act (chapter 
21, subtitle C, Internal Revenue Code of 1954) . 

Section 8121(g), supra, provides, in part, that the term "agricultural 
labor" includes all services performed on a farm, in the employ of any 
person, in connection with cultivating the soil, or in connection with 
raising or harvesting any agricultural commodity, including the rais- 
ing, shearing, feeding, caring for, training, and management of live- 
stock, bees, poultry and fur-bearing animals and wildlife. Such sec- 
tion also provides that, as used therein, the term "farm" includes stock, 
dairy, poultry, fruit, fur-bearing animal, and truck farms, planta- 
tions, ranches nurseries, ranges, greenhouses or other similar struc- 
tures used primarily for the raising of agricultural or horticultural 
commodities, and orchards. For purposes of such section, any plot 
of ground or other area, including structures, used primarily for the 
raising of fur-bearing animals (including mink) is a "farm, " irrespec- 
tive of its size or location or without reference to the extent to which 
the soil is used in connection with mink raising operations. See Rev. 
Rul. 54 — 810, C. B. 1954 — 2, 264, regarding the raising, etc. , of poultry, 

Accordingly, services performed by employees on a farm in connec- 
tion with raising, feeding, and caring for mink constitute "agricultural 
labor" as defined in section 8121(g), supra. However, a natural 
environment which is a fur-bearing animal or wildlife preserve, or is 
used primarily for fishing, hunting, or trapping, is not a "farm" and 
services performed in guarding or maintaining such property, or in 
taking fur-bearing animals or wildlife therefrom, do not constitute 
"agricultural labor" within the meaning of section 8121(g) of the Act. 
Thus, services performed in connection with the general care of ani- 
mals in such an area during emergency periods, such as feeding, water- 
ing, etc. , during extremely inclement weather and, at any time, in 
guarding the property or taking fur-bearing animals therefrom, do 
not constitute "agricultural labor" within the meaning of that section. 

This ruling is applicable also for purposes of the Federal Unemploy- 
ment Tax Act and the Collection of Income Tax at Source on Wages 
(chapters 28 and 24, respectively, subtitle C, Internal Revenue Code 
of 1054). 

"Agricultural labor" performed on a farm by employees in connec- 
tion with raising, feeding, and caring for mink is not excepted from 
"employment" for purposes of the taxes imposed by the Federal 
Insurance Contributions Act, and cash remuneration paid for such 
labor is subject to the taxes imposed by that Act except as provided in 
section 8121(a) (8) (B) thereof. 

Although this Revenue Ruling has specific reference to services 
performed in raising, feeding and caring for mink, it also applies 
to such services in connection with other wild fur-bearing animals. 

26 CFR 81. 3121(k) — 1: Waiver of exemption from Rev. Rul. 57 — 11 
taxes. 

(Also Part II, Section 1426(1); Section 408. 216, 
Regulations 128. ) 

Procedures to be followed, pendin" the issuance of re ulations 
under the Federal Insurance Contributions Act, in aPPlyin those 
provisions of section 403(a) and (b) of the Social Securit7 Amend- 
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ments of 1954 and section 3121(ir) of the Federal Insurance Contri- 
butions Act, as amended by the Social Security Amendnients of 
1950, which provide for the social security coverage of individuals 
eiiiploved by certain exempt organizations. 

SEOTIoiv 1. PURPosE. 
The purpose of this Revenue Ruling is to set forth changes in pro- 

cedures under section 31o1(k) of the Federal Insurance Contributions 
A«(chapter 21, subtitle C, of. the Internal Revenue Code of 1954, » amended by the Social Securitv Amendments of 1954) and section 
403(a) and (b) of the Social Security Amendments of 1954, result- 
ing froln the aniendment of those sections by the Social Security 
Amendments of 1956, approved August 1, 1956. 
SEO. 2. ScopE 

The instructions in this Revenue Ruling are interim in nature anti 
are subject to modification by regulations to follow. However, any 
such nuodification shall not render invalid any act performed pur- 
suant to, and in accordance with. the provisions of this Revenue Ruling. 
SEC. 3. STATITTORY PROvlsiONS. 

. 01 Section 3121(k) of the f ederal Insurance Contributions Act, 
as amended by the Social Security Amendments of 1956, provides, 
in part, as follows: 

(k) ExEMPTION OF RELIGIOUS, CHARITABLE, AND CERTAIN OTHER ORGANI- 
ZATIoiV S. — 

(1) lvAIVER OF EXEMPTION BY ORGANIZATION. — An organization described 
in section 501(c) (3) which is exempt from income tax under section 501(a) 
Iuay file a certificate (in such form anil maimer, and with such Otticial, as 
may be prescribed by regulations made under this chapter) certifving i, hat 
it desires to have the insurance system established by title II of the Social 
Security Act extended to service perfornied by its employees and that at 
least two-thirds of its employees concur in the filing of the certificate. Such 
certificate may be filed only if it is accompanied by a list containing the 
signature, address, and social security account number (if any) of each em- 
ployee who concurs in the filing of the certificate. Such list may be amended 
at any time prior to the expiration of the tiventy-fourth inonth following the 
first calendar quarter for which the certificate is in effect, or at any time 
prior to January 1, 1959, v hichever is the later, by filing with the prescribed 
official a supplemental list or lists containing the signature, address, and 
social security account uuiuber (if any) of each additional employee who 
concurs in the filing of the certificate. The list and any suppleinental list 
shall be filed in such form and inanner as may be prescribed by regulations 
made under this chapter. The certificate shall be in effect (for purposes of 
subsection (b) (8) (B) and for purposes of section 210(a) (8) (B) of the 
Social Security Act) for the period beginning with the first day of the calen- 
dar quarter in which such certificate is filed or the first day of the succeetliug 
calendar quarter, as may be specified in thc certifiicate, except that, in the 
case of service perforined by an individual ivhose name appears on a suluile- 
mental list filed after the first month following the first calenc ar quarter for 
which the certificate is in effect, the certificate shall be in effect, for purposes 
of such subsection (b) (8) and for purposes of section 210(a) (8) of the 
Social Security Act, only with respect to service performed by such indi- 
vidual after the calendar quarter in which such supplemental list is filed. 

. 09 Section 406 of the Social Security Amendments of 1954, as 
amended by the Social Security Amendments of 1956, provides as 
follows: 
SEC. 403. (a) IN ANY CAsE IN wHIGH— 

(1) an individual has been emploved, at any time subsequent to 1950 anil 
prior to the enactment of the Social Security Amendinents of 1950, by an 
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organization which is described in section 501(c) (8) of the Internal Rev- 
enue Code of 1954 and which is exempt from income tax under section 
501(a) of such Code but which has failed to file prior to the enactment of 
the Social Security Amendments of 1956 a valid waiver certificate under 
section 1426(1) (1) of the Internal Revenue Code of 1939 or section 
8121(k) (1) of the Internal Revenue Code of 1954; 

(2) the service performed by such individual as an employee of such 
organization during the periocl subsequent to 1950 and prior to 1957 would 
have constituted employment (as defined in section 210 of the Social Secu- 
rity Act and section 1426(b) of the Internal Revenue Code of 1989 or section 
8121(b) of the Internal Revenue Code of 1954, as the case may be, at the 
time such service was performed) if such organization had filed prior to 
the performance of such service such a certificate accompanied by a list of 
the signatures of employees who concurred in the filing of such certificate 
and such individual's signature had appeared on such list; 

(8) the taxes imposed by sections 1400 and 1410 of the Internal Revenue 
Code of 1989 or sections 8101 and 8111 of the Internal Revenue Code of 
1954, as the case may be, have been paid with respect to any part of the 
remuneration paid to such individual by such organization for such service; 

(4) part of such taxes have been paid prior to the enactment of the Social 
Security Amendments of 1956; 

(5) so much of such taxes as have been paid prior to the enactment of 
the Social Security Amendments of 1956 have been paid by such organiza- 
tion in good faith and upon the assumption that a valid waiver certificate 
had been filed by it under section 1426(l) (1) of the Internal Revenue Code 
of 1989 or section 8121(k) (1) of the Internal Revenue Code of 1954, as the 
case may be, and 

(6) no refund of such taxes has been obtained, the amount of such 
remuneration with respect to which such taxes have been paid shall, upon 
the request of such individual (filed in such form and manner, and with 
such ofiicial, as may be prescribed by regulations under chapter 21 of the 
Internal Revenue Code of 1954), be deemed to constitute remuneration for 
employment as defined in section 210 of the Social Security Act and section 
1426(b) of the Internal Revenue Code of 1989 or section 8121(b) of the 
Internal Revenue Code of 1954, as the case may be. 

(b) Ir ANx C~SE IN WHICH— 
(1) an individual has been employed, at any time subsequent to 1950 and 

prior to the enactment of the Social Security Amendments of 1956, bv an 
organization which has filed a valid waiver certificate under section 
1426(l) (1) of the Internal Revenue Code of 1989 or section 8121(k) (1) 
of the Internal Revenue Code of 1954; 

(2) the service performed by such individual during the time he was 
so employed would have constituted employment (as defined in section 210 
of the Social Securitv Act and section 1426(b) of the Internal Revenue 
Code of 1989 or section 8I21(b) of the Internal Revenue Code of 1954, as 
the case may be, at the time such service was performed) if such indi- 
vidual's signature had appeared on the list of signatures of employees who 
concurred in the filing of such certificate; 

(8) the taxes imposed by sections 1400 and 1410 of the Internal Revenue 
Code of 1989 or sections 8101 and 8111 of the Internal Revenue Code of 
1954, as the case may be, have been paid prior to the enactment of the 
Social Security Amendments of 1956 with respect to any part of the remu- 
neration paid to such individual by such organization for such service; and 

(4) no refund of such taxes has been obtained, 
the amount of such remuneration with respect to which such taxes have been 
paid shall, upon the request of such individual (filed on or before January 1, 
1959, and in such form and manner, and with such oificial, as may be prescribed 
by regulations made under chapter 21 of the Internal Revenue Code of 1954), be 
deemed to constitute remuneration for employment as defined in section 210 of 
the Social Security Act and section 1426(b) of the Internal Revenue Code of 1989 
or section 8121(b) of the Internal Revenue Code of 1954, as the case may be, and 
such individual shall be deemed to have concurred in the filing of the waiver 
certificate filed by such organization under section 1426(1) (1) of the Internal 
Revenue Code of 1939 or section 8121(k) (1) of the Internal Revenue Code of 
1954. 
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4 Svi I LEMENTAL LIsTs FILED UNDEK SEGTIoN 3121 (k), 
AMENDED 

. 01 In general. — Pursuant to section 3121(k), as amended by sec- 
tion 201(k) of the Social Security Amendments of 1956 a properly 
completed and signed supplemental list on Form SS — 15a Supplement) 
Ainendment to List on Form SS — 15a, filed on or after August 1, 1956) 
will be accepted as a valid amendment to the list on Fo~rm SS — 15a, List to Acconipany Certificate on Form SS — 15 Waiving Exemption 
From Taxes Under the Federal Insurance Contributions Act, if it is 
filed before the end of the twenty-fourth month following the first 
calendar quarter for which the certifiicate on Form SS — 15, Certificate 9 aiving Exemption From Taxes Under the Federal Insurance Con- 
tributions Act, is in eRect, or at any time prior to January I, 1959, 
whichever is the later. 

. 02 8upplemental lists fiVed prior to August 1) lMO. — Section 
3121(k) in eRect prior to the enactinent, of the Social Security Amend- 
ments of 1956, August 1, 1956, provided that a supplemental list, in 
order to constitute a valid amendment to the list on Form SS — 15a, 
must be filed within the 24-month period prescribed by such section. 
The language "or at any time prior to January 1, 1959, whichever is 
the later, " which was added to section 3121(k) by the Social Security 
Amendments of 1956, lias no application to supplemental lists filed 
prior to August 1, 1956. Accordingly, the provisions of section 
31. 3121(k) — 1 of the regulations issued under the Federal Insurance 
Contributions Act are applicable in the case of a supplemental list 
filed prior to August 1, 1956. 

. 03 8upplemental lists filed on or after August 1) 1M6'. — Section 
201(k) of the Social Security Amendments of 1956 a)mended section 
3121(k) to the extent that any supplemental list filed on or after 
August 1, 1956) and prior to January 1, 1959 (regardless of the eRec- 
tive date of the certificate previously filed by the organization), will 
constitute a valid amendment even though the supplemental list is not 
filed within the 24-month period. If a supplemental list is filed prior 
to the end of the first month following the first calendar quarter for 
which the certificate is in eRect. the certificate will be eRective, in the 
case of any individual whose name appears on such supplemental list, 
with respect to services performed on and after the eRective date of 
the certificate. If the supplemental list is filed after the first month 
following the first calendar quarter for which the certificate is in 
eRect) the certificate will be eRective, in the case of an individual 
whose name appears on such supplemental list, with respect to serv- 
ices performed after the calendar quarter in wliich the supplemental 
list is filed. 

. 04 Reopening of eases involving prior invalid amendments. — 
District Directors of Internal Revenue are not required to initiate any 
action with respect to the reopening of cases involving supplemental 
lists filed prior to August 1, 1956) which were invalid for the reason 
that they were not filed within the 24-month period. Iiowever, the 
amendment of section 3121(k) now makes it possible for organiza- 
tions to submit new supplemental lists at any time prior to January 
1) 1959. 
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SEC. 5. CERTIFICATES FILED UNDER SECTION 8121(k) ~ AS AMENDED. 

. 01 In general. — Pursuant to section 8121(k), as amended by sec- 
tion 201(1) of the Social Security Amendments of 1956 a certificate 
nn Form SS — 15 shall be in efFect for the period beginning with the 
first day of the calendar quarter in which it is filed or the first day 
of the succeeding calendar quarter, whichever is specified by the or- 
ganization. The amendment. is efFective with respect to certificates 
filed af ter 1956. 

. 02 Certifi', cates fled prior to Januar Jl 1& 19c57 A certificate filed 
prior to January 1, 1957, is in efFect for the period beginning with 
the first day of the calenclar quarter following the close of the calendar 
quarter in which it is filed. The language "the first day of the calen- 
dar quarter in which such certificate is filed, " which was added to 
section 8121(k) by the Social Security Amendments of 1956, has no 
application to certificates filed prior to January 1, 1957. 

08. Certificates fled on or after 0'anuary 1, 19o7'. — An organization 
which files a certificate on or after January 1, 1957, shall specify 
whether the certificate is to be in efFect for the period beginning with 
the first day of the calendar quarter in which it is filed or the first day 
of the succeeding calendar quarter. Form SS — 15 (Revised January 
1957), which will be available from District Directors on January 
1, 1957, will provide a space for the insertion of the appropriate date. 

SEO. 6. REQUESTS oF INDIvIDUALs UNDER SEGTIQN 408(a) As 
AMENDED BY SocIAL SFcURITY AMENDMENTS oF 1956. 

. 01 In general. — Pursuant to section 408(a) of the Social Security 
Amendments of 1954, as amended, an individual who, as an employee, 
performed services after December 81, 1950, and prior to August 1, 
1956, for an organization which failed to file prior to August 1, 1956, 
a valid certificate on Form SS-15 may, under certain circumstances, 
request that the remuneration received by him for services performed 
after 1950 and before 1957 be deemed to constitute remuneration for 
employment for purposes of the taxes imposed under the Federal In- 
surance Contributions Act and for purposes of title II of the Social 
Security Act. 

. 02 Procedure and rules applicable to the fling of the requests 
under section $08(a), as amended. — In general, the procedures and 
rules outlined in section 408. 216(c) of Regulations 128, as added by 
Treasury Decision 6176, approved May 24, 1956, C. B. 1956 — 1, 661, re- 
lating to the execution and filing of requests under section 408(a) of 
the Social Security Amendments of 1954, the optional tax payments 
by the organization, and the efFect of the requests, are equally ap- 
plicable to requests filed under section 408(a), as amended. IIowever, 
in applying these provisions it should be borne in mind that section 
408(a), as amended, is applicable to services performed by an indi- 
vidual prior to January 1, 1957 (if some service was performed by the 
individual prior to August 1, 1956), and that the organization must 
have failed to file a valid waiver certificate prior to August 1, 1956. 

SEC. 7. REQUESTS OF INDIVIDUALS UNDER SECTION 408 (b) AS AMENDED 

BY THE SocIAL SEGURITY AMENDMENTs oF 1956. 

. 01 In general. — Pursuant to section 408(b) of the Social Security 
Amendments of 1954, as amended, an individual who, as an employee, 
performed services after December 81, 1950, and prior to August 1, 
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1956, for an organization which filed a valid certificate but who failed 
to sign the list of concurring employees, may, under certain circum- 
stances, request on or before January 1, 1959, that the remuneration 
received by him for such services be deemed to constitute remuneration 
for employment for purposes of. the taxes imposed under the Federal 
Insurance Contributions Act and for purposs of title II of the Social 
Security Act. 

. 02 Yrocedure and rules applicable to the pliny of the requests 
unde~ sect~'on +~8(b), as amended. — In general, the procedures and 
rules outlined in section 408. 216(d) of Regulations 128, as added by 
Treasury Decision 6176, supra, relating to the execution and filing of 
requests under section 408(b) of the Social Security Amendments of 
1954 and the eRect of such requests, are equally applicable to requests 
filed under section 408(b), as amended. However, in applying these 
provisions it should be borne in mind that section 403 (b), as amended, 
is applicable to services performed by an individual prior to August 
1, 1956, and that the individual has until January 1, 1959, within 
w~hich to file his request. 

26 CFR 86. '3121(1) — 1: Agreements entered into Rev. Rul. 57 — 216 
by domestic corporation with respect to for- 
eign subsidiaries. 

Procedure to be followed by a domestic corporation, as successor 
to the assets and liabilities of a dissolved domestic corporation, to 
continue social security coverage, as provided by section 3121 (1) of 
the Federal Insurance Contributions Act, of United States citizen 
employees of a foreign subsidiary of the predecessor domestic cor- 
poration prior to its dissolution. 

The Internal Revenue Service has received an inquiry concerning 
the procedure to be followed by a domestic corporation in order to con- 
tinue the social security coverage provided by section 8121(1) of the 
Federal Insurance Contributions Act (chapter 21, subtitle C, Internal 
Revenue Code of 1954), of employees of a foreign subsidiary who are 
United States citizens, under the circumstances set forth below. 

The N domestic corporation which was wholly owned by N, also 
a domestic corporation, entered into an agreement with a District 
Director of Internal Revenue, eRective January 1, 1955, pursuant to 
the provisions of section 8121(1) of the Act, to extend social security 
coverage to employees, who are United States citizens of X company, 
a foreign subsidiary of . 'll. within the meaning of section 8121( ) (8) 
(A) of the Act. ERective October 7, 1956, the 3X corporation dis- 
solved and transferred all of its assets, subject to all of its liabilities, 
to the N corporation, which is now the owner of more than fifty per- 
cent of the voting stock of the X company. The N corporation desires 
to continue in eRect the extension of social security coverage of the 
employees covered by the agreement. The N corporation does not 
liave in eRect an agreement with respect to employees of any foreigii 
subsidiary. 

Section 8121(1) (3) of the Act provides, in part, that the period for 
which an agreement entered into by a domestic corporation under 
section 3121(1) of such Act is eRective, with respect to any foreign 
corporation, shall terminate at the end of any calendar quarter in 
which the foreign corporation, at any time in such quarter, ceases to be 
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a foreign subsidiary of the domestic corporation. By virtue of the 
dissolution of the cV corporation on October 7, 1956, the X company 
ceased to be a foreign subsidiary of that corporation. Thus, the 
agreement was automatically terminated as of December 81, 1956, the 
end of the quarter in which the relationship terminated. See section 
86. 8121(1) (8) — 1 of the Regulations Relating to Contract Coverage 
of Employees of Foreign Subsidiaries. However, by reason of such 
agreement, amounts equivalent to the tax imposed under the Federal 
Insurance Contributions Act are payable by the cV corporation only 
with respect to remuneration paid for services rendered before October 
8, 1956. 

In order to continue in e8ect the extension of social security cover- 
age to the qualified employees of the X company, and to insure that 
there is no break in quarters of coverage or diminution of benefits 
because of low earnings, the N corporation would have to enter into a 
new agreement on Form 2082, Contract Coverage Under Title II of 
the Social Security Act as Amended, with the District Director for its 
district, prior to January 1, 1957, pursuant to section 8121(1) of the 
Act, covering the employees involved, e8ective October 1, 1956. Such 
agreement would be applicable only with respect to services performed 
after October 7, 1956, the date of dissolution of the 3X corporation. 
An agreement entered into subsequent to December 81, 1956, would 
become e8ective as of the first day of the calendar quarter in which the 
agreement is signed by the District Director, or the first day of the 
calendar quarter following the calendar quarter in which the agree- 
ment is signed by the District Director, whichever is specified in the 
agreement. 

Assuming that the conditions set forth in section 8121(a) (l) of the 
Act, relating to successor and predecessor employers, are met in con- 
nection with the transfer of assets of the 3f corporation, the N corpo- 
ration may, in computing its liability under the agreement, treat the 
remuneration paid to the employees of the X company during 1956, 
with respect to which amounts equivalent to the taxes imposed by the 
Federal Insurance Contributions Act were paid by the cV corporation 
prior to its dissolution, as having been paid by it (N corporation) in 
determining the $4, 200 limitation on remuneration paid to an em- 
ployee of a foreign subsidiary covered by its (N corporation) agree- 
ment on Form 2082, which may be regarded as wages for purposes of 
the Federal Insurance Contributions Act. 

CHAPTER 23. — FEDERAL UNEMPLOYMENT TAX ACT 

SECTION 8806. — DEFINITIONS 
Contributions by an employer to separate and individual trusts each 

providing certain unemployment benefits to a designated employee. 
See Rev. Rul. 57 — 87, page 18. 

26 CFR 81. 8806(b) — 1: AVages. 
Strike benefits received by members of a labor union. See Rev. Rul. 

57 — 1, page 15. 
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Noncash remuneration paid to retail commission salesmen. See 
Rev. Rul. 57 — 18, page 854. 

Payments made direct to employees for the purchase of hospitaliza- 
tion and surgical insurance coverage. See Rev. Rul. 57 — 88, page 808. 

Payments made to employees by their employers or by a labor 
organization pursuant to "back pay orders" issued by the National 
Labor Relations Board. See Rev. Rul. 57 — 55, page 804 

Bonuses paid to former employees. See Rev. Rul. 57 — 92, page 806. 

26 CFR 81. 8806 (c) (7) — 1: Services in employ of 
States or their political subdivisions or 
instrumentalities. 

Services pei formed by individuals under the jurisdiction of an agent 
of the employer. See Rev. Rul. 57 — 56, page 808. 

A soil conservation district engaged in carrying out a state con- 
servation program. See Rev. Rul. 57 — 120, page 810. 

An association organized and operated by state insurance depart- 
ments. See Rev. Rul. 57 — 128, page 811. 

26 CFR 81. 8806(i) — 1: 'Who are employees. 
Physician engaged on a part-time basis. See Rev. Rul. 57 — 21, 

page 817. 

Services performed by reporters for a private Iaw reporting business. 
See Rev. Rul. 57 — 42, page MO. 

Vendors of ice cream products. See Hev. Rul. 57 — 68, page Ml. 

schochet performing slaughtering services at a slaughter house 
and in his home. See Rev. Rul. 57 — 80, page M4. 

Fees received by officials who ofBciate at intercollegiate athletic con- 
tests. See Rev. Rul. 57 — 110, page 881. 

"Clerks of the works" engaged by a private corporation to supervise 
its building project. See Rev. Rul. 57 — 145, page 8M. 
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An actress, narrator and artist engaged by a film company in the 
production of industrial and commercial motion pictures. See Rev. 
Rul. 57 — 155, page 888. 

"Company fishermen" and "independent fishermen" supplying 
salmon to a, packers association. See Rev. Rul. 57 — 168, page 887. 

Status, for Federal employment tax purposes, of directors per- 
forming services as members of an executive committee. See Rev. 
Rul. 57 — 246, page 888. 

26 CFR 81. 8806(k) — 1: Agricultural labor. 
Services performed by employees in connection with the raising of 

mink. See Hev. Rul. 57 — 217, page 848. 

CHAPTER 24. — COLLECTION OF INCOME TAX AT SOURCE 
ON WAGES 

SECTION 8401. — DEFINITIONS 

Strike benefits received by members of a, labor union. See Rev. Rul. 
57 — 1, page 15. 

Physician engaged on a part-time basis. See Rev. Rul. 57 — 21, 
page 817. 

Payments made direct to employees for the purchase of hospitaliza- 
tion and surgical insurance coverage. See Rev. Rul. 57 — 88, page 808. 

Contributions by an employer to separate and individual trusts each 
roviding certain unemployment benefits to a designated employee. 
ee Rev. Rul. 57 — 87, page 18. 

Remuneration for services performed by reporters for a private 
law reporting business. See Rev. Rul. 57 — 42, page 820. 

Payments made to employees by their employers or by a labor 
organization pursuant to "back pay orders" issued by the National 
Labor Relations Board. See Rev. Rul. 57 — 55, page 804. 

Vendors of ice cream products. See Rev. Rul. 57 — 68, page 821. 

A schochet performing slaughtering services at a slaughter house 
and in his home. See Rev. Rul. 57 — 80, page 824 
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Stenographer engaged to perform part-time services. See Rev. Rul. 
57 — 93, page 328. 

Fees received by oScials who oKciate at intercollegiate athletic con- 
tests. See Rev, Rul. 57 — 1. 19, page 381. 

Ministers whose services for an organization are excepted from 
"employment, " and others whose services constitute "employment. " 
See Rev, Rul. 57 — 129, page 818. 

Payments made with respect to services performed by volunteer 
unpaid workers. See Rev. Rul. 57 — 135, page 807. 

An architectural firm ivhich pays "wages" to "clerks of the works" 
on behalf of one of its clients. See Rev. Rul. 57 — 145, page 882. 

An actress, narrator and artist engaged by a film company in the 
production of industrial and commercial motion pictures. See Rev. 
Rul. 57 — 155, page 333. 

"Company fishermen" and "independent fishermen" supplying 
salmon to a packers association. See Rev. Rul. 57 — 168, page 837. 

Services performed by employees in connection with the raising of 
mink. See Rev. Rul. 57 — 217, page 343. 

Status, for Federal employment tax purposes, of an o%cer-director 
serving as a member of an executive committee. See Rev. Rul. 5'7— 

246, page 888. 

26 CFR 31. 3401(a) — 1: XVages. 

Conditions for attachiiig statement to support excludable sick pay 
to individual income tax returns. See Rev. Proc. 57 — 1, page 721. 

(Also Section 3102; 26 CFR 31. 3102 — 1. ) Rev. Rul. 57 — 12 

The N company, a motor freight carrier, is unable to use its regular 
employees to unload its trucks in certain areas because of local em- 
ployment conditions. It engages members of local unions for unload- 
ing its trucks at delivery points in such areas. These individuals are 
engaged and perform their services on an irregular basis, but under 
circumstances which constitute them employees of the company. 
They are paid daily by the company at hourly rates fixed by the union 
for this type of work. Because of the irregular nature of the work of 
a particular employee, the frequency with which v age payments are 



$ 3401. ] 354 

made to the many employees involved, and the small amounts of the 
individual wage payments, a question has been raised re]ative to the 
necessity of havmg the Federa] income tax and the employee tax 
(social security tax) deducted and withheld therefrom. Held, the N 
company, as the employer, is required to deduct and withhold the 
Federal income tax under section 8409 of the Internal Revenue Code 
of 1954 and the employee tax imposed under section 8101 of the 
Federal Insurance Contributions Act (chapter 21, subtitle C, of the 
1954 Code) from the "wages, " as that term is defined in sections 8401 
and 8191 of the Code, paid by it to such employees for their services, 
irrespective of the frequency of the payments and the small amount of 
each individual wage payment. The N company is responsible for the 
return and payment of such taxes, whether or not collected from the 
employee. See Rev. Rul. 55 — 548, C. B. 1955 — 9, 400. There are no pro- 
visions in the statute to relieve the employer from his liability for 
withholding of the Federal income and the employee social security 
taxes from the "wages" paid and for making the returns and payments 
with respect to such taxes. 

(Also Sections 8191, 8806; 26 CFR 81. 8191(a) — 1; Rev. Rul. 57 — 18 
81. 8806 (b) — 1. ) 

Interim instructions or use in applying the provisions of section 
3402 of the Internal Revenue Code of 1954, as amended by the Act 
of August 9, 1955, Public Law 306, 84th Cong. , 69 Stat. 605, C. B. 
1955 — 2, 759, with respect to the income tax withholding require- 
ments for noncash remuneration paid to retail commission salesmen. 

The purpose of this Revenue Ruling is to outline the requirements 
for income tax withholding under section 8402 of the Internal Revenue 
Code of 1954, as amended by the Act of A. ugust 9, 1955, Public Law 
806, 84th Cong. , 69 Stat. 605, C. B. 1955 — 2, 759, with respect to non- 
cash remuneration paid to retail commission salesmen. 

Section 8402 of the Code, as amended by Public Law 806, reads, 
in part, as follows: 
SEC. 3402. INCOME TAX COLLECTED AT SOURCE. 

(a) Rzqv&REMENT oz WiTHHounNO. — Every employer malring payment of 
wages shall deduct and withhold upon such wages (except as provided in 
subsection (j) ) a tax equal to 18 percent of the amount by which the wages 
exceed the number of withholding exemptions claimed, multiplied by the 
amount of one such exemption as shown in subsection (b) (1). 

(j) YoNOAsH REMUNERATIoN To IIETAIL CQMMIssioN SALEsMEN. — In the case 
of remuneration paid in any mediu&n other than cash for services performed 
by an individual as a retail salesman for a person, where the service performed 
by such individual for such person is ordinarily performed for remuneration 
solely by way of cash commission an employer shall not be required to deduct 
or withhold any tax under this subchapter [chapter] with respect to such re- 
muneration, provided that such employer files with the Secretary or his dele- 
gate such information with respect to such remuneration as the Secretary or his 
delegate may by regulations prescribe. 

The term "wages, " as used in section 8409, 8uprc, is defined in sec- 
tion 8401(a) of the Code to mean all remuneration for services per- 
formed by an employee for his employer, including the cash value of 
all remuneration paid in any medium other than cash, with certain 
exceptions not here material. The effect of Public Law 806, supfa, 
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is to relieve an employer from the requirement of withholding income 
tax from wages paid after August 9, 1955, in a medium other than 
cash, to a retail salesman who is ordinarily remunerated solely by 
way of cash commission, provided the requisite information is fur- 
nished with respect to such noncash remuneration. Merchandise 
prizes awarded to a salesman for exceeding his sales quota or for 
achieving outstanding sales results are illustrative of the type of 
remuneration payments to which the amendment applies. 

Section 8409(j) of the Code, which was added by Public Law 806, 
s'apnea, is applicable with respect to noncash remuneration paid to 
retail connnission salesmen after August 9, 1955. Pending the is- 
suance of regulations pursuant to such provision of law, an employer 
who after A. ugust 9, 1955, makes a payment of noncash remuneration 
to an employee oi the character described therein will not be required 
to withhold income tax from such noncash remuneration. However, 
the fair market value of such remuneration must be included in the 
total wages reported on the Withholding Tax Statement, Form W — 9, 
furnished by the employer to the employee with respect to wages paid 
dllring the calendar year. The value of noncash relnuneration re- 
quired to be reported on Forms W — 9 pursuant to this Revenue Ruling 
should not be reported on the separate Forms 1099 which accompany 
the U. S. A. nnual Information Return, Form 1096, which the employer 
may otherwise be required to file. Employers who do not withhold 
on such noncash remuneration in accordance with this Revenue Ruling 
will not be held liable by the Internal Revenue Service for failure to 
withhold should a different rule be prescribed by the regulations to 
be issued under section 8402 (j), supra. 

Although an employer, by reason of the provisions of Public Law 
806, 8npra, is not required to deduct or withhold income tax under 
the conditions prescribed by this Revenue Ruling, with respect to 
noncash remuneration paid to a retail commission salesman, such pro- 
vision of law neither relieves such a salesman of liability for income 
tax with respect to his noncash remuneration nor does it afFect in any 
manner the treatment of noncash remuneration for purposes of the 
taxes imposed by the Federal Insurance Contributions Act and the 
Federal Unemployment Tax Act (chapters 21 and 98, respectively, 
subtitle C, of the Internal Revenue Code of. 1954), 

Rev. Rul. 57 — 286 

Remuneration for services performed on the high seas or in 
the territorial waters of the United States by employees who are 
residents of I'uerto Rico and who are citizens of both Puerto Rico 
and the United States is subject to the withholding of income tax 
for the United States under section 3402 of the Internal Revenue 
Code of 1954, since such services are not performed "in a possession" 
of the United States within the meaning of section 3401(a) (8) 
(4) (ii) of the Code or "within Puerto Rico" within the meaning of 
section 3401(a) (8) (C) of the Code. 

Advice has been requested as to the liability of an employer for 
withholding Federal income tax, as required by section 840o of the 
Internal Revenue Code of 1954, with respect to remuneration paid to 
certain residents of Puerto Rico as crew members of. a filshing vessel 
for services performed in the situations indicated below. 



A corporation organized under the laws of Puerto Rico to engage 
in the fishing industry has its principal place of business in Puerto 
Rico. Most of its catch is de]ivered to canneries in Puerto Rico, but 
occasional de]iveries are made to canneries in the United States. 
The corporation owns and operates one vessel. Members of the crew 
are paid a, percentage of the value of the catch when it is sold. Some 
of the permanent members of the crew are citizens and residents of 
the United States. The other crew members are citizens and resi- 
dents of Puerto Rico. 

Section 8401(a) (8) (C) of the Code excepts from the term "wages" 
subject to the withholding of income tax under section 8402 of the 
Code remuneration paid 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 
the employee will be a bona fide resident of Puerto Rico during the 
entire calendar year. Uncler section 8401(a) (8) (A. ) (ii) of the Code, 
an employer (other than the United States or any agency thereof) is 
not required to withhold income tax from remuneration paid for 
services performed in a foreign country or in a possession of the 
United States by a, citizen of the United States if, at the time of pay- 
ment of such remuneration, the employer is required by the law of 
any foreign country, or possession of the United States, to withhold 
income tax upon such remuneration. See Rev. Rul. 50 — 87, C. B. 
1956 — 1, 499. The term "possession, " as used in this section, includes 
the land area of Puerto Rico, its territorial waters, and the air space 
over such territory, 

If the corporation is required by the laws of Puerto Rico to with- 
hold tax at the time of the payment of remuneration to its employees 
who are citizens and residents of the United States for services per- 
formed in Puerto Rico, no witholding is required for the United 
States by reason of section 8401(a) (8) (A) (ii) of the Code. How- 
ever, the wages attributab]e to services performed by such employees, 
both permanent and temporary, on the high seas and in the territorial 
waters of the United States are subject to the withholding of income 
tax for the United States under section 8402 of the Code. 

In the event any of the corporation's employees who are citizens 
and residents of Puerto Rico are not also citizens of the United States, 
no witholding of income tax from their remuneration is required under 
section 8402 of the Code. 

The wages paid employees, who are residents of Puerto Rico during 
the entire calendar year and are citizens of both Puerto Rico and the 
United States, attributable to services performed on the high seas 
and in the territorial waters of the United States, are subject to with- 
holding of income tax for the United States since such services are 
not performed "in a possession" of the United States within the 
meaning of section 8401(a) (8) (A) (ii) of the Code or "within Puerto 
Rico" within the meaning of section 8401(a) (8) (C) of the Code and 
are not excepted from xvithho]ding under any other subsection of 
section 8401 of the Code. The remuneration paid such employees for 
services performed within Puerto Rico is not subject to withholding 
of income tax for the United States. 

AVhere the corporation is required to withhold income tax for both 
Puerto Rico and the United States from the-remuneration of an em- 
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ployee, the tax to be withheld for the United States should be com- 
puted in accordance with the provisions of section 8402 of the Code 
and without regard for the amount of the tax withheld for Puerto 
Rico. Under section 001 of the Code, and subject to the limitations of 
. ection 904, an employee subject to withholding of income tax for 
both Puerto Rico and the United States may claim crvdit on his Fed- 
eral income tax return for the tax paid or accrued for the taxable 
sear to the Government of Puerto Rico, provided he does not use the 
standard deduction or tax table in con&puting his tax liability. How- 
ever, if. he choose to any extent to take the benefits of section 001 of 
the Code, the taxpayer may not claim such tax as a deduction under 
section 164 of the Code, 

)Vithholding of income tax by a person having control of the pay- 
ment of wages other than the actual employer. 
See Rev. Rul. 57 — 22, page 818. 

6 ages paid to employees of a state conservation district. See Rev. 
Rul. 5 i — 120, page 810. 

Lump-sum readjustment payments made pursuant to section 265 
of the Armed Forces Reserve Act. See Rev. Rul. 57 — 104, page 26. 

SUBTITLE D. — MISCELLANEOUS EXCISE TAXES 

CHAPTER 81. — RETAILERS EXCISE TAX 

SUBCHAPTER A. — JEWELRY AND RELATED ITEMS 

SECTION 4001. — IMPOSITION OF TAX 
Rev. Rul. 57 — 14 

An insurance company paid a claim on the loss of insured jewelry. 
Subsequently, the jewelry was recovered and sold by the company to 
a private consumer. Held, an occasional sale by an insurance com- 

pany to a private customer, solely as an incident to the company's 
insurance business, is not a sale at retail within the meaning of section 
4001 of the Intern~al Revenue Code of 1054 and is not subject to the 
retailers excise tax. 

Rev. Rul. 57 — 28 

An individual pledged certain articles of jewelry as collateral for 
a bank loan. The bank acquired title to the jewelry by foreclosure 
and then disposed of the jewelry by private sale, by offering it to any 
person willing to satisfy the loan. Held, since the sale of the jewelry 
is solely an incident to the bank's business, the sale is not subject to 
the retailers excise tax imposed by section 4001 of the Internal Revenue 

4:347:37' — 58 — 24 
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Code of 1954, However, under the provisions of section 4002 of the 
Code, if the jewelry had been sold on behalf of the bank by an 
auctioneer or other agent in the course of his business, the sale would 
have been subject to the retailers excise tax, and the auctioneer or 
other agent would be considered the person who sells at retail. 

Rev. Rul. 57-48 

A dining room serving table, decorated with a silver border on the 
top and a silver ornamentation one inch by one-half inch on each leg, 
was sold at retail. Held, tables of this type are not considered to be 
articles made of, ornamented, mounted, or fitted with precious metals 
or imitations thereof within the meaning of section 4001 of the Inter- 
nal Revenue Code of 1954. Accordingly, sales of such tables are not 
subject to the retailers excise tax. 

(Also Section 4201) Rev. Rul. 57 — 64 

I'ochet cigarette lighters ornamented with rhinestones or colored 
stones which imitate or simulate precious or semi-precious stones, 
are considered to be articles of jewelry within the meaning of section 
4001 of the Internal Revenue Code of IM4, and sales of such articles 
are subject to the retailers excise tax imposed by that section. 
Cigarette lighters which are considered to be articles of jewelry are 
exempt from the manufacturers excise tax. 

Advice has been requested whether pocket cigarette lighters orna- 
mented with rhinestones or with colored stones, which imitate or 
simulate precious or semi-precious stones, are subject to the manu- 
facturers excise tax or to the retailers excise tax. 

Section 4201 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer, of mechan- 
ical lighters for cigarettes, cigars, and pipes. Section 4221 of the 
Code provides that the manufacturers excise tax shall not be imposed 
on any article subject to the retailers excise tax on jewelry and related 
items. 

Section 4001 of the Code imposes a tax on all articles commonly or 
commercially known as jewelry, whether real or imitation, when sold 
at retail. Jewelry as defined in section M0. 31 of Regulations 51, made 
applicable to the 1954 Code by Treasury Decision 6091, C. B. 1954 — 2, 
47, includes articles designed to be carried in the hand, or hung on 
the arm, or carried or worn on the person, whether in pocket or bag 
or under the outer garment, such as cigarette cases, eyeglass cases, 
pencils, powder boxes, garter buckles, canes, purses, or handbags, if 
made of, or ornamented, mounted or fitted with pearls, precious or 
semi-precious stones, or imitations thereof. 

It is held that pocket cigarette lighters ornamented with rhinestones 
or with colored stones, which imitate or simulate precious or semi- 
precious stones, ave articles of jewelry within the meaning of the Code, 
and, therefore, are subject to tax when sold by the retailer. Because 
such cigarette lighters are subject to the retailers excise tax, they are 
exempt from the inanufacturers excise tax. 
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Rev. Rul. -57 — 94 

"Nickel silver, " or "German silver, " is not a precious metal or 
imitation thereof; therefore, the retailers excise tax does not apply 
to photograph frames, book ends, ash trays, and similar articles 
made of, or ornamented, mounted, or fitted with "nickel silver. " 

Advice has been requested whether photograph frames, bookends, 
ash trays, and similar articles made of "nickel silver" are taxable when 
sold at retail. 

Section 4001 of. the Internal Revenue Code of 1954 imposes a tax 
on articles made of, or ornamented, mounted, or fitted with precious 
metals or imitations thereof, when sold at retail. 

Section M0. 88 of Regulations 51, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 9, 47, defines the term "pre- 
cious metals" to include platinum, gold, silver, and other metals of 
similar or greater value and defines the term "imitations thereof" to 
include platings and alloys of such metals. "Nicl-el silver" some- 
times known a~s "German silver, " is an alloy of nickel with copper 
and zinc and does not contain gold, silver, platinum, or other metal of 
similar or greater value. It ha~s a silver-white appea~rance. However, 
the fact that a substance is processed to resemble a precious metal in 
color or appearance does not make such substance an "imitation" of 
that precious metal for purposes of the retailers excise tax. That 
determination depends upon whether the substance actually includes 
a plating or alloy of gold, silver, platinum, or other metal of similar 
or greater value. 

Accordingly, it is held that "nickel silver" is not an imitation of a 
precious metal. Therefore, the retailers excise tax does not apply 
to sales of photograph frames, book ends, ash trays, and similar arti- 
cles made of, or ornamented, mounted, or fitted with "nickel silver. " 

Rev. Rul. 57 — 146 

Identification tags and bracelets, designed to be worn on the wrist, 
are considered to be articles worn for adornment and are subject to 
retailers excise tax regardless of the substance of which they are 
made. 

Advice has been requested whether certain identification tags and 
bracelets, designed to be worn on the wrist, are subject to the retailers 
excise tax. 

A retailer sells identification tags, each of which consists of a chain 
attached to a metal disc on which is engraved the name and a, ddress 
of the wearer. The tags are designed to be worn on the wrist. They 
are not of the type prescribed for use in connection with the uniforms 
of members of the Armed Forces of the United States, although many 
of the tags are sold to members of the Armed Forces as well as to 
the general public. 

The retailer also sells identification bracelets, some of which are 
made of precious metals, such as silver, while others are made of. 
nonprecious metals, such as aluminum, chromium, or bronze. 

Section 4001 of the Internal Revenue Code of 1954 imposes a tax 
on all articles commonly or commercially known as jewelry, whether 
real or imitation, when sold at retail. Section 4008 of the Code pro- 
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vides that this tax shall not apply to certain articles, including but- 
tons, insignia, cap devices, chin straps, and other devices prescribed 
for use in connection with the uniforms of the Armed Forces of the 
United States. 

Section 820. 31 of Regulations 51, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 2, 47, defines jewelry to in- 
clude articles designed to be worn on the person for adornment and 
which are customarily worn so as to be displayed. The regulations 
further provide that such articles are taxable regardless of the sub- 
stance of which made and without reference to their utilitarian value 
or purpose, unless for a purpose specifically exempted by law. 

It is held, therefore, that identification tags and bracelets, designed 
to be worn on the wrist, are considered to be articles worn for adorn- 
ment and are subject to the retailers excise tax regardless of the 
substance of which they are made. 

Rev. Rul. 57 — 247 

The retailers excise tax on jewelry and related items, imposed 
by section 4001 of the Internal Revenue Code of 1904, is applicable 
to the sale at retail of a cultured pearl contained in the natural 
oyster shell, which is packed and sold in a tin can. 

Advice has been requested concerning the applicability of the re- 
tailers excise tax on jewelry and related items with respect to a cul- 
tured pearl in the natural oyster shell packaged and sold in a tin can. 

A retailer sells cultured pearls which are contained in natural oys- 
ter shells. A shell containing the oyster and cultured pearl is packed 
in water in a tin can. The oyster is merely a medium for cultivating 
the cultured pearl and is to be discarded after the pearl is removed. 
Thus, it has no market, able value as such. 

Section 4001 of the Internal Revenue Code of 1054 imposes a tax 
upon the sale at retail of pearls and other precious and semiprecious 
stones, and imitations thereof, and the tax attaches to the total price 
for which the article is sold at retail. 

Under the provisions of section 4051 of the Code, any clrarges for 
coverings and containers of whatever nature, and any charges inci- 
dent to placing the article in condition packed ready for shipment, 
shall be included as a part of the sales price for the purpose of corn- 
puting the tax. 

It is held tha, t a cultured pearl is a "pearl" as that term is used in 
section 4001 of the Code, It is beld further that the retailers excise 
tax imposed by that section attaches to the. total price for which the 
above-described cultured. pearl is sold at retail, without reduction for 
any charge which might be allocable to the tin can or the oyster. 

(Also Sections 4081, 4223. ) Rev. Rul. 57 — 248 

The retailers excise taxes imposed by sections 4001 and 4031 of 
the Internal Revenue Code of 1954 are applicable to articles sold 
at retail by Indians. 

Advice has been requested whether certain articles sold by Indians 
are subject to th, . retailers excise taxes. The articles referred to 
include beaded earbobs, lapel pins, cufi links, and purses and bags 
of the drawstring type. 
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Earbobs or earrings, lapel pins, and cujf links fall within the 
chlssification of jeweiry and are subject to the tax imposed by section 
4001 of the Internal Revenue Code of 1954 when sold at retail, regard- 
less of the ma;erial of which made. Purses and handbags are spe- 
cifically named in section 4031 of the Code as being subject to the t» imposed th:reunder regardless of the material of which made or 
the method of closure. 

Sanction 4228 of the Code exempts from the manujacturer8 excise 
taxes, imposed under chapter 82 of thc Code, all articles of native 
Indian handicraft, manufttctured or produced by Indians on Indian 
reservations, oi in Indian schools, or by Indians under the jurisdic- 
tion of the United States Government, in Alaska. However, there 
is no similar provision under chapter 81 of the Code exempting ar- 
ticles from th retatler8 excise taxes even though they are sold by 
Indians. 

Therefore, it is held tlrat taxable articles sold at retail by Indians 
are subject to:he retailers excise taxes. 

Rev. Rul. 57 — 262 

Gold coins, as such, are not considered to be articles made of pre- 
cious metals within the meaning of section 4001 of the Internal 
Revenue Code of 1954. A. ccordingly, sales of gold coins, as such, 
are not subject to the retailers excise tax imposed by that section. 
Hov-ever, where gold coins are afhxed to, or made a part of, an article 
v-hereby the article becomes ornamented, mounted, or fitted with a 
precious metal, the tax will apply to the total price for which such 
article is sold at retail. 

Rev. Rul. — 57 — 280 
The retailers excise tax on jewelry and related items applies to 

retail sales of all binoculars, regardless of price or quality, but 
does not apply to so-called "binoculars" which are, in fact, toys. 

Advice has been requested whether the retailers excise tax on jew- 
elry and related items applies to the sales of toy "binoculars. " 

Section 4001 of the Internal Revenue Code of 1954 imposes a tax 
on articles of jewelry and related items when sold at retail. Included 
in the enumeration of articles are marine glasses, field glasses, and 
binoculars. 

It is held that binoculars are subject to the tax on jewelry and 
related items when sold at retail, regardless of the price or quality. 
Ho~ever, though an article may be called "binoculars" and have the 
shape and form thereof, if it has little or no magnifying power or 
other utility but is manufactured and sold as a toy for the amuse- 
ment of a child or for his use in play, it will not be deemed to be 
"binoculars" within the meaning of section 4001 of the Code. 
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SUBCHAPTER B. — FURS 

SECTION 4011. — IMPOSITION OF TAX 
Rev. Rul. 57 — 136 

A fur article which had been mailed to a prospective customer for 
inspection was returned to the retailer by parcel post insured. In 
transit it was lost. A thorough search was made; however, it was 
never recovered. The amount received as insurance proceeds, which 
was less than the retail sales price of the article, was turned over to 
the retailer who negotiated with the customer for an equitable ad- 
justment of the balance. . Held, this transaction is not, a sale within 
the meaning of section 4011 of the Internal Revenue Code of 1954. 
Therefore, the retailers excise tax does not apply. 

SUBCHAPTER D. — LUGGAGE, HANDBAGS, ETC. 

SECTION 4081. IMPOSITION OF TAX 
Rev. Rul. 57 — 192 

A hotel has accumulated unclaimed baggage and baggage which 
has been forfeited for nonpayment of hotel bills. The hotel disposes 
of this baggage periodically. HeM, such occasional sales, by a hotel, 
for the sole purpose of disposing of unclaimed baggage or baggage 
forfeited for the nonpayment of hotel bills are not sales at retail 
within the meaning of section 4031 of the Internal Revenue Code of 
1954 and are not subject to the retailers excise tax. 

Rev. Rul. 57 — o49 

A child's "Tote Bag" is subject to the retailers excise tax on lug- 
gage, handbags, etc. , when sold at retail, regardless of the material 
from which made. 

Advice has been requested whether the retailers excise tax on lug- 
gage, handbags, etc. , applies to the sale of a child's "Tote Bag" which 
is six and one-half inches long, three inches wide, five inches high, 
and which is constructed of cloth-covered cardboard, lined with rayon 
fabric, and equipped with plastic strap handles. 

Section 4031 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale at retail of articles enumerated therein (including in 
each case fittings or accessories therefor sold on or in connection with 
the sale thereof). The enumeration of articles includes handbags 
and bags for use in carrying toilet articles. 

Accordingly, it is held. that a child's "Tote Bag" is either a hand- 
bag or a bag for use in carrying toilet articles. Therefore, such an 
article is subject to the retailers excise tax on luggage, handbags, 
etc. , when sold at retail, regardless of the material from which made. 
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Rev. Rul. 57 — 264 
Oflicial Boy Scout Packs which are suitable for carrying wearing 

apparel or toilet articles are subject to the retailers excise tax on 
luggage, handbags, etc. However, the Cub Pack and the Ofiicial Day 
Hil-e Bag, ivhich have built-in partitions ur special fittings for carry- 

cooking utensils and other equipment prechiding their use for 
carrying wearing apparel or toilet articles are not taxable. 

Advice has been requested regarding the applicability of the re- 
t»lers excise tax on luggage, handbags, etc. , to the sale of the follow- 
ing receptacles which are especially designed, advertised, and sold 
as oflicial equipment for use by Boy Scouts in activities of the organi- 
zation: 

1. Cub Pack (blue) — No. 1024 
2. Oflicial Day Hike Bag — No. 1225 
8. Oflicial Haversack — No. 573 
4. Oflicial Yucca Bag — Xo. 574 
5. Norwegian Packsack — No. 1238 
6. Duffel Bags — No. 1072, 1073, and 1386 
7. Rover Pacl» — No. 1464 
8. Oflicial Musette Bag — No. 1MO 
Section 4031 of the Internal Revenue Code of 1954 imposes a tax 

upon the retail sale of all cases, bags, and kits (without regard to 
size, shape, construction, or material ~from which made) for use in 
carrying toilet articles or articles of wearing apparel. Revenue 
Rulings 56 — 605 and 56 — 696, C. B. 1956 — 2, 700, holds that the tax- 
ability of a case, bag, kit, etc. , depends upon whether the receptacle 
is suitable for use in carrying toilet, articles or articles of ~earing 
apparel and not upon the purpose for which it is manufactured, ad- 
vertised, or sold. 

The Cub Pack and the Oflicial Day Hike Bag are constructed for 
use solely by the Boy Scouts in carrying cooking utensils and other 
equipment required on hikes. These receptacles are equipped with 
built-in partitions or special fittings which preclude their suitability 
for use in carrying toilet articles or articles of wearing apparel. It 
is therefore held that the Cub Pack and the Oflicial D~ay Hike Bag 
are not subject to the retailers excise tax imposed by section 4031 of 
the Code. 

The Oflicial Haversack, Oflicial Yucca Bag, Norwegian Packsack, 
Dufl'el Bags, Rover Pack, and Oflicial Musette Bag are not equipped 
with any built-in partitions or special fittings which preclude their 
suitability for use in carrying wearing apparel or toilet articles. Ac- 
cordingly, it is held that the tax on luggage, handbags, etc. , imposed 
by section 4081 of the Code applies to the retail sale of these articles. 
There is no provision of law under which these articles may be exempt 
from the retailers excise tax merely because they are especially de- 
signed and are sold for use by Boy Scouts in oflicial activities of the 
organization. 

Taxability of articles sold by Indians at retail. See Rev, Rul. 
57 — 248, page 860. 
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SUBCIIAPTER F. — SPECIAL PROVISIONS APPLICABLE TO RETAILERS 
TAX 

Tax 
(1) Retailers 

Applicable regulations 
Regs. 51, Sec. 820. 20 
Regs. 119, Sec. 824. 80 
Regs. 44, Sec. 814. 24 
Regs. 40, Sec. 810. 24 
Regs. 42, Sec. 180. 44 
Sec. 42. 4292 — 1 of the 

Facilities and Serv- 
ices Excise Tax 
Regulations 

Regs. 118, Sec. 148. 24 

(2) Manufacturers Sec. 4224 

Sec. 4292 
Sec. 4292 

(8) Communications 
(4) Transportation 

of persons 

Sec, 4292 (5) Transportation 
of property 

SECTION 4055. — STATE AND LOCAL GOVERNMENT 
RXEMI'TION 

(Also Sections 4994, 4992, ) Rev. Rul. 57 — 193 

Electric and telephone membership corporations established un- 
der chapter 117 of the General Statutes of North Carolina are con- 
sidered to come within the scope of the exemptions from certain 
Federal excise taxes provided for states or political subdivisions 
thereof. 

Advice lras been requested whether electric and telephone mem- 
bership corporations established under the General Statutes of North 
Carolina are considered to come within the scope of the exemption 
from certain Federal excise taxes provided for states or political 
subdivisions thereof. 

The electric and telephone membership corporations involved are 
those established under chapter 117 of the General Statutes of the 
State of North Carolina. Among other things, the North Carolina 
statute: (1) declares that membership corporations formed under 
its provisions are public agencies with the same rights as other po- 
litical subdivisions of' that State; (9) requires that application for 
the f ormation of membership corporations be investigated and 
passed upon by the State Rural Electricification Authority; (8) 
requires that upon dissolution of membership corporations all assets 
remaining after the payment of debts shall pass to and become the 
property of the State; (4) grants to the property of membership 
corporations the same tax exemption granted to property owned by 
counties and municipalities of the State; (5) states that the power 
of eminent domain may be exercised by the State Rural Electrifica- 
tion Authority on behalf of the membership corporations; and (6) 
states that membership corporations may not be organized for pecuni- 
ary profit. 

It is held that under the Internal Revenue Code of 1954, and sub- 
ject to the appropriate regulations (made applicable to the 1954 
Code by Treasury Decision 6091, C. H. 1954 — 9, 47) electric and tele- 
phone membership corporations established under chapter 117 of' 

the General Statutes of North Carolina come within the scope of 
the exemption from certain Federal excise taxes provided for states 
or political subdivisions thereof. Such corporations are entitled to 
exemption from the following listed excise taxes provided that the 
requirements of the applicable regulations are met: 

Esentption section 
of Code 
Sec. 4055 
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Applicability of the exemption from retailers excise tax with respect 
to the sales of taxable articles, for the exclusive use of humane societies, 
which are instrumentalities of a political subdivision of a State. See 
Rev. Rul. 57 — 170. page 411. 

Irrigation districts of California, come within the scope of exemp- 
tions from certain Federal excise taxes in respect to state anil political 
subdivisions and other governmental units. See Rev. Rul. 57 — 254, 
page 383. 

CHAPTER 32. — MANUFACTURERS EXCISE TAXES 

SUBCHAPTER A. — AUTOMOTIVE AND RELATED ITEMS 

PART I. — MOTOR VEHICLES 

SE CTIOVz 4061. — IMPOSITION OF TAX 
(Also Section 4071. ) Rev. Rul. 57 — 95 

Race cars, which are designed and adapted ezclns(vely for use 
on off-highway race tracks, and parts and accessories (except tires 
and tubes) used in the manufacture thereof, are not subject to the 
manufacturers excise tax imposed bv either section 4061(a) or 
4061(b) of the Internal Revenue Code of 1964. Separate sales of 
replacement parts for such vehicles are also exempt from the tax if 
the parts are usable only in nontaxable racing cars. Tires and 
inner tubes used on the race cars are subject to the manufacturers 
excise tax imposed by section 4071 whether sold for use in the manu- 
facture of the cars or for replacement purposes. 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax to the sales of racing cars, as such, parts and 
accessories used in the manufacture of these vehicles, and replacement 
parts for these cars. 

The racing cars are designed and adapted exclusively for use on 
OG-highway race tracks. They are never driven on public highways. 
These race cars are usually manufactured complete without the engine 
or transmission, as the engine and transmission are of a special make 
and are usually installed by the buyer of the chassis and body. How- 
ever, when the buyer requests the manufacturer to furnish these parts, 
the engine and transmission are included with the race car. 

Section 4061(a) of the Internal Revenue Code of. 1954 imposes a 
manufacturers excise tax on automobiles. Section 4061(b) of the 
Code specifies that, in addition to the motor vehicles enumerated in 
section 4061(a), parts and accessories therefor (other than tires and 
tubes and certain other exceptions not here in question) shall also be 
subject to a manufacturers excise tax. Section 4220 of the Code, as 
amended by Public Law 367, 84th Congress, 69 Stat. 689, C. B. 1955 — 2, 
768, effective September 1, 1955, provides that a manufacturer may 
purchase automobile parts and accessories tax-free under exemption 
certificates for use in the manufacture or production of taxable or 
nontaxable articles. 
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A. manufacturers excise tax is imposed by section 4071(a) (1) of the 
Code on tires of the type used on highway vehicles. Section 
4071(a) (2) of the Code imposes a manufacturers excise tax on "other" 
tires, and section 4071(a) (8) of the Code imposes a similar tax on 
inner tubes for tires. 

Since the race cars in question are designed and adapted ezclu8ively 
for use on o8-highway race tracks and are never driven on public 
highways, it is held that such cars are therefore not subject to the tax 
imposed by section 4061(a) of the Code, regardless of whether sold 
with or without engines and transmissions. It is further held that 
engines, transmissions, parts and accessories (except tires and tubes), 
which are used by the buyer of the body and chassis to complete the 
race car, are not subject, to the manufacturers excise tax on parts and 
accessories under section 4061(b) of the Code. 

Separate sales of replacement parts are also exempt from the 
manufacturers excise tax on parts and accessories if the parts are 
usable only in nontaxable race cars or engines. However, separate 
sales of replacement parts for racing cars or engines are subject 
to the tax if the parts are also usable in vehicles or engines which 
operate on public highways. 

If the tires used in the manufacture of race cars or for replace- 
ment purposes are not of the type used on highway vehicles, the tax 
imposed by section 4071(a) (2) of the Code will be applicable rather 
than the tax under section 4071(a) {1) of the Code. Inner tubes are 
subject to the manufacturers excise tax under section 4071(a) {8) of 
the Code whether used in the manufacture of the race cars or for 
replacement, purposes. 

Rev. Rul. 57 — 281 

Heating pads which are primarily designed to operate from a cig- 
arette lighter or similar outlet in an automobile electrical system 
constitute automobile parts or accessories and are, therefore, sub- 
ject to the manufacturers excise tax imposed by section 4061 (b) 
of the Internal Revenue Code of 1964. 

Advice has been requested concerning the applicability of the mau- 
facturers excise tax to the sale of heating pads which are designed to 
operate from a cigarette lighter or similar outlet in an automobile 
electrical system. The heating pads are equipped with nine-foot 
cords and are available for use with either a six-volt or 12-volt elec- 
trical system. The pads are sold to provide comfort or relief of pain 
while traveling in automobiles or other motor vehicles. 

Section 4061(b) of the Internal Revenue Code of 1954 specifies 
that, in addition to the motor vehicle articles enumerated in section 
4061(a), parts or accessories therefor shall also be subject to a manu- 
facturers excise tax. Section 816. 55 of Regulations 46, made appli- 
cable to the 1%4 Code by Treasury Decision 6091, C. B. 1054 — 2, 47, 
defines the term "parts or accessories" for an automobile truck or 
other automobile chassis or body, as including any article the primary 
use of which is in connection with such vehicle or article whether or 
not essential to its operation or use. 

Accordingly, it is held that heating pads which are primarily de- 
signed to operate from a cigarette lighter or similar outlet in an auto- 
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mobile electrical system constitute automobile parts or accessories 
within the meaning of section 4061(b) of the Code and are, therefore, 
subject to the manufacturers excise tax imposed by that section. 

Because the position of the Internal Revenue Service as to the 
applicability of the tax to heating pads has not been consistent with 
that expressed above, and by virtue of the authority of section 7805 (b) 
of the Code, this Revenue Ruling will be applied only to sales made 
on and after July 1, 1957. 

Rev. Rul. 57 — 2M 

Utility lights which are primarily designed to operate from a 
cigarette lighter or similar outlet in an automobile electrical system 
constitute automobile parts or accessories and are, therefore, sub- 
ject to the manufacturers excise tax imposed by section 4061(b) of 
the Internal Revenue (;ode of 16, &4. 

Advice has been requested concerning the applicability of the man- 
ufacturers excise tax to the sale of utility lights which are designed 
to operate from a cigarette lighter or similar outlet in an automobile 
electrical system. 

Light. "A" is equipped with a spring clasp, both clear and "danger 
red" lenses, and is limited to use on a. six-volt electrical system. Light "B" has a swivel hook, a "danger red" plastic shade, and is available 
for both six-volt and 19-volt electrical systems. Each light is equip- 
ped with a 19-foot cord with a plug end designed for insertion into 
the cigarette lighter or similar outlet. 

Section 4061(b) of the Internal Revenue Code of 1954 specifies 
that, in addition to the motor vehicle articles enumerated in section 
4061(a), parts or accessories therefor shall also be subject to a man- 
ufacturers excise tax. Section 816. 55 of Regulations 46, made appli- 
cable to the 1954 Code by Treasury Decision 6091, C. B. 1954 — 9, 47, 
defines the term "parts or accessories" for an automobile truck or other 
automobile chassis or body, as including any article the primary use 
of which is in connection with such vehicle or article whether or not 
essential to its operation or use. 

Accordingly, it is held that the utility lights referred to above are 
considered automobile parts or accessories within the meaning of 
section 4061(b) of the Code and are, therefore, subject to the manu- 
facturers excise tax imposed by that section. 

Because the position of the Internal Revenue Service as to the 
applicability of the tax to this type of utility lights has not been 
consistent with that expressed above, and by virtue of the authority of 
section 7805 (b) of the Code, this Rev~enue Ruling will be applied only 
to sales made on and after July 1, 1957. 

Rev. Rul 57 — 237 

Whether the manufacturers excise tax on motor vehicles applies 
to vehicles assembled in Puerto Rico from parts imported from a 
foreign country depends upon whether they are sold within the 
geographical United States. 

Advice has been requested whether the manufacturers excise tax 
on motor vehicles applies to sales of automobiles manufactured, or 
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assembled, in Puerto Rico from parts imported from Europe, where 
sales are made (1) in the Commonwealth of Puerto Rico, (2) in 
adjacent islands not connected with the United States, (3) in posses- 
sions of the United States, and (4) within the States of the United 
States. 

Section 4061 of the Internal Revenue Code of 1954 imposes a tax 
upon automobile chassis and bodies and certain other motor vehicle 
articles (including in each case parts or accessories therefor sold on 
or in connection therewith or with the sale thereof) sold by the 
manufacturer, producer, or importer. 

Section 7701 of the Code defines the term "United States" when 
used in a geographical sense as including only the States, the Terri- 
tories of Alaska and Hawaii, and the District of Columbia. 

It is held that the manufacturers excise tax imposed by section 
4061 of the Code is limited to sales made in the United States in its 
geographical sense. Therefore, under the circumstances described 
above, no manufacturers excise tax applies to the sales made (1) in 
the Commonwealth of Puerto Rico, (2) in adjacent islands not con- 
nected with the United States, and (3) in possessions of the United 
States. However, where a sale is made within the geographical 
United States, whoever makes the initial sale therein is liable for the 
tax. Where the manufacturer ships the automobile into the United 
States before selling it, he is liable for tax on his sale therein. If 
the manufacturer sells the automobile in Puerto Rico, or elsewhere 
outside the geographical United States, to a dealer or distributor who 
subsequently imports the automobile into the United States, the dealer 
or distributor is the importer who is liable when he resells it. 

PART II. — TIRES AND TUBES 

SECTION 4071. — IMPOSITION OF TAX 

(Also Sections 4224, 6416. ) Rev. Rul. 57 — 15 

The manufacturers excise tax does not apply to the sale of tread 
rubber to a state for its exclusive use. However, the tax applies to 
the sale of such rubber to a retreader, for use in the retreading of 
worn tires subsequently sold to a state, or for use in performing a 
retreading service for a state. 

Advice has been requested whether the manufacturers excise tax ap- 
plies to a manufacturer's sales of tread rubber for the following 
purposes: 

(1) For use by a st, ate in retrea, ding its own tires for highway 
vehicles. 

(2) For use by a retreader in retreading worn tires for highway 
vehicles, where such tires are subsequently sold to a state. 

(8) For use by a retreader in retreading tires for highway ve- 
hicles, where the tires are owned by a state. 

Section 4071(a) of the Internal Revenue Code of 1954, as amended 
by the Highway Revenue Act of 1956, 70 Stat. 887, C. B. 1956 — 2, 1150, 
imposes a tax on tread rubber sold by the manufacturer, producer, 
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or importer. Section 4079(b) defines the term "tread rubber" to mean 
any material which is commonly or commercially known as tread rub- 
ber or camelback, or which is a substitute for such material and is of. a 
type used in recapping or retreading tires. Pursuant to section 
4078(c), the tax does not apply to tread rubber sold by the manufac- 
turer to any person for use by such person otherwise than in the re- 
capping or retreading of tires of the type used on highway vehicles. 

Under the provisions of section 4924 of the Code, no manufacturers 
excise tax is imposed upon the sale of any article for the exclusive 
use of a State, territory of the United States, or any political subdi- 
vision of the foregoing, or the District of Columbia. Pursuant to the 
provisions of section 6416(b) (9) (A), a manufacturer may obtain re- 
fund or credit, without interest, of tax paicl on the sales of articles 
which are resold by any person for the exclusive use of a state or other 
exempt governmental organization. 

Under the provisions of section 4294 of the Code, it is held that no 
tax attaches where, as in the situation in (1) above, tread rubber is sold 
by the manufacturer direct to a state for use by the state in retreading 
its own tires. Furthermore, in accordance with the provisions of 
6416 (b) (9) (A), a manufacturer who has paid tax on the sale of tread 
rubber which is resold to a state for its exclusive use may obtain a 
refund or credit of the tax paid. 

It is further held that the sale by a retreader to a state of' tires which 
have been retreaded does not constitute a resale to the state of the tread 
rubber as such but, rather, constitutes a sale to the state of the tires 
in the processing of which tread rubber was used. Likewise, the use 
by a retreader of tread rubber in the retreading of tires which are 
o~ned by a state does not constitute a resale to the state of the tread 
rubber, but a use by the retreader of such rubber in the performance 
of a retreading service. Accordingly, a manufacturer may not, sell 
tread rubber tax-free to a retreader for the purposes set forth in (9) 
and (8) above, nor may he obtain a refund or credit of the tax paid on 
tread rubber which is subsequently resold to a, retreader for such use. 

Rev. Rul. 57 — 918 

Pursuant to the provisions of section 4071(a) of the Internal Rev- 
enue Code of 1954, the sale of tires, if wholly or in part of rubber, by 
the manufacturer, importer, or producer, is subject to the manufactur- 
ers excise tax on tires at the rate of eight cents a pound on tires of the 
type used on highway vehicles and at five cents a pound on other tires. 
FIeM, the determination of. which rate of tax applies depends upon the 
"type" of tires and not upon the actual use for which the tires are sold. 
Therefore, tax at the rate of eight cents a pound will apply to all sales 
by the manufacturer of tires "of the type used on high~ay vehicles, " 
even though some of those tires may be sold for use on nonhighwa~y 
vehicles. 

Applicability of tax to tires of the type used exclusively on ofF- 
highway race cars. See, Rev. Rul. 57 — 05, page 865. 
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SECTION 4072. — DEFINITIONS 

Rev. Rul. 57 — 219 

The manufacturers excise tax applies to the sale of tread rub- 
ber produced from scraps, ends, and defective pieces of tread rubber 
on which tax previously has been paid. 

Advice has been requested whether the manufacturers excise tax on 
tread rubber applies to the sale of tread rubber produced from scraps, 
ends, and defective pieces of tread rubber on which tax previously has 
been paid. 

Numerous companies purchase salvage rubber materials which they 
reprocess into tread rubber, or "camelback. " This may be accom- 
plished by various processes of remilling or rerolling. In some cases, 
the rubber materials only are heated, mixed, and rolled. into flat pieces 
of tread rubber. In other cases, there are added such other ingredients 
as oils, clay, sulphur, etc. Sometimes the mixture is run through an ex- 
truder to produce the dimension of camelback needed. The resulting 
product is sold for use in a recapping operation. 

Section 4071 of the Internal Revenue Code of 1954, as amended by 
the Highway Revenue Act of 1956, Public Law 627, 70 Stat. 887, 
C. B. 1956 — 2, 1150, imposes a tax on tread rubber sold by the manu- 
facturer, producer, or importer thereof. Section 4072 of the Code de- 
fines the term "tread rubber" to mean any material which is commonly 
or commercially known as tread rubber or "camelback, " or which is a 
substitute for such material and is of the type used in recapping or re- 
treading tires. 

Section 316. 4 of Regulations 46, made applicable to the 1954 Code by 
Treasury Decision 6091, C. B. 1954 — 2, 47, provides that the term "man- 
ufacturer" includes a person who produces a taxable article from 
scrap, salvage, or junk material, as well as from new or raw material, 
(1) by processing, manipulating, or changing the form of an article, 
or (2) by combining or assembling two or more articles. 

Accordingly, it is held that the manufacturers excise tax on tread 
rubber applies to the sale of tread rubber produced by reprocessing sal- 
vage rubber materials. There is no provision of law which would 
exempt from the tax such a sale merely because the scrap materials 
used in the manufacturing operation are salvaged from tread rubber, 
on the sale of which excise tax had previously been paid. 

PART III. — PETROLEUM PRODUCTS 

SUBPART A. — GASOLINE 

SECTION 4082. — DEFINITIONS 

Rev. Rul. 57 — 250 

A parent corporation is not a producer of gasoline by reason of 
refining operations performed by its wholly-owned subsidiary. Ac- 
cordingly, the exemption in the case of sales of gasoline to a pro- 
ducer provided by section 4082 of the Internal Revenue Code of 
1%4 does not apply to gasoline sold to the corporation by any pro- 
ducer or importer. 
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Advice has been requested whether, for purposes of purchasing 
gasoline tax-free, a parent corporation is a producer of gasoline by 
reason of refining operations performed by its wholly-owned sub- 
sidia, ry. 

A corporation buys and sells, but does not refine, compound, blend, 
or produce, gasoline. It purchases the gasoline tax paid and does 
not sell excliisively to producers of gasoline. IIowever, its wholly- 
owned subsidiary which purchases and refines crude oil into gasoline 
is registered and bonded as a producer. 

Section 4081 of the Internal Revenue Code of 1954 imposes a tax on 
gasoline sold by the producer or importer thereof, or by any producer 
of gasoline. Section 4089 of the Code states that the term "producer" 
includes a, refiner, compounder or blender, and a dealer selling gaso- 
line exclusively to producers of gasoline, as well as a producer. 
Any person to whom gasoline is sold tax-free under this subpart shall 
be considered the producer of such gasoline. Section 4083 of the Code 
provides that the tax imposed by section 4081 of the Code shall not 
apply in the case of sales of gasoline to a producer of gasoline. 

Section 814. 80(a) of Regulations 44, made applicable to the 1954 
Code by Treasury Decision 6091, C. B. 1954 — 9, 47, provides that a, 

"producer" includes a refiner; compounder, or blender, and a dealer 
selling gasoline exclusively to producers of gasoline, as well as an 
actual producer. The term "producer" also includes any person 
(not included in the preceding sentence) to whom gasoline is sold 
tax free f' or any purpose but such person is considered a "producer" 
only with respect to gasoline purchased tax free. The mere blending 
or mixing by any person of gasoline to adapt it for seasonal use or 
to meet the requirements of particular vendees, or blending which 
is not a, substantial part of the blender's regular year-round business, 
does not constitute him a producer. 

The fact that the subsidiary in the instant case, which is wholly- 
owned and controlled by the parent, is a registered and bonded pro- 
ducer does not make the parent a producer in its own right. Accord- 
ingly, it is held that, since the parent corporation does not actually 
produce gasoline or lubricating oil or sell gasoline exclusively to pro- 
ducers of gasoline, it is not a producer of gasoline within the meaning 
of section 4082 of the Code. Therefore, the exemption in the case 
of sales to a producer provided by section 4088 of the Code does not 
apply to gasoline sold to the parent corporation by any producer 
or importer. Furthermore, the tax on gasoline imposed by section 
4081 of the Code does not apply when it is resold by the parent 
corporation. 

SUBPART B. — LUBRICATING OIL 

SECTION 4091. — IMPOSITION OF TAX 
Rev. Rul. 57 — 904 

Lubricating oil manufactured from a mixture of virgin crude oil 
and used oil is subject to the manufacturers excise tax imposed by 
section 4091 of the Internal Revenue Code of 1954. 
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Advice has been requested concerning the applicability of the manu- 
f acurers excise tax to lubricating oil manuf actured from a mixture of 
virgin crude oil and used oil. 

Used oil is mixed with virgin crude oil and the commingled product 
is then subjected to the same processing and treating as that given to 
virgin crude oil. 

Section 4091 of the Internal Revenue Code of 1954 imposes a manu- 
f acturers excise tax on the sale of lubricating oils. 

Section 814. 40(c) of Regulations 44, as amended by Treasury Deci- 
sion 6197, C. B. 1956 — 2, 808, and made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954-2, 47, defines a manufacturer 
as (1) any person who produces lubricating oil by any process of 
manufacturing, refining, or compounding, or any manipulation in- 
volving substantially more than a mere mixing of taxable oils and (2) 
any person who produces lubricating oil by mixing taxable oils with 
any other substances. 

Section 814. 40(d) of the regulations states that the term "manu- 
facturer" does not include (1) a person who merely blends or mixes 
two or more taxable lubricating oils, (2) a persons who merely cleans, 
renovates, or refines used or waste lubricating oil, or (8) a person who 
merely blends or mixes one or more taxable lubricating oils with used 
or waste lubricating oil which has been cleaned, renovated, or refined. 

In the instant case, the used or waste oil, when mixed with virgin 
crude oil, to be refined, loses its identity, as such, in the process. 
Ii urthermore, the resulting end product is lubricating oil refined from 
such mixture rather than a mere blend or mixture of taxable lubricat- 
ing oil with used or waste lubricating oil which has been cleaned, 
renovated or refined, as described in section 814. 40(d) (8) of Regu- 
lations 44. It is not the process used but the fact that the used or waste 
oil loses its identitv, as such, before the refining process which deter- 
mines the application of the tax under the circumstances. Accord- 
ingly, the manufacturers excise tax imposed by section 4091 of the 
Code is applicable to the manufacturer's sale or use of lubricating oil 
produced from a mixture of virgin crude and used or waste oil. 

Rev. Rul. 57 — 251 

Applicability of the manufacturers excise tax on lubricating oil, 
imposed by section 4091 of the Internal Revenue Code of 1954, to the 
sale of oil bv the manufacturer for use iu flushing crankcases of 
motors. 

Advice has been requested whether the manufacturers excise tax 
on lubricating oil applies to the sale of oil by the manufacturer for 
use in fiushing crankcases of motors after the old oil has been drained. 
After the fiushing operation, the fiushing oil is drained and replaced 
by regular lubricating oil. 

Section 4091 of the Internal Revenue Code of 1954 imposes a tax 
on lubricating oils sold by the manufacturer or producer thereof. 
Section 814. 40 of Regulations 44, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 2, 47, provides that the term 
"lubricating oils" includes all oils, regardless of their origin, which 
are sold as lubricating oil and all oils which are suitable for use as a 
lubricant. Section 814. 48(a) of the regulations provides that no tax 
attaches where oil is sold by the manuFacturer direct to a person who 
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uses it for nonlubricating purposes, provided the manufacturer has 
definite knowledge, prior to or at the time of sale, that the product 
is purchased for such purposes, and he obtains from such person a 
certificate of nonlubricating use in the form prescribed by that sec- 
tion. No sale of oil may be made tax free by the manufacturer to a 
dealer for resale for a nonlubricating purpose even though it is known 
at the time of sale that the oil will be so resold. However, where any 
dealer resells tax-paid oil for a nonlubricating use, the manufacturer 
who paid the tax on his sale of the oil, may secure a refund or credit 
in accordance with the provisions of section 314. 64 of the regulations. 

Flushing oil is a type of oil which is suitable for use as a lubricant 
and therefore is considered to be lubricating oil within the meaning 
of the law and regulations. The determination of whether oil used 
in flushing crankcases of motors constitutes the use of the oil for a, 

lubricating or a nonlubricating purpose is dependent upon the manner 
in which such operations are performed. 

It is held that all sales of lubricating oil for use in Rushing the 
crankcases of automobiles, trucks, tractors, etc, , are subject to the 
manufacturers excise tax if during~ any part of the llushing process 
the motor is running or any parts requiring lubrication are in motion. 
However, where the fiushing oil is used to fiush the crankcases of auto- 
mobiles, trucks, tractors, etc. , and the motors are entirely motionless 
during the fiushing operation, the oil used in such operations is not 
considered to perform a lubricating function. Therefore, the tax does 
not attach to the sale of the oil by the manufacturer thereof direct to 
the person for such use, provided the sale is supported by the required 
certificate of nonlubricating use. 

SUBCHAPTER B. — HOUSEHOLD TYPE EQUIPMENT, ETC. 

PART II. — ELECTRIC, GAS AND OIL APPLIANCES 

SECTION 4191. — IMPOSITION OF TAX 

Rev. Rul. 57 — 194 
Gas hot plates which may have incidental use for laundry or cook- 

ing purposes, but are sold primarily for use by the commercial cafe 
trade are not considered gas cooking appliances of the household 
type. Therefore, sales of such articles are not subject to the tax 
imposed by section 4121 of the Internal Revenue Code of 1954. 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax imposed under section 4191 of the Internal Reve- 
nue Code of 1954 to the sale of certain types of gas hot plates. 

The gas hot plates in question were at one time primarily used for 
laundry purposes and occasionally for cooking purposes. However, 
since the advent of the automatic washer, their use for laundry pur- 
poses has been negligible. They are now advertised and held out 
for use by the commercial cafe trade and are not, according to normal, 
standards, considered cooking appliances of the type ordinarily used 
in homes. 

434787' — 58 25 



$ 4121. j 374 

Section 4121(a) of the Code imposes a tax upon the sale by the manu- 
facturer, producer, or importer of electric, gas, or oil appliances of the 
household type used for cooking, warming, or keeping warm food 
or beverages for consumption on the premises. 

Accordingly, it is held that gas hot plates which may have inci- 
dental use for laundry or cooking purposes but are sold primarily for 
use by the commercial cafe trade, are not considered gas cooking ap- 
pliances of the household type. Therefore, sales of such articles are 
not subject to the tax imposed by section 4121 of the Code. 

PART III. — ELECTRIC LIGHT BULBS 

SECTION 4181. — IMPOSITION OF TAX 

(Also Section 4218. ) Rev. Rul. 57 — 96 

The manufacturers excise tax on electric lights bulbs imposed by 
section 4131 of the Internal Revenue Code of 19o4 does not apply 
to sales by the importer of complete miniature bulb light sets. 

Advice has been requested whether the manufacturers excise tax on 
electric light bulbs applies to sales by the importer of miniature bulb 
light sets, such as Christmas tree lighting out6ts. 

In the instant case, a company is engaged in the business of import- 
ing miniature bulb light sets from Japan. These sets consist of 
insulated wire, a plug, and miniature light bulbs surrounded by little 
plastic cups. They are imported in decorated boxes and resold in 
the same boxes. 

Section 4181 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of electric 
light bulbs. Section 4218 of the Code provides, insofar as it is ap- 
plicable to imported electric light bulbs, that if any person imports an 
article and uses it (otherwise than in the manufacture of a taxable 
article), he shall be liable for manufacturers excise tax in the same 
manner as if such article was sold by him. 

If electric light buSs are imported and sold as loose bulbs, the tax 
imposed by section 4181 of the Code applies to the importer's sale of the 
bulbs. If the importer uses the imported bulbs in the manufacture of 
complete light sets, the tax imposed by section 4218 of the Code applies 
to his use of them. However, the Internal Revenue Service does not 
regard the importation of complete light sets as the importation of 
electric light bulbs, as such, within the meaning of section 4181 of 
the Code. 

Accordingly, it is held that the manufacturers excise tax does not 
apply to the importer's sales of miniature bulb'light sets under the 
circumstances in the instant case. 

Sales of electric light bulbs by a manufacturer to a municipal elec- 
tric light plant that furnishes such bulbs, either with or without 
charge, to its customers. See Rev. Rul. 57 — 181, page 888. 
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PART I. — RADIO AND TELEVISION SETS, PHONOGRAPHS AND RECORDS 

SECTION 4141. — IMPOSITION OF TAX 
Rev, Rul. 57 — 966 

Records primarily designed to be played on coin-operated phono- 
graphs are subject to the manufacturers excise tax on phonograph 
records imposed by section 4141 of the Internal Revenue Code of 
1954. 

Advice has been requested whether the manufacturers excise tax 
on phonograph records applies to records primarily designed to be 
played on coin-operated phonographs. 

Section 4141 of the Internal Revenue Code of 1954 imposes a tax 
on phonograph records when sold by the manufacturer, producer or 
importer. Section 316. 62 of Regulations 46, made applicable to the 
1954 Code by Treasury Decision 6091, C. B. 1954 — 2, 47, provides that 
the term "phonograph records" means all disks, cylinders, or other 
articles, regardless of the material from which they are made, and 
upon which are recorded or may be recorded human speech or other 
sounds for reproduction by means of a phonograph or combination 
radio and. phonograph. 

It is held that the manufacturers excise tax on phonograph records 
applies to all sales of. records to be used on coin-operated phonographs, 
regardless of any special process or materials employed In producing 
such records. 

SECTION 4142. — DEFINITION OF RADIO AND TELEVISION 
COMPONENT 

Rev. Rul. 57 — 952 

An ultra high frequency converter for a television receiving set 
is not an article of the type named as a "radio and television com- 
ponent" in section 4142 of the Internal Revenue Code of 1954. 
Accordingly, separate sales thereof bv the manufacturer are not sub- 
ject to the manufacturers excise tax on "radio and television com- 
ponents" imposed by section 4141 of the Code. However, if a set 
manufacturer sells the converter on or in connection with a televi- 
sion receiving set, the manufacturers excise tax on "television 
receiving sets" applies to the total sales price of the complete set. 

The Internal Revenue Service has been asked whether the manu- 
turers excise tax applies to sales of an ultra high frequency (UHF) 
converter. The converter consists of an antenna, power supply, os- 
cillator, mixer, amplifier and switching arrangement. It is designed 
to convert a conventional television receiving set to enable it to receive 
signals in the ultra high frequency range. 

Section 4141 of the Internal Revenue Code of 1954 imposes a tax 
upon sales, by the manufacturer, producer, or importer of radio re- 
ceiving sets, automobile radio receiving sets, television receiving sets, 
automobile television receiving sets, phonographs, combinations of 
any of the foregoing, radio and television components, and. phono- 
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graph records (including in each case parts or accessories therefor 
sold on or in connection with the sale thereof). Except in the case 
of radio and television components and phonograph records, the tax 
imposed by this section applies only to articles of the entertainment 
type. Section 4142 of the Code defines the term "radio and television 
components" to include chassis, cabinets, tubes, speakers, amplifiers, 
power supply units, antennae of the "built-in" type, and phonograph 
mechanisms, which are suitable for use on or in connection with, or as 
component parts of any of the articles enumerated in section 4141 
of the Code, whether or not primarily adapted for such use. 

Since the ultra high frequency converter is not an article of the 
type named as "radio and television components" in section 4149 of 
the Code, it is held that the manufacturers excise tax on "radio and 
television components" imposed by section 4141 of the Code is not 
applicable to separate sales of this article. However, since the ultra 
high frequency converter is a part or accessory for a television receiv- 
ing set, if a set manufacturer sells the converter on or in connection 
with a taxable television receiving set, the manufacturers excise tax 
on television receiving sets applies to the total sales price of the com- 
plete set. 

PART II. — MUSICAL INSTRUMENTS 

SECTION 4151. — IMPOSITION OF TAX 
Rev. Rul. 57 — 111 

The manufacturers excise tax on musical instruments, imposed 
b7 section 4151 of the Internal Revenue Code of 1%4, appli'es to the 
component elements of a musical instrument essential to its opera- 
tion, when sold on or in connection with the instrument. 

Advice has been requested whether the manufacturers excise tax 
on musical instruments is applicable to mouthpieces, reeds, ligatures, 
mouth piece caps, neck cords, mutes, and lyres for holding music, when 
sold by the manufacturer on or in connection with saxophones and. 
other wind instruments. 

Section 4151 of the Internal Revenue Code of 1M4 provides that a 
tax shall be imposed upon the sale of musical instruments by the manu- 
facturer, producer, or importer. No tax is imposed by this section 
upon parts or accessories sold on or in connection with the sale of 
musical instruments. 

It is held that the term "musical instruments" as used in the statute 
includes all component elements of musical instruments essential to 
their operation. For example, in the case of a saxophone, one mouth- 
piece, one reed, and one ligature are essential to the operation of the 
instrument. Therefore, the tax applies to the complete instrument 
including such components when they are sold on or in connection 
with the instrument. On the other hand, the tax does not apply to the 
sale by the manufacturer of any extra or spare mouthpieces, reeds, or 
ligatures, whether sold separately or in connection with the sale of a 
complete musical instrument. 

It is further held that mouthpiece caps, neck cords, mutes, and 
lyres for holding music are accessories for musical instruments rather 
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than component elements essential to their operation and, therefore, 
are not subject to tax whether sold separately or on or in connection 
with the sale of musical instruments. 

The Internal Revenue Service has previously held that the sale of 
a mouthpiece, reed, or ligature, with a musical instrument was not 
subject to tax. That position has received publicity in the industry 
involved and has been relied upon as a basis for not paying the tax 
on such components. Therefore, under the authority of section 
7805(b) of the Code, this ruling, to the extent that it holds taxable the 
sale of components under the circumstances stated, will not be applied 
to sales made prior to May 1, 1957. 

Rev. Rul. 57 — 147 

The sale of a carrying case for a musical instrument is not subject 
to the manufacturers excise tax, whether sold separately or with 
an instrument. 

Advice has been requested whether the manufacturers excise tax 
on musical instruments is applicable t, o the sale of. a carrying case 
for a musical instrument. 

Section 4151 of the Internal Revenue Code of 1954 provides that 
a tax shall be imposed upon the sale of musical instruments by the 
manufacturer, producer, or importer. 

Section 4216(a) of the Code provides that the price for which an 
article is sold shall include any charge for coverings and containers 
of whatever nature and any charge incident to placing the article in 
condition packed ready for shipment. 

Section 4151 of the Code does not impose the tax upon parts or 
accessories sold in connection with the sale of musical instruments. 
Cases specially designed and adapted for carrying musical instru- 
ments are not considered coverings or containers within the meaning 
of section 4916(a) of the Code. The sale of carrying cases for musical 
instruments are, therefore, not subject to the manufacturers excise 
tax, whether sold separately or with an instrument. 

SUBCHAPTER D. — RECREATIONAI. EQUIPMENT 

PART II. — PHOTOGRAPHIC EQUIPMENT 

SECTION 4178. — EXEMPTIONS 
Rev. Rul. 57 — 65 

A camera weighing more than four pounds including the batteries, 
but excluding the lens and film, comes within the exemption provided 
by section 4173 of the Internal Revenue Code of 1M4, Accordingly, 
it is not subject to the manufacturers excise tax imposed bv section 
4171 of the Code. 

Advice has been requested whether a certain camera is exempt, under 
section 4173 of the Internal Revenue Code of. 1954, from the manu- 
facturers excise tax imposed by section 4171 of the Code. 
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The camera has an electronic Hash built into a hood which is a 
permanent part of the camera. The electronic system consists of a 
circuit powered by four batteries, The flash tube, which is not re- 
movable from the camera, operates automatically each time a picture 
is taken. The batteries, upon which the camera's operation is de- 
pendent, are removable solely for the purpose of replacement. The 
weight of the camera including the batteries, but excluding the lens 
and the Hilni, is in excess of four pounds. The camera weighs three 
pounds and eight ounces without the batteries. 

Section 4171 of the Code imposes a tax on cameras and camera 
lenses when sold by the manufacturer, producer, or importer. Section 
4173 of the Code provides an exemption from the tax for cameras 
weighing more than four pounds exclusive of lens and accessories. 

Since the batteries are essential to the operation of the camera in 
the instant case, they are considered to be integral parts of, rather 
than accessories for, the camera. Therefore, it is held that this camera, 
which weighs in excess of four pounds, including the batteries but 
excluding the lens and Hlm, falls within the scope of the exemption 
provided by section 4178 of the Code. Accordingly, it is not subject 
to the tax imposed by section 4171 of the Code. 

SUBCHAPTER E. — OTHER ITEMS 

PART I. — BUSINESS MACHINES 

SECTION 4191. — IMPOSITION OF TAX 

Rev. Rul. 57 — 4 

The tax imposed by section 4191 of the Internal Revenue Code of 
1954 on the sale by the manufacturer, producer, or importer of busi- 
ness machines applies to the sale of pencil sharpeners designed to be 
fastened to a desk, table, etc. , but does not apply to the sale of pocket 
size pencil sharpeners, or to the sale of pencil pointers which sharpen 
the lead only. 

Advice has been requested concerning the applicability of the manu- 
facturers excise tax on business machines to the sale by the manufac- 
turer, producer, or importer of several types of pencil sharpeners and 
to pencil pointers. 

These articles are described as follows: 
(a) A pencil sharpener designed especially for draftsmen. This 

sharpener removes the wood from the pencil and may be adjusted to 
produce a blunt, medium, or hairline or needle point. It is constructed 
so that it may be fastened to a desk, table, etc. 

(b) The ordinary pencil sharpener designed primarily for oHIce, 
school, or home. This sharpener also removes the wood from the pen- 
cil, but it produces only one size of point. It likewise is constructed so 
tha~t it may be fastened to a desk, table, etc. 

(c) A pocket size pencil sharpener. This sharpener is approxi- 
mately one inch long and contains a cutting blade against which the 
pencil is manually rotated to remove the wood and produce a point on 
the lead. 
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(d) A pencil pointer designed solely to point the lead in drafting 
pencils. It is used for both the mechanical pencils with loose lead and 
the wood draftin& pencils usecl by draftsmen. However, it does not 
cut the wood of the wood pencils but operates solely on the exposed 
pencil lead, and will produce anything from a blunt to a hairline or 
needle point. 

Section 4191 of the Internal Revenue Code of 1954 imposes a tax 
on the sale by the manufacturer, producer, or importer, of certain 
business machines, including pencil sharpeners. A pencil sharpener 
of the type taxable under section 4191 of the Code is considered to 
be one designed not only to slrarpen the lead of pencils but also to 
cut or trim the wood of wood pencils. 

It is held that the pencil sharpeners of the type described in (a) 
and (b) above come within the category of pencil sharpeners con- 
templated by section 4191 of the Code, and the sale thereof by the 
manufacturer, producer, or importer, is subject to the tax imposed 
by that section. However, even though the pocket size pencil sharp- 
ener described in (c) above cuts or trims the wood of wood pencils, 
it is not considered to be a pencil sharpener of the type contemplated 
by the Code, and therefore, the sale by the manufacturer of such a 
pencil sharpener is not taxable. 

It is further held that since the pencil pointer described in (d) 
above does not cut or trim the wood of. wood pencils, it is not a pencil 
sharpener within the meaning of section 4191 of the Code and is not 
subject to the tax imposed by that section. 

Rev. Rul. 57 — 81 

A stand with a fiat top upon which a taxable business machine, 
nontaxable machine, or other articles may be placed is considered 
primarily susceptible of general use and the charge for such stand, 
sold with a taxable business machine, is not subject to the manu- 
facturers excise tax. 

Advice has been requested whether the manufacturers excise applies 
to sales of a stand sold with a business machine. 

The stand has tubular steel legs, rubber casters, a Rat top on which 
a dictating er transcribing machine may be placed, and shelves for 
accessories. The stand does not contribute in any manner to the oper- 
ation of the machines, and it could be used as a stand for other pur- 
poses. It is sold as an optional or separate piece of equipment. 

Section 4191 of the Internal Revenue Code of 1954 imposes a tax on 
sales by the manufacturer of the business machines enumerated in such 
section, including parts and accessories sold on or in connection there- 
with. Dictating and transcribing machines are included in that 
enumeration. 

It is held that such a stand, upon which a taxable or nontaxable 
machine or other articles may be placed, is considered. primarily 
susceptible of general use and not a part or accessory for the machine. 
Accordingly, the stand referred to above is not subject to the manu- 
facturers excise tax, whether sold separately or in connection with a 
taxable machine. 
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Rev. Rul. 57 — 220 

Section 4191 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of' various 
business machines, including dictographs, dictating machines, and 
transcribing machines (including in each case parts and accessories 
of such articles sold on or in connection therewith, or with the sale 
thereof). Generally, tape and wire recorders are not subject to the 
manufacturers excise tax. however, if a tape or wire iecorder is 
designed, constructed, and held out and sold by the manufacturer to 
be used for dictating and transcribing as well as for general purpose 
recording, it is considered to be a dictating or transcribing machine. 

Rev. Rul. 57 — 938 
An "automatic eyeleter, " designed to be permanently secured 

to a bench or table and which punches a hole in paper or card- 
board and inserts and sets an eyelet, is not a portable paper fasten- 
ing machine within the purview of section 4191 of the Internal 
Revenue Code of 19M and, accordingly, is not subject to the manu- 
facturers excise tax imposed on business machines. 

Advice has been requested whether the manufacturers excise tax 
on business machines applies to sales of "automatic eyeleters. " 

The "automatic eyeleter" is a manually operated machine weighing 
approximately three pounds. It is designed to be permanently se- 
cured to a shop bench or table through two holes tapped in its base. 
It does not perform its function efhciently and satisfactorily without 
being fastened to a desk, bench, or table. A downward stroke of 
its handle punches a hole in paper or cardboard, inserts and sets an 
eyelet, and advances another eyelet into position for the next such 
operation. It is used principally by sign shops to provide eyelets 
for hanging signs and by printing plants to bind small jobs. It is 
also used in motion picture studios for eyeleting films and in some 
instances by law and accounting firms for fastening briefs and other 
documents. 

Section 4191 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of various 
business machines, including portable paper fastening machines. 

The fact that a paper fastening machine has holes drilled in the 
base does not necessarily remove it from the category of a portable 
paper fastening machine. The determining factor is whether it is 
suitable for performing its function in an efficient manner without 
being fastened to a desk, bench, or table. 

In the instant case, the automatic eyeleter is not suitable for per- 
forming its function in an efilcient and satisfactory manner without 
being fastened to a desk, bench, or table. Accordingly, it is held that 
it is not a portable paper fastening machine within the meaning of 
section 4191 of the Code. Therefore, no liability is incurred for 
the manufacturers excise tax on sales of these machines by the manu- 
facturer, producer, or importer. 
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PART II. — PENS AND MECHANICAL PENCILS AND LIGHTERS 

[$ 4220. 

SECTION 4 ~01. — IMPOSITION OF TAX 
Exemption for cigarette lighters taxable as jewelry. See Rev. Rul. 

57 — 64, page 358. 

SUBCHAPTER F. — SPECIAL PROVISIONS APPLICABLE TO 
MANUFACTURERS TAX 

SECTION 4o16. — DEFINITION OF PRICE 
Rev. Rul. 57 — 958 

Section 4216 of the Internal Revenue Code of 1954, relating to the 
manufacturers excise tax, provides that in determining the price for 
which an article is sold certain charges, including installation charges, 
shall be excluded from the price only if the amount thereof is estab- 
lished to the safisfaction of the Secretary of the Treasury or his dele- 
gate. Belo!, where a manufacturer, producer, or importer of an article 
subject to the manufacturers excise tax makes an installation charge 
in connection with the sale of such article, it is not required that such 
charge be billed separately in order for it to be excluded from the tax 
base. However, the propriety of any installation charge which is not 
billed separately must be satisfactorily established by a, dequate rec- 
ol'ds. 

SECTION 4918. — USE BY MANUFACTURER OR 
IMPORTER CONSIDERED SALE 

Use of imported miniature light bulbs in the manufacture of com- 
plete light sets. See Rev. Rul. 57 — 96, page 374. 

SECTION 4220. — EXEMPTION FOR SALES OR RESALES TO 
MANUFA. CTURERS 

(Also Section 6416. ) Rev. Rul. 57 — 221 

No credit or refund is allowable with respect to manufacturers 
excise tax imposed on sales of electric light bulbs where the bulbs 
are sold by the manufacturer thereof to a person who incorporates 
them into nontaxable subassemblies which are in turn sold to a 
manufacturer for installation on taxable freezers. 

Advice has been requested whether credit or refund of manufac- 
turers excise tax is allowable with respect to electric light bulbs sold 
by the manufacturer thereof to a person who incorporates them into 
nontaxable subassemblies which, in turn, are sold to a manufacturer 
of taxable electric freezers for installation thereon. 

Under the provisions of section 4220(1) of the Internal Revenue 
Code of 1954, electric light bulbs may be sold tax free (A) for use by 
the vendee as components in the manufacture of any article taxable 
under Chapter 32, or (B) for resale by the vendee for such use by 
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his vendee if the bulbs are in due course so resold. Section 
6416(b) (3) (A) of the Code authorizes a credit or refund of tax paid 
on electric light bulbs purchased and used by a manufacturer as 
components in the manufacture of an article with respect to which 
tax under Chapter 32 has been paid, or which has been sold. tax free 
under section 4220 or 4224. 

Where the manufacturer of nontaxable subassemblies includes with 
such subassemblies the number of bulbs required as component parts, 
the bulbs are considered to have been used by him in producing his 
particular end product. Electric light bulbs may not be sold by the 
manufacturer thereof tax free under section 4220(l) of the Code 
to a vendee for such purpose, because the end product manufactured 
by the vendee is not a taxable article. Consequently, the tax is prop- 
erly payable with respect to the sales of the bulbs so included in these 
nontaxable subassemblies. 

It is held that a manufacturer of a taxable freezer who purchases 
these nontaxable subassemblies, including bulbs, is not entitled to a 
credit or refund under section 6416(b) (3) (A) of the Code for the 
tax paid by the bulb manufacturer. This is so because the bulbs are 
not purchased as such by' the freezer manufacturer, since they lost 
their separate identity when used by the subassembly manufacturer 
in producing the subassemblies. 

Rev. Rul. 57 — 281 

Although incandescent lamps and neon tubes may be purchased 
free of manufacturers excise tax for use in the manufacture of 
other taxable articles under section 4220 of the Internal Revenue 
Code of 1904, such lamps and tubes may not be purchased tax- 
free for use in the manufacture of nontaxable articles such as 
radio receivers of the nonentertainment type. 

Advice has been requested whether incandescent lamps and neon 
tubes may be purchased free of manufacturers excise tax for use as 
components in the manufacture of radio receivers of the nonenter- 
tainment type. 

Section 4131 of the Internal Revenue Code of 1954 imposes a tax 
on the sale of electric light bulbs and tubes by the manufacturer. 

Section 4220(1) (A) of the Code provides that no tax under chap- 
ter 32 shall be imposed with respect to the sale of any article (other 
than an automobile part or accessory taxable under section 4061(b), 
a refrigerator component taxable under section 4111, a radio or tele- 
vision component taxable under section 4141, or a caniera lens taxable 
under section 4171) for use by the vendee as material in the manu- 
facture or production of, or as a component part of', an article enu- 
merated in this chapter. Section 4220(2) (A) provides that no tax 
under this chapter shall be imposed with respect to the sale of an 
automobile part or accessory taxable under section 4061(b), a refrig- 
erator component taxable under section 4111, a radio or television 
component taxable under section 4141, or a camera lens taxable 
under section 4171, for use by the vendee as material in the manu- 
facture or production of, or as a component part of any article. 

The exemption contained in section 4220(2) of the Code applies 
only to the articles named therein. Although incandescent lamps 
and neon tubes may be purchased free of excise tax for use in the 
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manufacture of other taxable articles, it is held that such lamps may 
not be purchased tax-free for use in the manufacture of. nontaxable 
articles such as radio receivers of the nonentertainment type. 

SECTION 4228. — EXEMPTION OF ARTICLES 
MANUFACTURED OR PRODUCED BY INDIANS 

Taxability of articles sold by Indians at retail. See Rev. Rul. 57- 
248, page 18. 

SECTION 4224. — STA. TE AND LOCAL 6OVERNMENTAL 
EXEMPTION 

(Also Section 4181. ) Rev. Rul. 57 — 181 

Sales of electric light bulbs by a manufacturer to a municipality 
where such bulbs are furnished, either with or without charge, to 
customers of a municipal electric light plant are not exempt from 
the manufacturers excise tax. 

Advice has been requested concerning the applicability of the man- 
ufacturers excise tax to sales of electric light bulbs to a municipality 
that operates an electric light plant and. sells electric current to the 
public. In connection with supplying this electric service, the munici- 
pality keeps its customers supplied with electric light bulbs for no 
additional charge. 

Section 4131 of the Internal Revenue Code of 1954 imposes a tax 
upon the sale by the manufacturer, producer, or importer of electric 
light bulbs and tubes. Under Section 4224 of the Code, no manu- 
facturers excise tax attaches upon the sale of any article for the ex- 
clusive use of any State, Territory of the United States, or any politi- 
cal subdivision of the foregoing, or the District of Columbia. 

Accordingly, the manufacturers excise tax does not apply to the sale 
of electric light bulbs for the exclusive use of a municipality. How- 
ever, it is held that where the municipality furnishes the electric light 
bulbs to nongovernmental purchasers of electric service, either with 
or without additional charge, the "exclusive use" test of the statute 
has not been met. Therefore, the tax imposed by section 4181 at- 
taches to sales of electric light bulbs by the manufacturer to a munici- 
pality for such purposes. 

(Also Sections 4055, 4292. ) Rev. Rul. 57 — 2o4 

Irrigation districts formed pursuant to the laws of the State of 
California come within the scope of the exemptions provided by 
sections 405o and 4224 ot' the Internal Revenue Code of 1954, which 
relate to sales of articles, otherwise subject to the retailers or manu- 
facturers excise taxes, for the exclusive use of a State, Territory of 
the United States, or any political subdivision of the foregoing, 
or the District of Columbia. They also come within the scope of the 
exemption provided by section 4202 of the Code which relates to 
taxes on communication and transportation services and facilities 
furnished to such governmental units. 

Advice has been requested whether irrigation districts in the State 
of California come within the scope of the exemptions from certain 
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Federal excise taxes provided for states and political subdivisions 
thereof. 

Sections 4055 and 4224 of the Internal Revenue Code of 1054 pro- 
vide that the retailers and manufacturers taxes will not apply with 
respect to the sale of any article for the exclusive use of any State, 
Territory of the United States, or any political subdivision of the 
foregoing, or the District of Columbia. 

Section 4292 of the Code provides that no tax shall apply to pay- 
ments received for communication and transportation services and 
facilities furnished to the government of any State, Territory of the 
United States, or any political subdivision of the foregoing, or the 
District of Columbia. That section also provides that the tax shall 
not be imposed upon amounts paid for the transportation of property 
to or from such governmental units. 

Irrigation districts in the State of California are formed pursuant 
to Division 11 of the Water Code of California (Deering's California 
Codes). They are speci6cally declared to be state agencies formed 
and existing for governmental purposes. The statutes provide in 
detail for the forniation and administration of irrigation districts, 
which are managed and operated by boards of directors. 

Irrigation districts are under the general supervision of the De- 
partment of Public Works, the powers and duties of which are exer- 
cised through the State Engineer. They are under the more specific 
supervision of the county boards of supervisors, who are charged with 
the duty of conducting the hearings and elections that result in the 
formation of the district and seeing that the duties and functions of 
the overs and board of directors of the districts are carried out. 

The irrigation districts are required by statute (except where all 
funds required are raised otherwise than by assessment) to levy 
assessments on the land within the districts for the purpose of paying 
their expenses and discharging their obligations. If the district 
board or any of its officers neglects or refuses to levy assessments or 
carry out any of the duties required by statute, the county board of 
supervisors may remove such oKcial or perform the required duties 
in his stead in the same manner and with the same efFect as if they 
were done by the duly constituted oScial. 

Any money belonging to a district may be deposited in accordance 
with the general laws governing the deposit of public money. Any 
amount in excess of $25, 000 in the construction fund of an irrigation 
district may be deposited in the county treasury and withdrawn from 
time to time. 

The districts possess the right of eminent domain to acquire water 
and property deemed necessary to carry out the purposes for which 
the districts are formed. 

It is held that irrigation districts formed pursuant to Division 11 
of the Water Code of California come within the scope of the exemp- 
tions provided by (1) section 4055 of the Internal Revenue Code of 
1954, relating to the retailers excise taxes, (2) section 4224 of the 
Code, relating to the manufacturers excise taxes, and (8) section 4202 
of the Code, relating to the tax on communications and transportation 
services and facilities. The exemptions pertain to sales made or serv- 
ices rendered to any State, Territory of the United States, or any 
political subdivision of the foregoing, or the District of Columbia. 
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Accordingly, where taxable articles are sold to irrigation districts 
of the State of California for their exclusive use or where communica- 
tion and transportation services and facilities are furnished to such 
irrigation districts, the exemptions mill apply, provided the require- 
ments of tlie law and applicable regulations with respect to the 
particular exemption are met. 

Circumstances under which the sale of tread rubber may, or may 
not, be exempt from manufacturers excise tax as a sale to a state. 
See Rev. Rul. 57 — 15, page 868. 

Applicability of' the exemption from manufacturers excise tax with 
respect to the sales of taxable articles, for the exclusive use of humane 
societies, which are instrumentalities of a political subdivision of a 
State. See Rev. Rul. 57 — 170, page 411. 

Applicability of the exemption from tax Ivhere taxable articles 
are sold to an electric or tele'phone membership corporation estab- 
lished under the General Statutes of North Carolina. 
See Rev. Rul. 57 — 198, page 364. 

CHAPTER 33. — FACII ITIES AND SERVICES 

SUBCHAPTER A. — ADMISSIONS AND DUES 

PART I. — ADMISSIONS 

SECTION 4231. — IMPOSITION OF TAX 
Rev. Rul. 57-44 

An amount paid by a theatre patron for participation in a "Dish 
Club Plan" is not subject to the tax on admissions imposed by 
section 4231(1) of the Internal Revenue Code of 1954, provided that 
no part of the proceeds from the sale of dish coupons inures to 
the beneiit of the theatre operator. 

The Internal Revenue Service has been asked whether amounts paid 
by patrons for participation in a "Dish Club Plan, " in connection with 
a payment for admission, is subject to the tax on admissions. 

In order to increase business, a theatre entered into an agreement 
with a promotion company which will operate the "Dish Club Plan" 
and receive the entire proceeds from the sale of the dish coupons. 
Female patrons will be given an opportunity to become "members" at 
the beginning of each designated period. Such patrons will be given 
booklets entitling them to procure a dish on a speci6ed evening each 
week. Under the plan, a patron, upon presenting her booklet to the 
box oKce attendant, may purchase a special red. uced rate admission 
ticket (for an amount, 95 cents less than the regular charge to others 
on the same occasion) and a dish coupon for 95 cents. The patron is 
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then admitted to the theatre and will be given a dish upon surrender- 
ing the dish coupon to a representative of the promotion company and 
presenting her booklet to he punched to show that she has received 
the dish for that particular evening. 

Section 4281(1) of the Internal Revenue Code of 1954 imposes a 
tax upon amounts paid for admission, if more than 90 cents on and 
after September 1, 1956, and 50 cents prior thereto, unless otherwise 
exempt under section 4288 of the Code. 

Since all the proceeds from the sale of the dish coupons are received 
by the promotion company, it is held that the sale of the dish coupon 
is a separate transaction and is not a charge for admission to the 
theatre. Accordingly, it is held that the amount paid by a theatre 
patron for participation in the "Dish Club Plan" is not subject to 
the tax on admissions imposed by section 4281(1) of the Code. See 
Rev, Rul. 55 — 50, C. B. 1955 — 1, 506 and Rev. Rul. 56 — 88, C. B. , 1956 — 1, 
512. 

Rev. Rul. 57 — 156 

At certain ski resorts, there are no charges made for admission to 
the general area and therefore any persons not wishing to ski or ride 
the ski-tow may enter as spectators free of charge. However„a charge 
is made to those persons who use the ski slopes or the tow facilities. 
Held, the amounts paid for the use of the ski slopes or tow facilities 
under such circumstances are not subject to the admissions tax im- 
posed by section 4281 of the Internal Revenue Code of 1954. 

Rev. Rul. 57 — 182 

For purposes of the cabaret tax, imposed by section 4231(6) of 
the Internal Revenue Code of 1054, a "disc jockey" program broad- 
cast from a restaurant, cocktail lounge, or similar establishment 
constitutes a "public performance for profit" if the conception of 
such program is directed toward the entertainment of the patrons 
of the establishment, as well as the radio audience. 

Advice has been requested whether liability for the cabaret tax 
is incurred in connection with a "disc jockey" program broadcast 
from a restaurant, cocktail lounge, or similar establishment. 

Section 4281(6) of the Internal Revenue Code of 1954 imposes a 
tax on all amounts paid for admission, refreshment, service, or mer- 
chandise, at any roof garden, cabaret, or other similar place furnish- 
ing a public performance for profit, by or for any patron or guest 
who is entitled to be present during any portion of such performance. 
Section 4282(b) of the Code provides that the term ' roof garden, 
cabaret, or other similar place, " shall include any room in any' hotel, 
restaurant, hall, or other public place where music and dancino' privi- 
leges or any other entertainment, except instrumental or meclianical 
music alone, are a8orded the patrons in connection with the serving 
or selling of food, refreshment, or merchandise. 

Many factors may enter into the determination of whether a "disc 
jockey" program emanating from a restaurant, cocktail lounge, or 
similar establishment constitutes "a public performance for profit. ' 
In general, however, it is held that if the conception and execution 
of the prog~ram are directed toward the entertainment of the patrons 
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of the place where such program is conducted as well as the radio 
audience, such a program does constitute "a public performance for 
profit. " Accordingly, the cabaret tax applies to all amounts paid 
for admission, refreshment, service, or merchandise, by or for any 
patron or guest who is entitled to be present during any portion of 
such a program. 

Rev. Rul. 57 — 263 

Amounts received as payments for food, refreshment, or mer- 
chandise dispensed by means of vending machines in an establish- 
ment which qualifies as a cabal et under section 4231 of the Internal 
Revenue Code of 1954 are subject to the tax imposed by that section. 
Amounts received for photographic or checking services are also 
taxable. The person receiving such payments is liable for the re- 
turn and payment of the tax, whether he is the owner of the cabaret 
or a concessionaire. 

Advice has been requested whether amounts paid for food, refresh- 
ment, or merchandise dispensed by means of vending machines in 
an establishment which qualifies as a cabaret, are subject to cabaret 
tax; if so, it has been requested that a determination be made as to 
the person liable for the return and payment of the tax in the situa- 
tions described belo~. 

1. A. cabaret owner or operator rents certain vending machines 
which he places in his cabaret for the dispensing of food, refreshment 
and cigarettes to patrons. The cabaret owner or operator has control 
over the machines, pays the operating expenses, maintains them, and 
receives all the proceeds therefrom. Under the rental agreement, 
the owner of the machines receives either a flat rate each month or 
an amount equal to a per'centage of the gross receipts from the 
machines. 

9. A. cabaret owner or operator grants to another person rights to 
concessions in the cabaret. The concessions include the operation of 
food, refreshment and cigarette vending machines, the photographing 
of customers, and the maintenance of checking facilities. Under the 
terms of the agreement between the parties, the concessionaire receives 
the proceeds from the concessions, pays the operating expenses, pro- 
vides necessary maintenance and service, and has control over the 
vending machines and the photographic and checking facilities. The 
concessionaire pays the cabaret owner a flat rate for the concessions 
rights or an amount equal to a percentage of the gross receipts de- 
rived from the concessions. 

Under the provisions of section 4231(6) of the Code, a tax is imposed 
upon all amounts paid for admission, refreshment, service, or merchan- 
dise, at any roof garden, cabaret, or other similar place furnishing a 
public performance for profit, by or for any patron or guest who is 
entitled to be present during any portion of such performance. That 
section also provides that the tax shall be returned and paid by the 
person receiving such payments. 

The statute imposes the tax upon all amounts paid for admission, 
refreshment, service, or merchandise, at a cabaret, and there is no 
qualification with respect to how the serving or selling of food, refresh- 
ment, or merchandise must be accomplished, The law also provides 
that the person receiving such payments at a cabaret, is liable for the 
tax thereon, and there is no provision that liability shall be limited to 
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the owner or operator of the cabaret. Nor is there any statutory re- 
quirement that, where a concessionaire receives such payments, the 
concession must constitute a cabaret in and of itself for the payments 
to be subject to tax. The determination of who receives the pay- 
ments must be based upon the facts of each particular case. 

It is held that amounts paid for food, refreshment, or merchandise 
at a cabaret are subject to tax even though such items are dispensed 

by means of vending machines. It is further held that, under the 
circumstances described in (1) above, the cabaret owner or operator 
who rents and operates the vending machines is the person receiving 
the payments for the food, refreshment, or merchandise within the 
meaning of section 4231(6) of the Code, and he is liable for the return 
and payment of the tax on the total receipts from the machines. 
Under such circumstances, the owner of the machines is not liable for 
tax on amounts paid to him by the cabaret owner or operator for the 
rental of the machines, regardless of the basis upon which the rental 
payments are made. 

On the other hand, it is held, that under the circumstances described 
in (2) above, the concessionaire is the person receiving the payments 
for the food, refreshment or merchandise, and he is liable for the return 
and payment of the tax on the total receipts from the machines. A 
photographic or checking concession is considered to provide a "serv- 
ice" within the meaning of the statute and fixed amounts paid by 

atrons of the cabaret for such service are subject to the cabaret tax. 
nder these circumstances, the cabaret owner or operator is not liable 

for tax on amounts paid to him for the concessions rights regardless of 
the basis upon which payments are made. 

Rev. Rul. 57 — 282 

Section 4281(6) of the Internal Revenue Code of 1954 imposes a 
tax on amounts paid for admission, refreshment, service, or mer- 
chandise at any roof garden, cabaret, or other similar place furnish- 
ing a public performance for profit, by or for any patron or guest 
who is entitled to be present during any portion of such perform- 
ance. B'end, a skating rink which is operated as a place for skating 
by the general public is not a type of establishment contemplated by 
section 4231(6) of the Code and amounts paid for admission, refresh- 
ment, service, or mercliandise at such a rink are not subject to the 
cabaret tax. However, where an amount paid for admission to a 
skating rink is in excess of 90 cents, the full amount paid is subject 
to the admissions tax imposed by section 4281(1) of the Code. See 
M. T. 29, C. B. 1948-2, 166. 

SECTION 4288. — EXEMPTIONS 
Rev. Rul. 57 — 230 

Under the provisions of section 4238(a) (1) (A) (iii) of the Internal 
Revenue Code of 1954, any admissions, all the proceeds of which 
inure exclusively to a corporation or any community chest, fund, or 
foundation organized and operated exclusively for charitable pur- 
poses and exempt from income tax under section 501(c) (3) of the 
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Code, are exempt from admissions tax, if. such corporation or organi- 
zation is supported to any degree by contributions from a, govern- 
mental source, or is primarily supported by contributions from the 
general public. Held, where a parent organization of a charitable 
group is made up of numerous local organizations such as branches, 
chapters, posts, units, etc. , which are separate legal entities, the ex- 
emption for each unit, etc. , so far as the support requirements are 
concerned, will be determined by the source of the support of that 
unit and will not be determined by the source of the support of the 
parent organization. 

Rev. Rul. 57 — 288 

Revenue Ruling 186, C. B. 1958 — 2, 888, holds that, in determining 
whether a privately-operated nonprofit hospital is primarily supported 
by contributions from the general public so as to qualify for the 
admissions tax exemption provided by section 4288(a) (1) (A) (iii) of 
the Internal Revenue Code of 1954, the revenue received from pay 
patients is considered as earned income rather than as contributions 
from the general public. Held, the term "revenue received from pay 
patients" as used in this connection means the gross amount received 
from the patients, without reduction for any expense incurred in 
caring for those patients. 

Revenue Ruling 186, C. B. 1958 — 2, 888, is a, mplifiled. 

PART II. — CLUB DUES 

SECTION 4241. — IMPOSITION OF TAX 
Rev. Rul. 57 — 289 

Where there is more than one class of active resident annual 
members in a social, athletic, or sporting club, the club dues tax 
which should be collected from a life member of such a club is 
equivalent to the tax upon the amount paid for dues or member- 
ship fees by a member of the class of active resident annual mem- 
bers in which the life menIber qualifies. 

Advice has been requested concerning which class of members of a 
social, athletic, or sporting club are considered to be the "active resi- 
dent annual" members for the purpose of determining the amount 
of club dues tax to be paid by a life member. 

A golf club has two classes of membership, namely, 7egulcr and 
senior. Members of both classes have full club rights and privileges. 
A person is eligible for senio7 membership if he is more than 60 
years of age and has been a regula member for more than 25 years. 
The annual dues for regular members are $600, while the annual dues 
for senior members are $800. The club also has life members. The 
life members do not, pay annual dues. Some of these life members 
are more than 60 years of age and have been regular members more 
than 25 years, 

Section 4241(a) (1) of the Internal Revenue Code of 1954 imposes 
a tax upon any amount paid as dues or membership fees to any so- 
cial, athletic or sporting club or organization, if the dues or fees 

484787' — 68 26 
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of an active resident annual member are in excess of $10 per year. 
Under the provisions of. section 4241(a) (8) of the Code, a tax equiva- 
lent to the tax upon the amount paid by active resident annual members 
for dues or membership fees, other than assessments, is imposed in 
the case of life memberships. In such a case, the tax shall be paid 
a, nnually at the time for payment of dues by active resident annual 
members. 

Section 101. 22 of Regulations 48, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 2, 47, defines an "active resi- 
dent annual member" as one who is not a life member but who enjoys 
full club privileges as distinguished from the privileges enjoyed by 
a person holding a nonresident membership, an associate membership, 
or other partial or restricted membership. Since in the instant case 
both the regular niembers and the senior members of the club have 
the right to enjoy full club privileges, the members of both classes 
are considered to be "active resident annual members. " 

It is held that where there is more than one class of active resident 
annual members of a club, the club dues tax of a life member is 
equivalent to the tax upon the amount paid for dues or membership 
fees by active resident annual members of the class in which such life 
member qualifies. Thus, in the case described above, a life member 
who is less than 60 years of age or who has not been a regular 
member for 25 years is liable for club dues tax equivalent to the 
tax paid by ~egular members of the club, whereas a life member who 
is 60 years of age or more and who has been a regular member for 
25 years is liable for club dues tax equivalent to the tax paid by 
senior members. 

SUBCHAPTER B. — COMMUNICATIONS 

SECTION 4251. — IMPOSITION OF TAX 

(Also Section 4252. ) Rev. Rul. 57 — 205 
Mobile radio telephone service of the "private use" type, when 

utilized by a common carrier in the conduct of its business as such, 
is exempt from the communications tax by section 4258(f) of the 
Internal Revenue Code of 1954. However, where the subscribers 
share a common exchange, dispatching or relay service, such service 
does not constitute a "private use" system and is, therefore, sub- 
ject to the communications tax on "local telephone service" imposed 
by section 4251 of the Code. 

The Internal Revenue Service has been asked, for purposes of the 
exemption afForded common carriers by section 4258(f) of the Internal 
Revenue Code of 1954, whether mobile radio telephone service fur- 
nished to subscribers by radio and telephone companies is "local tele- 
phone service" or "talking circuit special service. " 

A communications company leases to its subscribers, including com- 
mon carriers, certain mobile radio transmitting and receiving units 
which are installed in the lessees' vehicles and by means of which 
two-way radio communication is carried on between the drivers of 
such vehicles and the terminal dispatchers. These mobile radio tele- 
phone services fit into two main categories described in the examples 
below. 
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Encamp/e J. The subscriber has exclusive use of all lines, channels, 
land station installations, mobile units, and terminal equipment. 

Exump/e 8. The subscribers share a common exchange, dispatching 
ok relay service. 

Section 4251 of the Code imposes a tax on amounts paid for com- 
munications facilities and services, including among others, local tele- 
phone service and leased wire, teletypewriter or talking circuit special 
service. Section 4252(a) of the Code defines "local telephone service" 
as meaning any telephone service not taxable as long distance tele- 
phone service; leased wire, teletypewriter or talking circuit special 
service; or wire and equipment service. Section 4252(d) of the Code, 
which defines the term "leased wire, teletypewriter or talking circuit 
special service, " provides that the tax imposed on such service shall 
apply whether or not the wires or services are within a local exchange 
area. Section 130. 38 of Regulations 42, made applicable to the In- 
ternal Revenue Code of 1954 by Treasury Decision 6091, C. B. 1954 — 2, 
47, provides that, in general, "leased wire, teletypewriter or talking 
circuit special service" relates to private line service where channels, 
equipment, and other facilities are furnished to enable users to com- 
mumcate between specified locations continuously or for specified 
periods. Section 4253(f) of the Code provides, in part, that no tax 
shall be imposed on the amount paid for so much of the leased wire, 
teletypewriter or talking circuit special service as is utilized by a 
common carrier in the conduct of its business as such. 

In example 1, the subscriber has exclusive use of all lines, channels, 
land station installations, mobile units, and terminal equipment. Ac- 
cordingly, it is held that a service of this type, generally referred to as 
a "private use" system, constitutes "leased wire, teletypewriter or 
talking circuit special service" as contemplated by section 4252(d) of 
the Code. Therefore, when a mobile radio telephone service of this 
type is utilized by a common carrier in the conduct of its business as 
such, the amount paid for the service is exempt from the communica- 
tions tax by section 4253(f) of the Code. See Rev. Rul. 57 — 137, page 
393 of this Bulletin. 

In example 2, the subscribers share a, common exchange, dispatching 
or relay service. Accordingly, it is held that a service of this type 
does not constitute "leased wire, teletypewriter or talking circuit 
special service" as defined in section 130. 38 of the regulations, but does 
constitute "local telephone service" as contemplated by section 4252 (a) 
of the Code. Therefore, the exemption provided by section 4258(f) of 
the Code does not apply to a service of this type. 

(Also Section 4252. ) Rev. Rul. 57 — 206 

The excise tax on communications facilities and services applies 
to amounts paid for leased radio channel service. 

Advice has been requested whether the excise tax on communications 
facilities and services applies to amounts paid for leased radio channel 
service. 

A communications company leases to its subscribers a radio channel 
service which provides two-way radio-telegraphic communications 
between lessor-owned radio terminals at difi'erent points or between 
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lessor-owned radio terminals and radio terminals owned and operated 
by the subscribers. The service is furnished under a minimum-period 
contract which provides for continuous use of the channel or for use 
during specifiied daily periods only. The channel is for the exclusive 
and private use of the subscriber. The service is used by subscribers in 
conjunction with teleprinter equipment, such equipment and connect- 
ing tie lines between the equipment and the lessor-owned radio ter- 
minals being supplied by either the subscribers or the lessor. However, 
subscribers must supply, at their own expense, electric power to operate 
the printer equipment. 

Section 4251 of the Internal Revenue Code of 1954 imposes a tax on 
amounts paid for communications facilities and services, including 
local telephone service; long distance telephone service; telegraph 
service; leased wire, teletypewriter, or talking circuit special service; 
and wire and equipment service. Section 42M(d) of the Code, whicli 
defines the term "leased wire, teletypewriter, or talking circuit special 
service, " provides that the tax imposed on such service shall apply 
whether or not the wires or services are within a local exchange area. 

Section 180. 38 of Regulations 42, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 2, 47, provides that, in general, 
leased wire, teletypewriter, or talking circuit special service relates to 
private line service where channels, equipment and other facilities are 
furnished (usually, but not necessarily, on a contractual basis), to 
enable users to communicate between specified locations continuously 
or for specified periods, as distinguished from the sending of single 
dispatches, messages and conversations by telephone, radio telephone, 
telegraph, cable, radio for which tolls are charged by the carrier. The 
communications may be telephonic, in Morse or similar code, or may be 
reproduced at the terminating end in the form of a typewritten page or 
tape, or picture or f acsimile. This section of the regulations also cites, 
as examples of such servicesl "channels and equipment for teletype- 
writer or teleprinter service' and "channels and. equipment for tele- 
typewriter or teleprinter exchange service. " It is significant that this 
section of the regulations uses the term "channels" in reference to 
services and facilities subject to the tax on communications. "Chan- 
nels" may relate either to a wire line or to a "radio path. " 

Accordingly, it is held that leased radio channel service incorpo- 
rates the essential features of, and falls within the scope of, "leased 
wire, teletypewriter or talking circuit special service" as contemplated 
by section 42M(d) of the Code. Therefore, any amounts paid by sub- 
scribers for leased radio channel service, including amounts paid for 
tie-lines and rental of teleprinter equipment, are subject to the excise 
tax on communications imposed by section 4251 of the Code. 

SECTION 4252. — DEFINITIONS 

Classification of mobile radiotelephone service furnished to common 
carriers. See Rev. Rul. 57 — 205, page 890. 

Applicability of the tax on communications to amounts paid for 
leased radio channel service. See Rev. Rul. 57 — 206, page 891. 
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SECTION 4258. — EXEMPTIONS 
Rev. Rul. 57 — 187 

For purposes of exemption from the communications tax, an ar- 
rangement of telephone facilities and equipment that is used ex- 
clusively for internal communications, as in the ease of the installa- 
tions connecting taxicab companies' dispatching centers with cab 
stand call boxes, is classified as leased wire service even though 
connections with local telephone exchange facilities are possible 
by means of existing facilities. 

The Internal Revenue Service has been asked to reconsider its posi- 
tion relating to the application of the communications taxes in respect 
of typical switchboard and internal telephone systems utilized by 
taxicab companies, in view of the decisions in the cases of Yellow Cab 
Company of Cleveland v. Camey (141 F. Supp. 879) and Y'eQom Cab 
Company oj Alameda County v. United 8tatee (144 F. Supp. 158). 

The telephone facilities utilized by the diferent cab companies 
are not in all respects alike, but they may be described as being gener- 
ally similar. Switchboards and switching equipment, to which trunk 
lines from local telephone exchanges and tie lines from other private 
branch exchanges may be connected, are installed at the cab com- 
panies' dispatching centers. Lines from the switchboards are also 
connected to telephone instruments (call box phones) located at cab 
stands, hotels, hospitals, etc. , generally within the subscriber's local 
service area. Operators at the dispatching centers may receive in- 
coming calls for cab service through these call box lines or through 
the local telephone exchange facilities. The operator then may ring a 
call box at a cab stand near the locality where the cab service is desired 
and relay the request for service, orally, to the cab driver who answers. 
At other times newly arrived drivers signal or call the dispatching 
center from cab stand call boxes to report their availability. Al- 
though in some cases it is possible to interconnect these call box lines 
with the local telephone exchange facilities, since both local exchange 
trunks and the call box lines may lead into the dispatching center 
switchboard, usually this is done only in cases of emergency. 

Section 4251 of the Internal Revenue Code of 1954 imposes a tax 
on amounts paid for certain communication services, including "local 
telephone service" and "leased wire, teletypewriter, or talking circuit 
special service. " Section 4258(f) of the Code exempts from the tax 
amounts paid for leased wire, teletypewriter, or talking circuit spe- 
cial service utilized by a common carrier in the conduct of its business 
as such. This exemption does not extend to amounts paid for local 
telephone service. 

A taxicab company is considered to be a common carrier for pur- 
poses of the above exemption. The applicability of the exemption to 
amounts paid for telephone facilities and services utilized by a taxi- 
cab company in the conduct of its business depends, then, upon 
whether the service is classified as "local telephone service" or as 
"leased wire, teletypewriter, or talking circuit special service. " 

It has been the position of the Service that where it is possible to 
connect telephone instruments to the local exchange service through 
switching equipment on the customer's premises, the instruments and 
switching equipment constituted for communications tax purposes, 
a, private branch exchange system and therefore, was subject to the 



$ 4253. ] 394 

tax on local telephone service. In the case of lines connecting such 
instruments to the private branch exchange system, the local tele- 
phone service tax applied where such lines terminated within the 
customer's local service area. However, where such lines extended 
beyond the boundary of the customer's local service area, the leased 
wire tax described in section 42M(d) of the Code applied. Common 
carriers could thus be granted exemption from tax, under section 
4258(f) of the Code, only on charges for the lines classified as leased 
wire service, since the exemption does not apply to local telephone 
service. 

Pursuant to the position stated above, the Service has consistently 
held that where the call box telephones and lines are located in the 
same local exchange areas as the dispatching centers and connection 
with local telephone service is available, the tax on local telephone 
service applies to the charges for the call box telephones and lines. 
Where such connection was not possible, the Service has held the lines 
to constitute leased wire service. This position was based upon the 
possible. use of the installation. 

However, in the cases cited above, the district courts found that that 
part of the systems connecting the cab companies' dispatching centers 
with the call boxes comprises service of the kind described under sec- 
tion 4252 (d) of the Code. In reaching this conclusion, cognizance was 
taken of the fact that although the call boxes could be connected with 
outside telephones through the telephone company's local exchange 
facilities, this was done only in emergency situations, such as urgent 
police calls. Thus, the decisions of the courts are based upon the 
actual use of the facility in question, as opposed to their possible use. 

Accordingly, it is now held that where in actual practice an arrange- 
ment of telephone facilities and equipment is used exclusively For 
internal communications, as in the case of the installations connecting 
the cab companies' dispatching centers with the call boxes, such an 
arrangement is of the kind contemplated by section 42M(d) of the 
Code, even though connection with a local telephone exchange system 
is possible by means of existing equipment and even though there is 
an occasional use of the facilities for emergency calls, such as fire or 
police calls. Therefore, the exemption under section 4258(f) of the 
Code will apply to amounts paid for such services if they are utilized 
by a common carrier, such as a taxicab company, in the conduct of its 
business as such. 

Rev. Rul. 57 — 255 

The exemption from the tax on communication facilities and 
services afforded common carriers by section 4253(f) of the In- 
ternal Revenue Code rf 1954 does not apply to amounts paid for 
teletypewriter services or facilities where such amounts are billed 
to and paid by a company which performs services for steamship 
companies, but is not itself a common carrier. 

Advice has been requested whether the exemption from communi- 
cations tax afForded conimon carriers by section 4258(f) of the In- 
ternal Revenue Code of 1954 applies to amounts paid for teletype- 
writer services or facilities under the circumstances described below. 

3f corporation is engaged in the business of performing services 
for steamship companies. These services include the booking of 
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cargo and passengers, entering and clearance of vessels, inward and 
outward pilotage and towage, arranging for dockage space, loading 
and unloading of cargo, purchasing supplies for vessels, arranging 
for repairs, and other miscellaneous services. In the performance 
of these services, 3f corporation utilizes a teletypewriter service fur- 
nished by a local telephone company. Such service is subscribed 
to by zV corporation in its own name. Each message transmitted 
over the teletypewriter concerns the business of one of the steamship 
companies and, when cV corporation receives its bill for the service, 
the charge for each message is billed, in turn, by N corporation to 
the particular steamship company for whom the message was 
transmitted. 

Section 4251 of the Code imposes a tax on amounts paid for cer- 
tain communication services or facilities, including teletypewriter 
service. 

Section 4258(f) of the Code provides that no tax shall be imposed 
on the amount paid for so much of leased wire, teletypewriter or 
talking circuit special service, or wire and equipment service, as is 
utilized in the conduct, by a common carrier or a telephone or tele- 
graph company or a radio broadcasting station or network, of its 
business as such. 

The steamship companies for whom EI corporation performs serv- 
ices are common carriers and, within their own right, would be en- 
titled to the benefits of the exemption aRorded by section 4258 (f) of 
the Code. However, 3E corporation is not a common carrier. The 
teletypewriter service is furnished by the telephone company to iV 
corporation, and 3f corporation uses the service primarily in further- 
ance of its own business purposes. The fact that the steamship com- 
panies reimburse 3f corporation for the specific charges for the 
service is immaterial. 

Accordingly, it is held that, since 3f corporation is not a common 
carrier, it is not entitled to the exemption provided by section 4258 
(f) of the Code. Therefore, amounts paid by 3f corporation for 
teletypewriter services or facilities are subject to the tax imposed 
by section 4251 of the Code. 

SUBCHAPTER C. — TRANSPORTATION 

PART L — PERSiONS 

SECTION 4261. — IMPOSITION OF TAX 
Rev. Rul. 57 — 24 26 CFR 42. 4261 — 6: Payments made outside the 

United States; evidence of nontaxability. 

Under certain circumstances, the tax on the transportation of 
persons imposed by section 4261 of the Internal Revenue Code of 
1964 does not apply to payments made outside the United States 
by members of the Armed Forces of the United States or their 
dependents for transportation between two or more points within 
the United States, which is a continuation of a journey to or from 
a point outside the United States, 



Advice has been requested whether the tax on the transportation of 
persons applies to payments made outside the United States by 
members of the Armed Forces of the United States or their dependents 
for commercial transportation between two or more points within the 
United States, which is a continuation of a journey to or from a 
point outside the United States, where the connecting transportation 
to or from the point outside the United States is furnished by a 
vessel or aircraft operated by the Armed Forces of the United States. 
The question arises because of the fact that the members of the 
Armed Forces or their dependents, at the time of purchasing trans- 
portation for the United States portion of the journey, do not have 
evidence, such as a ticket or order, that such transportation is for use 
in conjunction with connecting t~ransportation to or from a point 
outside the United States. 

Section 4261(b) of the Internal Revenue Code of 1954 imposes a 
tax upon the amount paid without the United States for taxable 
transportation of persons by rail, motor vehicle, water, or air but only 
if such transportation begins and ends in the United States. 

Under the provisions of section 42. 4261 — 6 of the Facilities and 
Services Excise Tax Regulations, the tax on the transportation of 
persons does not apply to a payment made outside the United States 
for transportation which begins or ends outside the United States. 
A payment made outside the United States for transportation be- 
tween two or more points within the United States, which is part of a 
transportation from or to a point outside the United States, is con- 
sidered to be a payment for transportation which begins or ends 
outside the United States where it is definitely established, at the time 
of making payment for the United States portion, that such portion 
is purchased for use in making the journey from or to a point outside 
the United States. 

It is held that transyortation between two or more points within 
the United States furmshed to members of the Armed Forces or their 
dependents, which is part of a transportation to or from a point out- 
side the United States, is transportation which begins or ends outside 
the United States, where the connecting transportation is furnished 
by a vessel or aircraft of the Armed Forces and the serviceman is not 
serving under orders as a member of the crew of the ship or aircraft 
during the trip in question. Accordingly, under these circumstances, 
the tax on the transportation of persons does not apply to payments 
made outside the United States by members of the Armed Forces or 
their dependents for transportation within the United States, pro- 
vided (1) that it is definitely determined by the agency or carrier, 
at the time of the receipt of payments for tickets for such transpor- 
tation, that the tickets are strictly for use in conjunction with con- 
necting transportation to or from points outside the United States 
and such connecting transportation is to be furnished by a vessel or 
aircraft of the Armed Forces, and (2) that the ticket or exchange 
orders issued for such transportation and. related travel orders, or 
United States of America Transportation Requests, Standard Form 
No. 1160, are appropriately cross-referenced or inscribed, thereby 
establishing the cont1nuity of the journey between a point outside 
the United States and a point within the United States. 
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26 CFR 42. 4261 — 8: Payments made within the Rev. Rul. 57 — 195 
United States. 

A payment was made in Canada for round-trip air transpor- 
tation from Montreal, Canada, to New York City. Under the pro- 
visions of section 4261 (b) ot the Internal Revenue Code of 1954, this 
payment is excluded from the tax on the transportation of persons. 
Because of bad weather, the airline found it necessary to cancel 
the return flight from New York City to Montreal, and the pas- 
senger was given a refund on the return portion of his round-trip 
air transportation. The passenger then purchased, in the United 
States, rail transportation from New York City to Montreal. Held, 
the tax on the transportation of persons imposed by section 4261 (a) 
of the Code applies to the amount paid within the United States 
for the rail transportation from New York City to Montreal. The 
facts that the passenger of the airline had originally purchased tax- 
exempt, round-trip, air transportation in Canada and his purchase 
of rail transportation was necessitated by circumstances beyond his 
control does not exempt him from paying the tax on the payment 
made to the rail carrier in the United States. Compare Revenue 
Ruling 55 — 534, C. B. 1955 — 2, 665, in which it was held that the tax 
on the transportation of persons does not apply to settlements be- 
tween carriers, even though the payments made to the initial carrier 
by or for the passengers may have been exempt from the tax. 

26 CFR 42. 4261 — 6: Payments made outside the Rev. Rul. 57 — 240 
United States; evidence of nontaxability. 

Under certain conditions the tax on transportation of persons 
does not apply to a payment made outside the United States for 
transportation between two or more points within the United 
States which is part of transportation from or to a point outside 
the United States, where the exchange order for the United States 
portion is not drawn upon the carrier which issues the tickets. 

Advice has been requested as to the evidence required to establish 
the nontaxable character of a payment made outside the United 
States for the transportation of a person between two or more points 
within the United States which is part of transportation from or to 
a point outside the United States where the exchange order for the 
United States portion is not drawn upon the carrier which issues 
the tickets. 

A travel agency located in the United States handles the procure- 
ment of transportation for travelers coming into the United States 
who purchased their transportation from travel agencies located 
abroad. The payments in question a. re those which cover trans- 
portation between two or more points in the United States which is 
part of transportation that begins or ends outside the United States. 
In the instant case, the traveler whose journey includes travel in the 
United States pays the foreign travel agency for the entire trip. 
That agency then draws an exchange order on the local agency for 
procurement of the transportation called for in the order. After 
procurement of the tickets for such transportation, the local agency 
forwards them to the foreign agency to be delivered to the pur- 
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chaser. The exchange orders are retained by the local agency as 
part of its records. 

The tax on transportation of persons imposed by section 4961 (b) 
of the Internal Revenue Code of 1954, as amended by Public Law 
796, 84th Congress, 70 Stat. 644, C. B. 1956 — 2, 1180, effective October 
1, 1956, does not apply to a payment made outside the United. States 
for transportation which begins or ends outside the United States. 
Section 49. 4961 — 6 of the I&'acilities and Services Excise Tax Regula- 
tions provides that a payment made outside the United States for 
transportation between two or more points within the United States 
which is part of transportation from or to a point outside the United 
States is considered to be a payment for transportation which begins 
or ends outside the United States, where it is definitely established at 
the time of making payment for the United States portion that 
such portion is purchased for use in making the journey from or to 
a point outside the United States. The nontaxable character of such 
a payment must be established under the rules set forth in that sec- 
tion of the regulations. 

Section 49. 4261 — 6 (c) (8) of the regulations provides that where 
an order for the United States portion is issued outside the United 
States, it shall be inscribed to show (i) the origin and destination of 
the connecting transportation, (ii) the identity of the carrier furnish- 
ing the connecting transportation, and (iii) the serial number of the 
ticket or order covering such connecting transportation. 

Section 49. 4261 — 6 (d) of the regulations provides that, where the 
ticket for the United States portion is issued in the United States 
pursuant to an order which was purchased and properly inscribed 
outside the United States under the rules set forth in section 49. 4261— 
6 (c) (3) (above), liability for payment or collection of tax will not 
be incurred upon the issuance of the ticket, provided the agency or 
carrier issuing such ticket stamps or inscribes thereon an appropriate 
legend, for example, "Tax not paid — furnished on order, " or 
"Exempt — order. " 

The provisions of the regulations contemplate that the exchange 
order will be drawn upon the carrier which actually issues the ticket 
for the transportation called for in the exchange order and that such 
agency or carrier will therefore have in its records a copy of the ex- 
change order as evidence of the nontaxable character of the payment 
made by the passenger for such ticket. 

However, it is held that where an exchange order is not drawn upon 
the carrier which issues the ticket for such transportation, in order to 
establish the non-application of the tax, the carrier must be furnished 
a copy of the exchange order purchased and properly inscribed out- 
side the United States, or, if that is not possible, a statement contain- 
ing the following: (1) a certification that the ticket is being procured 
for use by the passenger in conjunction with connecting transporta- 
tion from or to a point outside the United States, (2) the name and 
address of the agencv which issued the exchange order, (3) the serial 
number of the order and the date of issuance, (4) the name and ad- 
dress of the passenger, (5) the origin and destination of the connect- 
ing transportation, (6) the identity of the carrier furnishing the 
connecting transportation, and (7) the serial number of the ticket 
covering such connecting transportation. The carrier should re, - 
tain the copy of the exchange order or the statement in its records 
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as evidence that the ticket issued by it was purchased for use in 
conjunction with connecting transportation from or to a point out- 
side the United States. The carrier also must stamp or inscribe 
the ticket in the manner hereinbefore described. 

PART II. — PROPERTY 

SECTION 4971. — IMPOSITION OF TAX 
Rev. Rul. 57 — 57 

Applicability of the tax on the transportation of property, im- 
posed by section 4271 of the Internal Revenue Code of 1954, to 
charges made by a carrier, pursuant to an average demurrage agree- 
ment, for demurrage on cars of coal and other commodities when 
average demurrage as computed under Revenue Ruling 56 — 16 ex- 
ceeds the actual demurrage charges. 

Revenue Ruling 56 — 16, C. B. 1956 — 1, 524, modified. 

The Internal Revenue Service has been requested to reconsider 
Revenue Ruling 56 — 16, C. B. 1956 — 1, M4, which relates to the appli- 
cability of the tax on the transportation of property, imposed by 
section 4o71 of the Internal Revenue Code of 1954, to charges made 
by a carrier, pursuant to an average demurrage agreement, for demur- 
rage on cars of coal and other commodities. 

Under the average demurrage agreement, the customer is debited 
for the time cars are held for loading and unloading beyond a certain 
period and credited for the time cars are released by him within a 
certain period, demurrage charges being assessed at the end of each 
month for any outstanding debits. If the credits equa, l or exceed the 
debits, no charge is made for the detention of the cars, and no pay- 
ment is made to shippers or receivers because of such excess credits. 
The excess credits for any one month are not considered in computing 
the average detention for another month. 

Amounts paid as demurrage charges in connection with the trans- 
portation of coal are not taxable, since the tax is measured by the 
quantity of coal transported and not by the amount paid for the 
transportation or accessorial services in connection therewith. /+here 
an average demurrage agreement covers debits and credits in con- 
nection with the transportation of both coal and other commodities, 
it is necessary to eliminate from the tax base any demurrage charges 
attributable to the transportation of coal. For this reason, it was 
stated in Revenue Ruling 56 — 16 that, under such circumstances, the 
carrier should eliminate~from its demurrage account with the cus- 
tomer all items, both debits and credits, applicable to cars of coal and 
should compute the three percent transportation tax on any remain- 
ing debit balance which results from taxable transportation 
movements. 

It has been pointed out, however, that in some instances the debit 
balance thus obtained will be more than the actual demurrage charges. 
This is due to the fact that any excess credits attributable to cars of 
coal over debits attributable to cars of coal would reduce the charges 
for demurrage separately attributable to the transportation of other 
commodities. 
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Therefore, it is held that the carrier, for the purpose of computing 
the transportation tax on demurrage charges incurred by a customer 
pursuant to an average demurrage agreement, should eliminate from 
its demurrage account with the customer all items, both debits and 
credits, applicable to cars of coal and compute the three percent tax 
on the charges for any remaining debit balance which results from 
taxable transportation movements, unless the amount of such charges 
exceeds the amount of demurrage charges actually billed the customer, 
in which case the tax should be computed on the amount of the actual 
demurrage charges. 

Revenue Ruling 56 — 16 is modified accordingly. 

Rev. Rul. 57 — 169 

The tax on the transportation of property imposed by section 
4271(a) of the Internal Revenue Code of 19o4 applies to the amount 
paid for the transportation of containers to a transit point in the 
United States where they are used in packaging or barreling com- 
modities in the process of exportation, when such containers are 
not shipped to the transit point pursuant to an export order. 

Advice has been requested whether, under the circumstances de- 
scribed below, the tax on the transportation of property imposed by 
section 4271(a) of. the Internal Revenue Code of 1954 applies to the 
amount paid for the transportation of containers to a point in the 
United States where they are used for packaging or barreling com- 
modities which are in the course of exportation. 

In the instant case, empty steel drums are shipped from an inland 
manufacturing plant to an ocean port where they are used to barrel 
in transit liquid commodities which are in the course of exportation. 
The liquid commodities are being transported pursuant to an export 
order and, after being transferred to the steel drums, are delivered to 
an ocean carrier for transportation to a foreign destination. The steel 
drums, however, are not shipped to the port pursuant to an export 
order. 

In accordance with Subpart E of Regulations 118, made applicable to 
the 1954 Code by Treasury Decision 6091, C. 8, 1954 — 9, 47, the tax 
on the transportation of property does not apply to amounts paid for 
transportation of property in the course of exportation to a foreign 
destination, or shipment to a possession of the United States'. 
Property will be considered to be in the course of exportation from 
the time of delivery to a carrier for transportation by continuous 
movement to a point beyond the boundaries of the United States. The 
export character of a shipment shall be evidenced by a contract, order, 
proposal of purchase, or other written evidence of intention to export, 
antedating the deli very of the shipment to the carrier. 

The test of the export character of a shipment is the continuity of 
movement from the point of origin in the United States to its foreign 
destination. Regarding continuity of movement, section 143. 81 of the 
regulations provides that in case a break occurs in the movement of 
property shipped for export, which is not in accommodation to the 
means of transportation, and the property comes to rest in transit prior 
to exportation, that part of the amount paid for the transportaion 
which pertains to the movement from the point of origin to the point 
where the break occurs is taxable. 
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Property is not considered to be in the course of exportation when it 
is being assembled for shipment, or is being moved to a place to be 
shipped, if a foreign destination is undetermined and the property 
has not been actually and definitely started to some foreign destination 
pursuant to an export order. See Rev. Rul. 56 — 219, C. B. 1956 — 1, 691. 

Accordingly, it is held that u here containers are shipped to a transit 
point in the United States where they are used for packaging or barrel- 
ing commodities in the process of exportation, and such containers are 
not shipped to the transit point pursuant to an export order, they are 
not considered to be in the course of exportation from the point of 
origin to the transit point. Under such circumstances, the movement 
of the container from the point of origin to the transit point is domestic 
in character and subject to the tax on transportation of property from 
one point in the United St, ates to another. 

However, in the case of commodities shipped pursuant to an export 
order and stopped in transit for packaging or barreling, such stoppage 
does not constitute a "break" in the continuity of the export movement 
of the commodities. See Rev. Rul. 55 — 338, C, B. 1955 — 1, 543. 

Rev. Rul. 57 — 183 

The tax on the transportation of property applies to amounts paid 
to a carrier for furnishing a helper to assist the driver of a truck 
in unloading regardless of whether such charge is billed separately. 

Advice has been requested whether the amount paid to a carrier 
for furnishing a helper to assist the driver of a truck in unloading 
is subject to the tax on the transportation of property. 

In the instant case, when a shipment is made where only one man 
is necessary to perform the unloading at the consignee's receiving 
dock, the work is done by the driver of the truck. The amount paid 
to the carrier for the transportation of the shipment includes this 
unloading service. However, when the consignee requests a helper 
in order to expedite the unloading, the carrier makes an additional 
charge for the services of the helper. 

Section 4271(a) of the Internal Revenue Code of 1954 imposes a 
tax upon the amount paid within or without the United States for 
the transportation of property by rail, motor vehicle, water, or air 
from one point in the United States to another. Under the provisions 
of section 148. 1(d) of Regulations 118, made applicable to the 1954 
Code by Treasury Decision 6091, C. B. 1954 — 2, 47, the term "trans- 
portation, " as used in the statute and regulations, in general, includes 
accessorial services furnished in connection with a transportation 
movement, such as loading, unloading, and similar services and 
f acilities. 

It is held that where the carrier furnishes a helper to assist the 
driver of a truck in loading or unloading a shipment transported by 
it. the additional charge billed by the carrier for the services of the 
helper is considered to be a charge for accessorial services. It is 
immaterial whether this charge is billed as a separate item or is 
included in the total charge for the transportation service. Accord- 
ingly, the total amount paid, including the payment for the services 
of the helper, is subject to the tax on the transportation of property, 
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even though the regular transportation charge is paid by the shipper, 
and the additional charge for the services of the helper is paid by 
the consignee. 

Rev. Rul. 57 — 299 

4 payment made in the United States by a United States firm to 
a Canadian trucker while he is in the United States, as well as a 
payment mailed from this country to the trucker at his Canadian 
address, for transportation which begins in Canada and ends in 
the United States, constitutes a "payment within the United 
States" for purposes of the tax on the transportation of prop- 
erty imposed by section 4271 of the Internal Revenue Code of 
1954. The tax is applicable to the pro rata part of such payment 
that represents transportation within the United States. 

The Internal Revenue Service has been asked whether, under the 
provisions of Revenue Ruling 56 — 686, C. B. 1956 — 2, 880, either of 
the payments mentioned below constitutes a "payment outside the 
United States" for purposes of the tax on the transportation of 
property. 

A United States firm hired a Canadian citizen to transport logs 
owned by the firm from Canada to its plant in the United States. 
The carrier is usually paid for the hauling while he is at the firm's 
plant in the United States. However, the firm sometimes pays for 
the hauling by mailing a check from the United. States to the trucker's 
Canadian address, 

Section 4271 of the Internal Revenue Code of 1954 imposes a tax 
on the amount paid within or without the United States for the 
transportation of propertv by rail, motor vehicle, water, or air from 
one point in the United States to another. In the case of property 
transported from a point without the United States to a point within 
the United States, the tax shall apply to the amount paid within the 
United States for that part of the transportation which takes place 
within the United States. 

Revenue Ruling 56 — 686 holds that a check drawn on a Canadian 
bank, covering prepaid freight charges for transportation which be- 
gan in Canada and ended in the United States, and forwarded from 
the shipper's Canadian o]lice to the carrier's o]lice in the United States 
constituted a "payment outside the United States, " and the tax was 
not applicable to such payment. That ruling holds further that a 
check picked up at the shipper's Canadian o]Fice, covering prepaid 
freight charges for transportation which began in Canada and ended 
in the United States, constituted a "payment outside the United 
States, " and the tax was not applicable to such payment. 

The applicability of the tax on the transportation of property is 
not determined by the location of the place where the payment for 
the transportation is received by the carrier, or by the address of the 
person to whom the payment is made. Instead, the applicability of 
the tax is determined. by the location of the place where the acts 
necessary on the part of the shipper to efFect payment occur. Rev. 
Rul. 56 — 686, 8upra. 

The facts in the instant case are distinguishable from those in 
Revenue Ruling 56 — 686. In that ruling, the shipper maintained an 
oSce in Canada, dealt through a Canadian bank, and prepared and 
mailed all of its checks from the Canadian o]Fice. In the instant 
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case, all of the acts necessary on the part of the payor to efFect pay- 
ment would occur in the United States. Accordingly, it is held that 
a payment made by the United States firm to the Canadian trucker 
while he is at the United States plant, as well as the payment mailed 
from the United States plant to the trucker at his Canadian address, 
would constitute a "payment within the United States. " Since the 
tr;insportation involved is from a point without the United States to 
a point within the United States, the tax would apply to the pro 
rata part of such payment that represents transportation within the 
United States. 

Rev. Rul. 57 — 928 

The exemption from the tax on transportation of property pro- 
vided by section 4292 of the Internal Revenue Code of 19o4 does 
not apply to amounts paid by a fabrication company to a carrier 
for the transportation of steel bars and other materials to its 
plant where they are fabricated into steel bridge railings ordered 
for and to be delivered to a state or political subdivision of a 
state. 

Advice has been requested whether, under the circumstances de- 
scribed below, amounts paid for the transportation of steel bars and 
other materials to a fabrication plant, where they are processed into 
steel bridge railings to be delivered to a state or political subdivision 
of a state, including an agency or instrumentality thereof, are ex- 
em t from the tax on transportation of property. 

A' contractor, who was engaged by a state liighway department 
to construct a bridge, ordered the fabricated steel bridge railings 
required for the project from a structural steel fabrication com- 
pany. Upon receipt of the order, the fabrication company pur- 
chased from a steel mill the steel bars and other materials necessary 
to produce the specific railings covered by the order. The fabrica- 
tion company paid a trucking company for the transportation of 
the steel bars and other materials from- the steel mill to its plant. 
After the steel bars and other materials were processed into bridge 
railings, the bridge railings were transported from the fabrication 
plant to the bridge project site consigned to the state highway. de- 
partment, in care of the contractor, pursuant to appropriate instruc- 
tions issued by the state highway department authorizing such 
procedure. The fabrication company paid a trucking company for 
such transportation. 

Section 4971(a) of the Internal Revenue Code of 1954 imposes a 
tax upon the amount paid for the transportation of property by rail, 
motor vehicle, water, or air, from one point in the United States to 
another. Section 4999 of the Code provides that this tax shall not 
apply to any payment received for transportation services or facilities 
furnished to the government of a state, territory of the United States, 
or any political subdivision of the foregoing, or the District of Co- 
lumbia. That section also provides that the tax shall not be imposed 
upon amounts paid for the transportation of property to or from such 
a governmental unit. 

Section 148. 24 of Regulations 118, made applicable to the 1954 Code 
by Treasury Decision 6091, C. B. 1954 — 2, 47, provides that an amount 
paid directly to a carrier by a state, or political subdivision thereof, 
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for the transportation of property is exempt from the tax. That sec- 
tion further provides that an amount paid for the transportation of 
property to or from the government of a state, territory of the United 
States, or political subdivision thereof, or the District of Columbia, is 
exempt from the tax. Where the shipping papers show the consignor 
or consignee to be a state, territory, or political subdivision thereof, or 
the District of Columbia, or an agency or instrumentality of any' of 
the foregoing, such papers may be accepted by the carrier as proof of 
the exempt character of the shipment. 

In the instant case, the amount paid for the transportation of the 
bridge railings from the fabrication plant to the bridge project site 
is exempt from the tax as being an amount paid for transportation of 
property to a state. See Rev. Rul. 55 — 102, C. B. 1955 — 1, 541. However, 
the purchase order for the state project was for finished bridge railings 
rather than raw materials, and fabrication was the step which produced 
such finished product. Accordingly, the transportation of the steel bars 
and other raw materials from a point of origin to the fabrication plant 
constitutes transportation of property to the fabrication company and 
not to the state. The fact that the movement of the finished product 
from the fabrication plant to the state is exempt from the tax does not 
a6'ect the applicability of the tax to amounts paid for the movement 
of the raw materials from a point of origin to the plant where they are 
processed into the finished product. Nor does the fact that the trans- 
portation charges may be refiected in the purchase price of the finished 
product paid by the state, in itself, exempt the payment of the trans- 
portation charges from the tax. 

It is held that, since the transportation of the steel bars and other 
materials from the steel mill to the fabrication plant is not transporta- 
tion of property to a state or political subdivision of a state within 
the meaning of section 4999 of the Code, the amount paid by the fab- 
rication plant to the carrier for such transportation is not exempt 
from the tax on transportation of property, even though the finished 
bridge railings were for delivery to a state. 

Rev. Rul. 57 — 965 
A carrier which has erroneously overcollected transportation of 

property tax from a consignee with respect to a shipment may not 
refund such tax to the shipper thereof even though the shipper 
presents with his claim to the carrier the original receipt showing 
payment of the tax. 

Advice has been requested whether, under the circumstances' 
described below, a carrier may repay to a shipper transportation of 
property tax erroneously collected from a consignee. 

A consignee located in the United States purchased a carload of 
lumber from a shipper located in Canada. The lumber was sold on 
a "laid-down basis" and was shipped by rail to the consignee, who paid. 
the freight charges and the transportation tax to the carrier. The 
carrier collected tax, not only on the portion of the freight charges 
allocable to the transportation of the lumber in the United States, 
but also on the portion of the freight charges allocable to the transpor- 
tation in Canada. After payment of the freight charges and the tax, 
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the consignee, in settling his account, with the shipper, forwarded the 
paid freight bill to the shipper. The paid freight bill was subse- 
quently presented to the carrier by the shipper with a request for 
refund of the tax collected on the freight charges allocable to the 
Canadian transportation. The shipper contends that, under the cir- 
cumstances, the consignee was merely acting as his agent in paying the 
freight charges and that the amount claimed as a refund should be 
repaid to him by the carrier. 

Section 4271(c) of the Internal Revenue Code of 1954 provides that, 
in the case of property transported from a point without the United 
States to a point within the United States, the tax shall apply to the 
amount paid within the United States for that part of the transpor- 
tation which takes place within the United States. Section 4971(d) 
of the Code provides that the tax shall be paid by the person making 
the payment subject to tax. 

Under the provisions of section 143. 61 of Regulations 113, made ap- 
plicable to the 1954 Code by Treasury Decision 6091, C. B. 1954 — 9, 47, 
a collecting agency, which has erroneously or illegally overcollected 
and overpaid any tax due, may claim a refund of the amount so over- 
collected and overpaid, but only if it is established that the tax so 
overcollected and overpaid has been returned to the pergon from 7ohom, 
collected, or that the collecting agency has obtained the written con- 
sent of such person to the granting of the refund. 

It is recognized that, under certain circumstances, the person who 
actually pays the transportation charges may be acting in the capacity 
of an agent. However, a carrier, for purposes of the tax, has no 
obligation to determine the capacity in which the payor is acting. 
The carrier is required to collect the tax from the person who makes 
the taxable transportation payment to it even thougli such person is 
acting as an agent in making the payment. See Rev. Rul. 55 — 281, 
C. B. 1955 — 1, 538. 

It is held that a carrier is authorized to make a refund of trans- 
portation of property tax erroneously or illegally overcollected and 
overpaid, only to the person from whom the carrier collected the tax, 
irrespective of the capacity in which such person was acting in making 
payment of the transportation charges and the tax. Therefore, in the 
instant case, the carrier may refund the erroneously collected tax only 
to the consignee who paid the transportation charges and tax to the 
carrier in the first instance. Any problem of reimbursement between 
the shipper and consignee is a matter to be settled between such 
parties. 

Rev. Rul. 57 — 267 

The tax on the transportation of property imposed by section 4271 
of the Internal Revenue Code of 1954 applies to the amount paid 
for the transportation of packaged dairy products from an interior 
point into a seaport warehouse, to be held there in anticipation of 
future export sales. 

Advice has been requested whether, under the circumstances de- 
scribed below, the transportation of processed dairy products from 
an interior point into a seaport warehouse, from which they are 
shipped to a foreign country, is a part of. the export movement of the 
products and, therefore not subject to the tax on the transportation 

484787' — 58 — 27 
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of property imposed by section 4971 of the Internal Revenue Code 
of 1954. 

The products are completely processed and packaged for export 
prior to shipment from the interior point to the warehouse. There 
is no contract, order, proposal of. purchase, or other written evidence 
of intention to export antedating delivery of these products to the 
carrier at the point of origin and, therefore, the shipping papers do 
not show a consignee or destination outside the United States. The 
products are shipped to the warehouse in order that a ready supply 
may be maintained at the seaport to fill export orders subsequently 
received. Only export orders are filled from the warehouse. 

Section 148. 85 of Regulations 118, made applicable to the 1954 
Code by Treasury Decision 6091, C. H. 1954 — 9, 47, provides that 
property intended expressly for export may be shipped from an 
interior point into a pool or similar arrangement, such as a grain 
elevator, oil storage tank, coal yard, etc. , and. , in continuation of 
the export movement, an equivalent amount of property of the same 
grade and kind, only, may be shipped therefrom to a place outside 
the United States. 

In certain industries, such as the grain, oil and coal industries, 
shipments of property for export consist of 'fungible commodities 
which are shipped in bulk and which, in the course of their exporta- 
tion, must pass through facilities at a port where generally all ship- 
ments of property of the same grade and. kind are commingled so 
that the individual shipments lose their identity, and the property 
is accounted for solely on the basis of weight, grade, and kind. Ex- 
amples of such facilities are (1) grain elevators used to transfer 
grain from cars to vessels, but not the assembling of grain for the 
purpose of filling orders acquired after the grain has arrived at 
the elevator, (9) oil tanks which are used to conduct oil or gasoline 
from tank cars to vessels, and (8) coal pools at tidewater and lake 
ports where each transshipper is assigned certain classifications or 
consignments (identifiied by name or by number and based upon a 
specific type and grade of coal) into which carloads of coal are 
shipped from the mines and from which the transshippers order a 
given number of cars or tons of coal reshipped without regard to the 
identity of the particular cars. Facilities of this nature constitute 
"pools or similar arrangements" within the meaning of section 148. 85 
of Regulations 118. 

In the case of a shipment of property into a pool, a like quantity 
and grade of which is to be shipped from the pool for export, the 
export character of the shipment is determined by the following 
facts: (a) that the property in question was shipped from an in- 
terior point for the express purpose of entering the pool for export, 
pursuant to a contract, order, proposal of purchase, or other written 
evidence of intention to export the property to a place beyond the 
boundaries of the United States; (b) that the property did not come 
to rest at the pool for a business purpose, such as grading, cleaning, 
mixing, or manufacture; and (c) that the property shipped from 
the pool for export in continuation of the movement described under 
(a) is an equivalent tonnage of the same grade and kind as that 
shipped into the pool for export. 
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In the instant case, it is held, that shipmenb of the package dairy 
products from an interior point to the warehouse at the port does 
not constitute shipment into a pool or similar arr"ngement within 
the meaning of section 148. 35 of the regulations and, therefore, the 
provisions of that section do not apply. It is further held, that 
since these products were not shipped pursuant to actual export 
orders but merely in anticipation of future export sales, they were 
not in the course of exportation at the time that they were transported 
to the warehouse. See Rev. Rul. 56 — 219, C. B. 3956 — 1, 691. Ac- 
cordingly, the amount paid for the transportation of the packaged 
dairy products from the point of origin to the wa"chouse Is sub]ect 
to the tax on transportation of property. 

Rev. Rul. 57 — 984 

The tax on the transportation of property, imposed by section 4271 
of the Internal Revenue Code of 1054, applies to an amount paid by 
an exporter for the transportation, to a port of exportation, of cotton 
purchased from the Commodity Credit Corporation under a cotton 
export program where, prior to such transportation, the exporter 
did not have a. contract or order from a foreign buyer for export 
of the cotton. 

Advice has b'een requested whether the tax on the transportation 
of property applies to an amount paid by an exporter for the trans- 
portation of cotton from an interior point in the United States to a 
port of exportation, under the circumstances described below. 

The cotton was sold by the Commodity Credit Corporation under a 
contract with the exporter which provided that he export, or cause to 
be exported, before a particular date, the identical cotton purchased. 
As an assurance to the Commodity Credit Corporation that this con- 
dition would be complied with, the purchaser was required to supply 
a performance bond, or an irrevocable bank letter of credit, guarantee- 
ing payment to the Commodity Credit Corporation of a specified 
amount per bale in the event satisfactory evidence of exportation of the 
cotton was not furnished. At the time of sale, the cotton was stored 
at various locations throughout the United States, and it was then 
transported to a port of exportation. However, at the time the cotton 
was shipped from the interior point in the United States to the port of 
exportatxon, the exporter did not have a contract or order from a 
foreign buyer for export of the cotton. 

Section 4971 of the Internal Revenue Code of 1954 imposes a tax 
upon the amount paid for the transportation of property except, coal, 
by rail, motor vehicle, water or air from one point in the United States 
to another. In accordance with subpart E of Regulations 118, made 
applicable to the 1954 Code by Treasury Decision 6091, C. B. 1954 — 9, 
47, the tax does not apply to an amount paid for the transportation of 
property in the course of exportation to a foreign destination, or 
shipment to a possession of the l Jnited States. Exportation does not 
begin until (a) a definite intention to export property is formed and 
(b) the property is actually put into motion for a foreign destination, 
or is delivered to a carrier for such transportation. Property is not, 
considered to be in the course of exportation when it is being assembled 
for shipment, or is being moved to a place to be shipped, if a foreign 
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destination is undetermined and the property has not been actually 
and definitely started for some foreign destination. Reshipment for 
export of a domestic shipment does not change the domestic shipment 
to foreign commerce. 

Section 148. 80 of the regulations provides that property will be 
considered to be in the course of exportation from the time of delivery 
to a carrier in the United States for transportation by continuous 
movement to a point beyond the boundaries of the United States. The 
export character of a shipment shall be evidenced by a contract, order, 
proposal of purchase, or other written evidence of the intention to 
export, antedating the delivery of the shipment to the carrier. 

In view of the foregoing, in order for a shipment of cotton from 
an interior point in the United States to a port to be considered as 
being in the course of exportation and exempt from tax, it must be 
shown that prior to commencement of the movement the shipper 
had in his possession (a) a contract, order, proposal of purchase, or 
similar document, from a foreign buyer calling for delivery of the 
cotton beyond the boundaries of the United States or (b), if the 
shipper is not the actual exporter, written evidence that the exporter 
had such a contract, order, etc. 

It is held that the contract between the Commodity Credit Cor- 
poration and the exporter does not constitute an export contract or 
order within the meaning of the regulations. Accordingly, since the 
exporter did not have a contract or order from a foreign buyer prior 
to transportation of the cotton to the port of exportation, the cotton, 
when delivered to the carrier at the interior point, had not actually 
and definitely started for some foreign destination and was not in 
the course of. exportation. Therefore, the movement of the cotton 
from the interior point to the port of export is domestic in character 
and the amount paid for such transportation is subject to tax on the 
transportation of property. 

Rev. Rul. 57 — 985 
Where a shipper declares the value of a shipment in excess of the 

value specified in a carrier's tariff, the tax on the transportation of 
property imposed bv section 4271 of the Internal Revenue Code 
of 1054 applies to the additional amount paid because of the excess 
value declaration. 

Advice has been requested whether the tax on the transportation 
of property applies to amounts paid to a carrier under the circum- 
stances described below. 

The tarifi's of certain carriers provide that a shipment of property 
shall be deemed to have a declared value of a specified amount unless 
a higher value is declared at the time of receipt of the shipment from 
the shipper. AVhere the shipper declares a value in excess of the 
value specified in the tarifi', the carrier makes a charge at a stated 
rate for each $100 or fraction thereof by which the declared actual 
value exceeds the value specified in the tarifF. The charge for this 
excess value is in addition to and is billed separately from the trans- 
portation charge made by the carrier based on its established tarifF 
rate of a certain amount per pound. In some tariR's, the excess value 
charge is classified as a, transportation charge, while in other tarifFs 
it is not so classified. 
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Section 4971(a) of the Internal Revenue Code of 1954 imposes a 
tax upon the amount paid within or without the United States for 
the transportation of property by rail, motor vehicle, water, or air 
from one point in the United States to another. 

It is held that where the shipper declares a value in excess of the 
value specified in the tariff as the value a shipment shall be deemed 
to have, the additional amount paid to the carrier, based upon the 
excess value of the shipment, constitutes a part of the amount paid 
for the transportation of such shiplnent. Accordingly, the tax on 
the transportation of property applies to the total anlount paid, re- 
gardless of ivhether the charge for the excess value is classified by 
the applicable tari6' as a transportation charge or is billed as a sepa- 
rate item. 

whether the term "transportation" includes services of icing and 
salting furnished by a carrier in connection with a transportation 
movement. See Rev. Rul. 57 — 86, page 551. 

Taxability of. an amount paid to a carrier for the transportation of 
property while the property is within the custody of a court. See Rev. 
Rul. 57 — 208, page 411. 

PART III. — OIL BY PIPELINE 

SECTION 4981. — IMPOSITION QF TAX 

(Also Section 461. ) Rev. Rul. 57 — 148 

The date of the payment to a. carrier by its customer for trans- 
portation of oil by pipeline, and not the date the transportation 
service is furnished, determines vrhen the tax imposed by section 
4281 of the Internal Revenue Code of 1954 on such transportation 
is due and payable by the carrier, even though the carrier may be 
on the accrual basis for Federal income tax purposes. 

Advice has been requested whether a carrier, who is on the accrual 
basis for Federal income tax purposes, becomes liable for the excise 
tax on the transportation of oil by pipeline at the time when the 
transportation service is furnished by the carrier or when the pay- 
Inent for the transportation is received by the carrier from its cus- 
tomer. The charge for the service is entered on the carrier's books 
as an item of accrued income at the time the service is rendered and 
the customer is billed. However, payment for the service often is 
not received until a subsequent quarter, which in some cases may be 
in a subsequent year, 

Section 4281 of the Internal Revenue Code of 1954 imposes upon 
all transportation of crude petroleum and liquid products thereof 
by pipeline a tax equivalent to four and one-half percent of the amount 
paid for such transportation. The tax imposed by this section is 
to be paid by the person furnishing such transportation. 

It is held that ~here a charge is made by a carrier for the trans- 
portation of oil by pipeline, the carrier's liability for the excise tax 
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does not arise until the payment for the transportation is received by 
the carrier from its customer. Accordingly, the tax should be re- 
ported on the excise tax return for the quarter during which the 
payment is received. 

Since the carrier's liability for the excise tax does not arise until 
it receives payment for the transportation, it follows that the tax 
may be accrued as an expense deduction for Federal income tax pur- 
poses only at that time and not at the time of furnishing the trans- 
portation or billing the customer. 

SUBCHAPTER D. — SAFE DEPOSIT BOXES 

SECTION 4287. — DEFINITION OF A SAFE DEPOSIT BOX 

Rev. Rul. 57 — 207 

The tax imposed by section 4280 of the Internal Revenue Code of 
1054 on the use of safe deposit boxes of not more than 40 cubic feet 
capacity applies to the rental of several adjacent safe deposit boxes, 
no one of which exceeds 40 cubic feet, but with an aggregate capacity 
of more than 40 cubic feet. 

Advice has been requested whether the excise tax on safe deposit 
boxes applies to rentals of several adjacent safe deposit boxes, no one 
of which exceeds 40 cubic feet, but whose combined capacity is greater 
than 40 cubic feet. 

A company leased four adjacent safe deposit boxes of an aggregate 
capacity of 72 cubic feet, no one of which exceeds 40 cubic feet. A wire 
grill fence enclosure of approximately 200 cubic feet, to which the 
lessee company has sole access, was constructed around these four safe 
deposit boxes. 

Section 4286 of the Internal Revenue Code of 1054 imposes a tax 
on the amount collected for use of any safe deposit box. Such tax 
shall be paid by the person paying for the use of the safe deposit box. 
Section 4287 of the Code defines a safe deposit box, for purposes of. 
section 4286, as any valut, safe, box, or other receptacle, of not more 
than 40 cubic feet capacity, used for safekeeping or storage of jewelry, 
plate, money, specie, bullion, stocks, bonds, securities, valuable papers 
of any kind, or other valuable personal property. 

Where a lessee is assigned a number of adjacent safe deposit boxes, 
safes, receptacles, etc. , of not more than 40 cubic feet capacity each, 
within a vault, enclosure, compartment, etc. , for the storage and safe- 
keeping of valuables, it is construed that this is the lease of the several 
safe deposit boxes, receptacles, etc, , individually, even though the 
lessee has sole access to the vault, enclosure, compartment, etc. , where 
located. Therefore, it is held that the amount paid for the lease of 
the adjacent safe deposit boxes described above is subject to the tax 
imposed by section 4286 of the Code, even though the area enclosed by 
the wire grill exceeds 40 cubic feet. 
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SUBCHAPTER E. — SPECIAL PROVISIONS APPLICABLE TO SERVICES 
AND FACILITIES TAXES 

SECTION 4999. — STATE AND LOCAL GOVERNMENTAL 
EXEMPTION 

(Also Sections 4055, 4224. ) Rev. Rul. 57 — 170 

Subsidiary branches of a State humane society, which society was 
created as a body corporate under the authority of State law, are em- 
powered to act in the furtherance of certain govermnental functions. 
They are vested with special police powers in the enforcement of the 
law concerning the prevention of cruelty to children and animals. 
Certain public funds are appropriated to the use of these societies in 
performing their statutory functions. Salaries of certain agents of 
the societies who are designated as public law enforcement oScers are 
paid in part by counties or municipalities. Held, such humane soci- 
eties are instrumentalities of political subdivisions of a State within 
the meaning of sections 4055, 4oo4, and 42M of the Internal Revenue 
Code of 1954. Accordingly, the retailers and manufacturers excise 
taxes imposed under chapters 31 and M, respectively, of the Code, do 
not a. pply to sales made to such societies. A. iso, the taxes imposed by 
sections 4951, 4961, and 4971 of. the Code do not apply to payments for 
communication and transportation services or facilities furnished to 
the societies or to payments for the transportation of property to or 
from such societies. 

(Also Section 4o71. ) Rev. Rul. 57 — 208 

The amount paid to a carrier for the transportation of property 
while the property is within the custody of a state, county, or munici- 
pal court is exempt from the tax on the transportation of property. 

Advice has been requested concerning the applicability of the tax 
on the transportation of property' to an amount paid to a carrier for 
the transportation of property while the property zs within the custody 
of a state, county, or municipal court. 

In connection with his o%cial duties in enforcing the orders and 
decrees of various courts, a law enforcement ofhcer of a municipal 
government engages trucking companies to transport property belong- 
ing to persons named as defendants in processes issuing from the 
co~urts. The ofhcer does not pay for such transportation from gov- 
ernmental funds but arranges to pay the carrier after collecting the 
amount from the plainti8 who obtained the court order. In some in- 
stances, he arranges to have the plaintiff make the payment directly 
to the carrier. 

Section 4971(a) of the Internal Revenue Code of 1954 imposes a 
tax upon the amount paid within or without the United States for 
the transportation of property by rail, motor vehicle, water, or air 
from one point in the United States to another. Section 4999 of the 
Code provides that the tax shall not apply to amounts paid for the 
transportation of property to or from the government of a State, 
Territory of the United States, or any political subdivision of the 
foregoing, or the District of Columbia, 
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Under the circumstances described above, the issuance of- the 
court order has the eGect of bringing the property within the custody 
of the court. Therefore, it is held that any necessary transportation 
of such property while it is within the custody of a state, county, or 
municipal court constitutes transportation to or from the government 
of a state, etc. , within the meaning of section 4292 of the Code. Ac- 
cordingly, the tax on the transportation of property will not apply 
to the amount paid to a carrier for such transportation, provided the 
shipping papers clearly show that the property is consigned to or by 
the state or political subdivision thereof. 

Rev. Rul. 57 — 268 

Exemption from the tax on transportation of property applies to 
amounts paid for the transportation of construction materials con- 
signed to a State, in care of a contractor, only if the contractor sub- 
mits evidence to the supplier that he has been authorized to consign 
such materials to the State, in his care, identifying the specific con- 
tract or specific project with respect to which the State issued the 
authorization. 

Rev. Rul. 55 — 162, C. B. 1955 — 1, 541, amplified. 

Advice has been requested concerning the nature of the evidence the 
contractor must furnish to the supplier to take advantage of the exemp- 
tion from payment of the tax on transportation of property as set forth 
in Revenue Ruling 55 — 162, C. B. 1955 — 1, 541. Further advice has been 
requested whether a letter issued by a State constitutes authority for 
the contractor to claim exemption from payment of the tax on trans- 
portation of property, where the letter is not issued in connection with 
a specific contract, or in relation to a particular project. 

A State highway department issued a letter to an association of road 
building contractors, authorizing any member to arrange for all con- 
struction materials which are to be incorporated into a State project 
to be consigned to the State, in care of himself. However, the authori- 
zation as set forth in the letter was not issued in connection with a 
specific contract, or in relation to a particular State project. 

Section 4292 of the Internal Revenue Code of 1954 provides, in part, 
that the tax on the transportation of property shall not be imposed 
upon amounts paid for the transportation of property to or from the 
Government of any State, Territory of the United States, or any politi- 
cal subdivision of the foregoing, or the District of Columbia. In Rev- 
enue Ruling 55 — 162, it was held that the exemption provided by section 
4292 of the Code applies to amounts paid for the transportation of 
construction materials to be incorporated into a State project, where 
such materials are consigned to a State or political subdivision, in care 
of a contractor. However, it was further held that before a contractor 
may take advantage of this exemption and have construction materials 
consigned to a State or political subidivision, in care of. himself, it will 
be necessary for the particular State or political subidivision to issue 
appropriate instructions authorizing sucFi procedure. 

It is held that the contractor who has been authorized by a State or 
political subdivision to take advantage of the exemption from payment 
of the tax on the transportation of property may do so by submitting 
to the supplier a statement certifying thai he has been authoiized to 
claim the exemption, identifying the contract or other document in 
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which such authorization was given, and instructing the supplier to 
make the shipment involved free of tax. Such statement should accom- 
pany the contract or order given by the contractor to the supplier. 
It is not necessary that this stateInent be notarized or that it be signed, 
or countersigned by an oflicial of the State or political subdivision. 

It is further held that where the invitation to bid for the con- 
struction of a State project, the contract for such project, or related 
document issued. to the contractor by an oflicial of the State or political 
subdivision, contains a provision authorizing the contractor to have 
the construction materials to be incorporated in that particular project 
consigned to the State or political subdivision, in care of the contractor, 
such provision constitutes "appropriate instructions" within the mean- 
ing of Revenue Ruling 55 — 162. However, since the letter to the asso- 
cia~tion of road building contractors, described above, was no issued 
in connection with a specific contract, or in relation to a particular 
State project, it does not constitute "appropriate instructions" within 
the meaning of Revenue Ruling 55 — 16o. 

Rev. Rul. 55 — 16o, amplified. 

Applicability of the exemption from tax where services or facili- 
ties (communications, transportation of persons, or transportation 
of property) are furnished to an electric or telephone membership 
corporation established under the General Statutes of North Caro- 
lina. See Rev. Rul. 57 — 193, page 364. 

Irrigation districts of California come within the scope of exemp- 
tions from certain Federal excise taxes in respect to state and politi- 
cal subdivisions and other governmental units. See Rev. Rul. 57- 
954, page 383. 

CHAPTER 34. — DOCUMENTARY STAMP TAXES 

SUBCHAPTER B. — SALES OR TRANSFERS OF CAPITAL STOCK AND 
CERTIFICATES OF INDEBTEDNESS OF A CORPORATION 

PART I. — SALES OR TRANSFERS OF CAPITAL STOCK AND SIMILAR INTERESTS 

SECTION 4M1. — IMPOSITION OF TAX 

(Also Section 4331. ) Rev. Rul. 57 — 909 

The transfer of capital stock or certificates of indebtedness from 
the names of a husband and wife as joint tenants to the names of the 
husband and wife as tenants in common is subject to the documen- 
tary stamp tax imposed under sections 4821 and 4881 of the Internal 
Revenue Code of 1854. 

A. dvise has been requested whether the documentary stamp tax is 
incurred by reason of the transfer of capital stock held by a husband 
and wife as joint tenants, with right of survivorship, to the husband 
and wife as tenants in common. 
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Section 4891 of the Internal Revenue Code of 1954 provides that 
there shall be imposed a, tax on each sale or transfer of shares or cer- 
tificates of stock, or of rights to subscribe for or to receive such shares 
or certificates, issued by a corporation at the rates specified therein. 
Similarly, section 4881 of the Code imposes a tax on each sale or trans- 
fer of any certificates of indebtedness, issued by a corporation, at a 
specified rate. 

Section 4851 defines the term "sale or transfer" as follows: 
For the purpose of this subchapter, the term "sale or transfer" means any 

sale, agreement to sell, memorandum of sale or delivery, or transfer of legal title, 
whether or not shown by the books of the corporation or other organization 
(or by any assignment in blank, or by any delivery, or by~ny payer or agreement 
or memorandum or other evidence of transfer or sale); and whether or not the 
holder acquires a beneficial interest in the instruments. 

A husband and wife owned shares of stock as joint tenants with 
zight of survivorship. The stock was transferred from the husband 
and wife as joint tenants to themselves as tenants in common. The 
transfer of stock in the manner indicated involves a change in the 
legal capacity in which the stock is held since the interests of the 
husband and wife after the transfer are not the same as before the 
transfer was made. The legal incidents of these forms of ownership, 
z. e. , joint tenants with right of survivorship and tenants in com- 
mon, are not the same and the parties hold in a different legal capacity. 
Therefore, the transfer of stock held by a husband and wife as joint 
tenants to such persons as tenants in common is a transfer of legal 
title to the stock within the intent of the law and is subject to the 
transfer tax imposed under section 4891 of the Code. A similar trans- 
fer of certificates of indebtedness would be subject to the transfer 
tax imposed under section 4881 of the Code. 

PART II. ~ALES OR TRANSFERS OF CERTIFICATES OF INDEBTEDNESsj 

SECTION 4881. — IMPOSITION OF TAX 
Rev. Rul. 57 — 5 

The documentary stamp tax imposed by section 4881 of the In- 
ternal Revenue Code of 1954 on the sale or transfer of a certificate of 
indebtedness issued by a corporation is computed on the basis of the 
face value of the instrument. Payments made on account of principal 
noted on the instrument may be deducted from the original face value 
in determining the basis for computing the tax at the time of such trans- 
fer. It is not necessary that the payments on principal be actually 
endorsed on the instrument. It is suScient if the instrument incorpo- 
rates by reference the particular books or papers on which such pay- 
ments have been recorded. 

For the application of the transfer tax in the case of the transfer 
of certificates of indebtedness from a husband and wife as joint tenants 
to themselves as tenants in common, see Rev. Rul. 57 — 909, page 418. 
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SUBCHAPTER C. — CONVEYANCES 

SECTION 4361. — IMI'OSITION OF TAX 

Rev. R, ul. 57 — 72 
Where real property is conveyed in condemnation proceedings 

to the United States or auy agency or instrumentality thereof, 
the instrument of conveyance is subject to the documentary stamp 
tax imposed by section 4361 of the Internal Revenue Code of 1054 
and is payable by the private party to the transaction. 

Advice has been requested whether a, private owner of real property 
is liable for the documentary stamp tax where the United States or 
any agency or instrumentality thereof acquires the property in con- 
demnation proceedings. 

Section 4361 of the Internal Revenue Code of 1954 imposes a tax 
on each deed, instrument, or writing, whereby any lands, tenements, 
or other realty sold shall be granted, assigned, transferred, or other- 
wise conveyed to, or vested in, the purchaser or purchasers when the 
consideration or value of the interest or property conveyed, exclusive 
of the value of any liens or encumbrances remaining thereon at the 
time of sale, exceeds $100. 

Section 4383 of the Code provides that the documentary stamp tax 
shall be paid by any person who makes, signs, issues, or sells any of 
the documents or instruments subject to tax, or for whose use or 
benefit the same are made, signed, issued, or sold. The United States 
or any agency or instrumentality thereof shall not be liable for the 
tax with respect to an instrument to which it is a party, and alfixing 
of stamps thereby shall not be deemed payment for the tax, which 
may be collected by assessment from any other party liable therefor. 

The documentary stamp tax imposed on deeds, when title to real 
estate is conveyed, is a tax on the transaction and is applicable to con- 
veyances resulting from condemnation actions, as well as to volun- 
tary conveyances. There is no distinction under the stamp tax law or 
regulations between voluntary and involuntary conveyances, and the 
tax applies equally to both. The term "sold" as defined by section 
118. 81(b) of. Regulations 71, made applicable to the 1954 Code by 
Treasury Decision 6091, C. B. 1954 — 2, 47, means a transfer of title for 
a valuable consideration which may invo/ve money or anything of 
value. Section 113. 83(d) of such regulations cites as an example of 
conveyances subject to the tax, "Deeds given by masters in chancery, 
sheriRs, clerks of court, etc. , for realty sold under foreclosure or 
execution. " 

In view of the foregoing, the United States or any agency or instru- 
mentality thereof is not liable for the documentary stamp tax imposed 
by section 4861 of the Code with respect to a conveyance of real prop- 
erty acquired by it in a condemnation proceeding. However, this 
exemption does not relieve the other party to the transaction from 
his liability for such tax in view of the dual liability provisions of 
section 4383 of the Code, under which the tax is payable by and col- 
lectible from the grantor or the grantee, unless otherwise specifically 
exempt. Accordingly, it is held that the documentary stamp tax is 
payable by the grantor or condemnee, the nonexempt party to a trans- 
action, when real property is conveyed in condemnation proceedings 
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to the United States or any agency or instrumentality thereof. See 
Mimeograph 4497, C. B. XV — 2, 354 (1936), which holds that in the 
case of~a sale under foreclosure, where the purchaser is an exempt 
Federal agency, if the mortgagor does not voluntarily aux the stamps, 
the sheriff or other person making the sale should afhx the required 
stamps on behalf of the mortgagor and include the cost thereof as a 
necessary expense of the sale. 

SUBCHAPTER D. — POLICIES ISSUED BY FOREIGN INSURERS 

SECTION 4371. — IMPOSITION OF TAX 

Rev. Rul. 57 — 256 

Where the "insured" is a domestic corporation or domestic part- 
nership, or an individual resident of the United States, the docu- 
mentary stamp tax, imposed by section 4371(1) of the Internal 
Revenue Code of 1M4, applies with respect to a foreign insurance 
policy covering property shipped from a foreign country to the 
United States if the coverage continues beyond the place of unload- 
ing at the port of entrv. 

Advice has been requested with respect to the applicability of docu- 
mentary stamp tax to a foreign insurance policy covering property 
shipped from a foreign country to the United States. 

In the case of Amtorg Trading Corporation v. United 8tates, 103 
Fed. (2d) 339, the court had before it the question of whether a for- 
eign insurance policy covering a cargo shipped to the United States 
was subject to the documentary stamp tax. The policy of insurance 
provided that the insurer's liability should cease upon discharge of the 
cargo at the port of destination. The court held that the policy was 
not taxable because the cargo was only v ithin the United States dur- 
ing the brief time of passage through the three mile limit and the 
place of its discharge which was only a triQin~ portion of the voyage. 

It is the position of the Internal Revenue Service that a policy of 
insurance covering property shipped from a foreign country to a 
port in the United States is not taxable where the coverage within 
the United States constitutes only a trifling portion of the total cover- 
age. To this extent, the principle enunciated in the Amtorg case has 
been followed. Ho~~vever, such principle relates only to the passage 
through the three mile limit of the territorial waters of the United 
States to the point of unloading at the port of entry in the United 
States. 

Accordingly, it is held that the documentary stamp tax does not 
apply to a foreign insurance policy covering property shipped from a 
foreign country to the United States if the coverage terminates at the 
point of unloading in the port of entry. Amtorg Trading Corpora- 
tion v. United 8tates, supra. IIowever, if the insured is a domestic 
corporation or domestic partnership, or an individual resident of the 
United States, such a policy that covers the property beyond the point 
of unloading is subject to the tax. See S. T. 898, C. B. 1940 — 1, 255. 
For instance, a foreign insurance policy covering the movement of 
property, after unloading, to a warehouse within the boundaries of 
the port of entry is taxable. 
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Rev. Rul. 57 — 257 

Applicability of the documentary stamp tax to policies of insur- 
ance issued to foreign and domestic i»sured by forci n insurers in 
connection with risks that are wholly or partly in the United States. 

A. dvice has been requested relative to the applicability of the docu- 
mentary stamp tax to insurance policies issued to foreign and domestic 
insured by foreign insurers in connection with risks that are wholly 
or partly in the United Sta, tes. 

~Y policy of insurance covering property shipped from a foreign 
country to a port in the United States, which terlninates upon unload- 
ing, is not taxable because the coverage within the United States con- 
stitutes only a trifling portion of the total coverage. See Revenue 
Ruling 57 — 256, page 416, this Bulletin, as to what constitutes a trifling 
portion of the total coverage. 

Section 118. 01(a) of Regulations 71, which regulations are made 
applicable to the Internal Revenue Code of 1954 by Treasury De- 
cision 6091, C. B. 1054 — 2, 47, provides that the tax is imposed upon 
each insurance policy if issued— 

(A) by a nonresident alien individual, a foreign partnership, or a foreign cor- 
poration, as insurer, and the policy or other instrument is not signed or counter- 
signed by an oiiicer or agent of the insurer in a State, Territory, or District of 
the United States within which the insurer is authorized to do business; 

(B) to or for, or in the name of, a domestic corporation, domestic partnership, 
or an individual resident of the United States, against or with respect to hazards, 
risks, losses, or liabilities wholly or partly within the United States; or 

(C) to or for, or in the name of, a foreign corporation, foreign partnership, 
or nonresident individual, enga'"ed in a trade or business within the United 
States with respect to hazards, risks, or liabilities wholly within the United 
States. 

Section 7701(a) (9) of the Internal Revenue Code of 1954 defines 
the term "United States" to include only the States, the Territories of 
Alaska and Hawaii, and the District of Columbia. 

The application of. the provisions of the regulations may be demon- 
strated by the following examples: 

I. Policies of foreign insurance covering shipments to or from the 
United States and moving from or to Puerto Rico, the Hawaiian 
Islands and/or the Virgin Islands, where the insured is a foreign 
corporation, foreign partnership, or nonresident individual, are not 
taxable for the reason that the hazards, risks, etc. , insured against are 
not wholly in the United States. 

2. Policies of foreign insurance covering shipments from the United 
States to Puerto Rico or the Virgin Islands, when the insured is 
domestic, that is, a domestic corporation, a domestic partnership, or 
an individual resident of the United States, are not taxable unless 
the insurance becomes efFective prior to the time the property is actu- 
ally shipped, in which case the insured risk would be partly within 
the United States. 

8. Policies of foreign insurance coverino shipments to the United 
States from Puerto Rico or the Virgin Islands, where the insured 
is domestic, are not taxable unless the insurance continues in efFect 
beyond the point or time of unloading at the United States port of 
entry, in which case the insured risk would be partly in the United 
States. 
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4. Policies of foreign insurance covering shipments from the United 
States to the Hawaiian Islands (or Alaska), where the insured is 
domestic, are not taxable unless the insurance becomes efFective prior 
to the time the property is actually shipped or continues in efFect 
after the property is unloaded at the Hawaiian (or Alaskan) port 
of destination, in either of which events the coverage would be partly 
in the United States. 

5. Policies of foreign insurance covering shipments to the United 
States from the Hawaiian Islands (or Alaska), where the insured 
is domestic, are not taxable unless the insurance becomes efFective 
prior to the time the property is actually shipped or continues in 
efFect after the property is unloaded at the United States port of 
destination, in either of which events, as in example 4, the coverage 
would be partly in the United States. 

CHAPTER 35. — TAXES ON WAGERING 

SUBCHAPTER A. — TAX ON WAGERS 

SECTION 4401. — IMPOSITION OF TAX 

(Also Sections 4411, 4421. ) Rev. Rul. 57 — 258 
A game, called "Five Card Draw, " consisting of a small card 

with thirteen pull tabs, whereby a player for a sum of money pulls 
five tabs, each revealing a playing card symbol, with certain com- 
binations winning prizes, is subject to the wagering taxes imposed 
by sections 4401 and 4411 of the Internal Revenue Code of 1054. 

Advice has been requested whether the operation of a game known 
as "Five Card Draw" is subject to wagering taxes. 

The "Five Card Draw" game consists of a small card approximately 
21/s x 41/4 inches with thirteen pull tabs, each tab concealing a symbol 
of a playing card, ranging from ace, deuce, trey, etc. , through king. 
A player, for 25 cents, purchases a card and pulls five tabs revealing 
five card symbols. Various winning combinations entitle the player 
to prizes of from 50 cents to $20. Each card is consecutively numbered 
and usable for the pulling of five tabs only. 

Section 4401 of the Internal Revenue Code of 1954 imposes an 
excise tax on wagers as defined in section 4421 of the Code. 

Section 4411 of the Code imposes an occupational tax to be paid by 
each person who is liable for tax under section 4401 of the Code, or 
who is engaged in receiving wagers for or on behalf of any person 
so liable. 

Section 4421(1) of. the Code defines the term "wager" to mean (1) 
any v ager with respect to a sports event or a contest placed with a 
person engaged in the business of accepting such wagers, (2) any 
wager pla~ced in a wagering pool with respect to a sports event or a 
contest, if such pool is conducted for profit, and (3) any wager placed 
in a lottery conducted for profit, Section 4421(2) provides that the 
term "lottery" includes the numbers game, policy, and similar types 
of wagering but does not include any game of a type in which usually 
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the wagers are placed, winners determined, and the distribution of 
prizes or other property is made in the presence of all persons placing 
wagers in such ~arne. 

The report othe Senate Committee on Finance on the Revenue Act 
of 1951, under which the present wagering taxes were introduced, 
specifically mentions the following games which are to be excluded 
from the definition of "lottery": Card games such as draw poker, 
stud poker, and blackjack; roulette games; dice games such as craps, 
bingo, and keno; and the gambling wheels frequently encountered at 
country fairs and charity bazaars. On the other hand, this report 
specifically mentions punchboards as an example of a ~game which 
normally would come within the definition of "lottery. " See Senate 
Report No. 781, Eighty-second Congress, First Session, C. B. 1951 — 9, 
458 at 540. 

The game "Five Card Draw" described above is essentially nothing 
more than a type of punchboard. The foregoing legislative history 
of the definition of the term "lottery, " as used in section 4491(9) of 
the Code, indicates that such a game falls within the meaning of the 
term "lottery. " 

Accordingly, it is held, that the wagering taxes imposed by sections 
4401 and 4411 of the Code are applicable to the operation of the game 
called "Five Card Draw. " The operator is liable for the ten percent 
wagering excise tax imposed by section 4401 and the $50 per year oc- 
cupational tax imposed by section 4411, and each person who receives 
wagers in the game for or in behalf of the operator is liable for the 
$50 occupational tax. 

SUBCHAPTER B. — OCCUPATIONAL TAX 

SECTION 4411. — IMPOSITION OF TAX 
The operation of a game called "Five Card Draw. " See Rev. Rul. 

57 — 258, page 418. 

SUBCHAPTER C. — MISCELLANEOUS PROVISIONS 

SECTION 4421. — DEFINITIONS 
Rev. Rul. 57 — 241 

The operation of a non-coin-operated gaming device does not con- 
stitute a "drawing" for purposes of the exclusion froni the taxes on 
wagering provided by section 4421(2) (B) of the Internal Code of 
1054. This type operation is not excluded from the taxes on 
wagering by section 4221(2) (A) of the Code. 

Advice has been requested whether the operation of a non-coin- 
operated gaming device constitutes a "drawing" for purposes of the 
exclusion from the taxes on wagering provided by section 4421 (o) 
(B) of the Internal Revenue Code of 1954. If not, further advice 
has been requested whether the operation of this device is excluded 
from the taxes on wagering by section 4421(9) (A) of the Code. 



II 4421. ] 420 

An organization which has been ~ranted an exemption from in- 
come tax under section 501 of the Code operates so-called "joker" 
machines. Tliese machines are non-coin-operated gaming devices 
The player purchases the desired number of tickets from an attend- 
ant, and each ticket entitles him to one play. If a certain wini. ing 
combination appears on the board of the machine the attendant pays 
the player accordingly. The proceeds from the operation are used 
to defray club experises and to carry out its charitable aims. Xo part 
of the proceeds inures to the benefit of any private stockholder or in- 
dividual. 

Section 4401 of the Code imposes an excise tax on wagers. Section 
4411 of the Code provides that an occupational tax shall be paid by 
each person who is liable for the excise tax under section 4401 or who 
is engaged in receiving wagers for or on behalf of any person so 
liable. 

The term "wager" as used in the foregoing provisions of the stat- 
ute, is defined in section 4421 of the Code as including (A) any wager 
with respect to a sports event or a contest placed with a person en- 
gaged in the business of accepting such wagers, (B) any wager placed 
in a wagering pool with respect to a sports event or a contest, if such 
pool is conducted for profit, and (C) any wager placed in a lottery 
conducted for profit. 

Section 4421(2) of the Code provides that the term "lottery" in- 
cludes the numbers game, policy, and similar types of wagering. 
However, section 4421(2) (A. ) of the Code excludes from the term 
"lottery" any game of the type in which usually (1) the wagers are 
placed, (2) the winners are determined, and (3) the distribution of 
prizes or other property is made, in the presence of all persons plac- 
ing wagers in such games. The report of the Senate Committee on 
Finance, Senate Report No. 781, Eighty-second Congress, First Ses- 
sion, C. B. 1951 — 2, 458, at 540, mentions specifically as coming within 
the exclusion from the term "lottery" card games such as draw poker, 
stud poker, and blackjack, roulette games, dice games such as craps, 
bingo games, and the gambling wheels frequently operated at county 
fairs and chairity bazaars. 

Section 4421(2) (B) of the Code states that the term "lottery" does 
not include any drawing conducted by an organization exempt from 
income tax under sections 501 and 521 of the Code if no part of the 
net proceeds derived from such drawing inures to the benefit of any 
private shareholder or individual. 

The term "drawing" as used in section 4421(2) (B) of the Code 
is defined in M. T. 44, C. B. 1952-2, 251, as a physical drawing of 
a ticket or equivalent thereof, such as the use of a wheel or a similar 
device, whereby a winner is conclusively determined by a number, 
etc. , without reference to any other event the happening of which is 
beyond the control of the operator. The operation of a non-coin- 
operated gaming device is not considered to come within the meaning 
of this definition and, therefore the exclusion provided by section 
4421(2) (B) of the Code is not applicable. 

The inherent feature of the games to which the exclusion provided 
by section 4421(2) (A) of the Code applies is that of "group play, " 
that is, where the wagers are placed, the winners are determined, and 
the prizes are awarded almost uniformly in the presence of all bet- 
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tors. Since this feature is not present in the operation of the»on- 
coin-operated gaming device in the instant, case, which is a continual 
operation rather than a series of games, the exclusion provided by 
section 4421(2) (A) of the Code is not applicable. Accordingly, it 
is held that the operation of the gaming device described above con- 
stitutes a "lottery" within the meaning of section 4421(2) of the 
Code, and all operators of such devi~ces, including organizations 
which are exempt from income tax under sections 501 and 521 of the 
Code, are bable for the excise tax and the occupational tax imposed 
by sections 4401 and 4411 of the Code, respectively. All persons who 
accept wagers on the device for or on behalf of the operator are like- 
wise liable for the occupational tax. 

The operation of a game called "Five Card Draw. " See Rev. Rul. 
57-258, page 418. 

CHAPTER 36. — CERTAIN OTHER EXCISE TAXES 

SUBCHAPTER B. — OCCUPATIONAL TAX ON COIN-OPERATED DEVICES 

SECTION 4461. — IMPOSITION OF TAX 
Rev. Rul. 57 — 184 

A coin-operated gaming device which has multiple coin drop 
chutes and payoff cups, but has only one handle ivhich activates a 
single mechanism, is considered to be a single unit for purposes 
of the occupational tax imposed by section 4461 of the Internal Reve- 
nue Code of 1954. 

Advice has been requested whether certain coin-operated gaming 
devices are considered to be single units for purposes of the occupa- 
tional tax imposed by section 4461 of the Internal Revenue Code 
of 1954. 

One coin-operated gaming device has three separate coin drop chutes, 
three separate payout cups, but has only one handle which activates a 
single mechanism and a single reel, One, two, or three coin chutes 
may be played at one time and, if a winning combination is attained, 
payout is made in each cup which corresponds to a coin chute in 
which a coin was inserted; 

Another coin-operated gaming device has seven coin drop chutes, 
and each chute may be played for a specific number or position. This 
device has only one payout cup and only one number or position wins 
with 'each play. It has one handle which activates a single mechanism 
and a single reel. 

Section 4461 of the Code imposes a tax of $250 to be paid by every 
person who maintains for use or permits the use of, on a. ny place 
or premises occupied by him, a coin-operated gaming device, and '@50 
per year for each additional device so maintained or the use of which is 
so permitted. 

It is held that, since each of these devices has only one mechanism 
and is operated as a single unit, each machine is considered to be a 

484787' — 58 — 28 
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single unit for purposes of the occupational tax imposed by section 
4461 of the Code. Therefore, only one $950 special tax stamp is re- 
quired with respect to the maintenance for use of each such device. 
Compare with Revenue Ruling 56 — 139, C. B. 1956 — 1, 533, which holds 
that a coin-operated gaming device that operates as two distinct units 
except for a common handle is taxable as two coin-operated gaming 
devices, notwithstanding the fact that it is activated by a single handle. 

SUBCHAPTER C. — OCCUPATIONAL TAX ON BOWLING ALLEYS, 
BILLIARD AND POOL TABLES 

SECTION 4471. — IMPOSITION OF TAX 

Rev. Rul. 57 — 66 

The special tax, imposed by section 4471 of the Internal Revenue 
Code of 1M4, is not applicable to bowling alleys, billiard and pool 
tables maintained by a state-operated educational institution where 
such facilities are available only to students and other persons 
directly connected with the institution and their guests. 

Advice has been requested concerning the application of the special 
tax, imposed by section 4471 of the Internal Revenue Code of 1954, 
to the operation of bowling alleys, billiard and pool tables by a state- 
operated educational institution. 

In the instant case, the alleys and tables are operated. by the student 
union of a state university. The union is an auxiliary activity of the 
university and is operated as a department of the university to pro- 
vide social and recreational facilities for the students. The services 
rendered by the union are financed from an allocation of student 
activity fees collected by the university. Nominal charges are made 
for the use of. certain facilities including the alleys and tables and 
for instructional aid. The facilities are operated exclusively for 
the use of the students. 

Section 4471 of the Code imposes a special tax to be paid by every 
person who operates a bowling alley, billiard room, or pool room at 
the rate of $90 a year for each bowling alley, billiard table, or pool 
table. 

The Internal Revenue Service has concluded that the special tax 
is not applicable to bowling alleys, billiard or pool tables, operated 
by an auxiliary activity of a state-operated university where the 
facilities are available only to students and other persons directly 
connected with the university and their guests, irrespective of whether 
a charge is made for their use. On the other hand, in the case of a 
similar activity, where the facilities are open to the general public 
and are conducted in the manner of a private business, the tax will 
be imposed. 

Under the circumstances described, since the student union is an 
auxiliary activity of the state-operated university, the operation by 
it of bowling alleys, billiard and pool tables for the exclusive use 
of the students of the university is not subject to the special tax im- 
posed by section 4471 of the Code. 
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Rev. Rul. 57 — 157 
Pool tables measuring 45 inches or more in overan length are 

subject to the special tax imposed bv section 4471 of the Internal 
Revenue Code of 1954. 

Advice has been requested whether miniature pool tables are subject 
to the occupational tax on bowling alleys, billiard and pool tables 
imposed by section 4471 of the Internal Revenue Code of 1954. 

There are many miniature tables on the market which resemble pool 
tables but which are designed primarily for use by children. These 
tables, because of their sm~all size and general design, are not adaptable 
for use in playing the regular ~arne of pool and are considered to be 
more in the category of toys. Gther tables, though smaller in dimen- 
sions than regular pool tables, are constructed in proportion to regular 
tables and are of su%cient size so that they are used both by adults and 
children in playing the standard game of pool. Some of these are 
provided by hotels for the use of their guests, while others are used in 
the recreational programs of various institutions. 

Section 4471 of the Code imposes a special tax to be paid by every 
person who operates a bowling alley, billiard table, or pool table. That 
provision of the statute contams no definition of the term "pool table. " 
However, section 4161 of the Code imposes a manufacturers excise tax 
on billiard and pool tables measuring 45 inches overall or more in 
length. While this latter provision of the statute has no direct rela- 
tionship to the occupational tax, the size limitation contained therein 
seems to provide a reasonable basis for distinguishing between those 
tables used in playing the standard game of pool and those tables which 
should be considered to be more in the nature of children's toys. 

It is held, therefore, that the occupational tax imposed by section 
4471 is applicable to any miniature pool table that measures 45 inches 
or more in overall length. 

SUBCHAPTER D. — TAX ON USE OF CERTAIN VEHICLES 

SECTION 4481. — IMPOSITION OF TAX 
26 CFR 41. 4481 — 1: Imposition of tax. Rev. Rul. 57 — 259 

A single-unit truck, which was put into taxable use on . July 1, 
was subsequently altered so that it could pull a trailer. Likewise, 
a truck-tractor, which also was put into taxable use on July 1, was 
subsequently converted to a single unit. In either instance, the altera- 
tion changes the classification of the vehicle for purposes of the high- 
way motor vehicle use tax. Held, in accordance with the provisions 
of section 4481 of the Internal Revenue Code of 1954, tax due for any 
tax year on the use of a highway motor vehicle is computed on the 
basis of the taxable gross weight of the vehicle at the time of its first 
taxable use in that year, and any alteration in the vehicle subsequent 
to such first taxable use will not afFect the tax for that year, even 
though the alteration changed its classification under the schedule of 
taxable gross weights set forth in the regulations. However, liability 
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for the subsequent tax year will be based on the taxable gross weight 
assigned to the category of the schedule of taxable gross weights in 
which the vehicle falls at the the time of its first taxable use in that 
year. 

26 CFR 41. 4481 — 3: Registration. Rev. Rul. 57 — 294 

Foreign trucking firms will not incur liability for the Federal 
highway motor vehicle use tax on the use of vehicles ~vithin the 
United States unless such vehicle are, or are required to be, regis- 
tered under the laws of any State in which they are operated. 

The Internal Revenue Service has been asked (1) whether certain 
Canadian owned vehicles which operate within the United States are 
subject to the highway motor vehicle use tax and (9) whether the 
purchase of a special permit or identification tag for the purpose of 
paying a State highway use tax or a truck-mile tax constitutes "regis- 
tration" as contemplated by section 41. 4481 — 3(a) of the Highway 
Motor Vehicle Use Tax Regulations. 

Under the laws of certain States which border on the Dominion of 
Canada, the Canadian owners of motor vehicles may, within specified 
limitations, operate their vehicles within those States without paying 
the usual registration or license fee. However, in those States which 
levy a highway use tax or a truck-mile tax, these Canadian owners are 
required to obtain, in connection with the payment of such a tax, 
special permits or identification plates for all trucks operated within 
the State. 

Section 4481(a) of the Internal Revenue Code of 1954 imposes a tax 
on the use of certain highway motor vehicles. Section 4481 (b) of the 
Code provides that the tax shall be paid by the person in whose name 
the highway motor vehicle is, or is required to be, registered under the 
law of the State in which the vehicle is, or is required to be, registered. 
Section 448o(c) (1) of the Code defines the term "State" to mean a 
State, a Territory of the United States, and the District of Columbia. 

Section 41. 4481 — 3 (a) of the regulations state that— 
«: ~ the term "registered" when used with reference to a highway motor vehicle 
means— 

(1) Registered under the law of any State or Territory of the United 
States or the District of Columbia, or, 

(2) Required to be registered under the law of any State or Territory of 
the United States in which such highway motor vehicle is operated or 
situated * * ". 

Any highway motor vehicle which is operated under a dealer's tag, license, or 
permit is considered to be registered in the name of such dealer. A. highway 
motor vehicle is not considered to be registered solely by reason of the fact that 
there has been issued a special permit for operation of the vehicle at particular 
times and under spccified conditions. 

It is held that liability for the highway motor vehicle use tax is not 
incurred by foreign trucking firms on the use of vehicles within the 
United States unless such vehicles are, or are required to be, registered 
under the laws of any State in which they are operated. It is further 
held that compliance with a State law requiring the purchase of a 
special permit or identification tag for purposes of a State highway 
use tax law does not constitute "registration" for purposes of the 
Federal highway motor vehicle use tax. 
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SECTION 4482. — DEFINITIONS 
26 CFR 41. 4-182(b) — 1: Definition of taxable 

gross weight. 

[$ 4482, 

Rev. Rul. 57 — 225 

A. truck-tractor that has been converted for use as a wre& ker is 
classified as a single unit truck for purposes of the highway motor 
vehicle use tax. 

For purposes of the highway motor vehicle use tax, advice has been 
requested relative to the classification, of a converted truck-tractor 
previously used for pulling semitrailers, now retired from over-the- 
road service and used as a wrecker for towing disabled vehicles. It 
has been converted for use as a wrecker by removing the fifth wheel 
and attaching a crane. 

Section 4481(a) of the Internal Revenue Code of 1954 imposes a 
tax on the use of any highway motor vehicle which has a taxable gross 
iveight of more than 26, 000 pounds. Section 4482(b) of the Code 
provides that taxable gross weight shall be determined under regula- 
tions prescribed by the Secretary of the Treasury or his delegate, and 
defines the term as the sum of (1) the actual unloaded weight of the 
highway motor vehicle fully equipped for service, and the semitrailers 
and trailers (fully equipped for service) custom~arily used in connec- 
tion with highiray motor vehicles of the same type, and (2) the weight 
of the maximum load customarily carried on highway motor vehicles 
of the same type and on the semitrailers and trailers customarily used 
in connection therewith. 

Section 41. 4482(b) — 1(c) of the Highway Motor Vehicle Use Tax 
Regulations sets forth a schedule of taxable gross weights prescribed 
under the authority provided in section 4482(b) of the Code, which 
schedule is based on the sum of the weights referred to in the statutory 
definition of the term "taxable gross weight. " It lists three classes 
of vehicles, namely, single units, combinations, a. nd buses. 

It is held that where a truck-tractor has been converted in the 
manner described above, it is properly classified as a single unit truck 
for purposes of the highway motor vehicle use tax. 

Rev. Rul. 57 — 226 

Section 4481(a) of the Internal Revenue Code of 1954 imposes a 
tax on the use of certain highway motor vehicles which have a taxable 
gross weight of more than 26, 000 pounds. Section 4482(b) of the 
Code prox~ides that "taxable gross weight" shall be determined under 
regulations prescribed by the Secretary of the Treasury or his dele- 
gate, and that such regulations may include formulas or other meth- 
ods for determining the taxable gross weight of vehicles by class, 
specifications, or otherwise. Section 41. 4482 (b) — 1(c) of the Highway 
Motor Vehicle Use Tax Regulations sets forth a schedule of taxable 
gross weights for different classes of vehicles, based on the number 
of axles and the actual unloaded weight of the power unit fully equip- 
ped for service. HeM. the term "axle, " as it is used in the schedule 
of taxable gross weights, is not restricted to the driving axles of a 
vehicle. Rather, the term includes all axles that are, in f~act, parts of 
the vehicle. 
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SECTION 4488. — EXEMPTIONS 

26 CFR 41. 4483: Statutory Provision; Rev. Rul. 57 — 269 
exemptions. 

The exemption from the highway motor vehicle use tax authorized 
by the Secretary of the Treasury, C. B. 19o6 — 2, 1669, as to the use 
of vehicles by the United States, depends on whether the vehicles 
are actually operated by the United States. 

The Internal Revenue Service has been asked to clarify the exemp- 

tion granted by the Secretary of the Treasury, C. B. 1956 — 2, 1869, 
under the provisions of section 4488 (b) of the Internal Revenue Code 
of. 1954 with respect to the use of certain highway motor vehicles in the 
situations described below. 

Situation (1). A company leases trucks outright to the United 
States Government. The trucks, which are used for hauling mail, are 
driven and maintained by Post Ofiice Department employees. 

Situation (2) . A company hauls mail in its own trucks under United 
States contracts. The trucks are driven and maintained by employees 
of the company. There are no Federal Government employees in- 
volved in the operation of the trucks at any time. 

Situation (8). A company operates mobile postal units under 
United States mail contracts. The postal units are built on truck 
chassis according to Post O]lice Department specifications. They are 
owned by the company and are driven in over-the-road operations by 
employees of the company. A United States Government postal clerk 
sorts in traiisit and otherwise handles the mail that is being 
transported. 

Situation (4). A nongovernmental corporation is operated under 
a business franchise in the State in which it is located. Its sole finan- 
cial support is derived from the performance of research and devel- 
opment contracts. Most of its projects are for the United States 
Government and are undertaken on a standard Government cost- 
plus-fixed-fee type of contract. In connection with one of its proj- 
ects, the company uses a specially-equipped truck that is owned by 
the Federal Government. 

Section 4481(a) of the Code imposes a tax on the use of certain high- 
way motor vehicles. Section 4481(b) of the Code provides that the 
tax shall be paid by the person in whose name the highway motor 
vehicle is, or is required to be, registered, or, in case the highway motor 
vehicle is owned by the United States, by the agency or instrumen- 
tality of the United States operating such vehicle. 

Section 4488(b) of the Code provides that, the Secretary of the 
Treasury may authorize exemption from the tax imposed by section 
4481 as to the use by the United States of any particular highway 
motor vehicle, or class of highway motor vehicles, if he determines 
that the imposition of such tax with respect to such use will cause 
substantial burden or expense which can be avoided by granting tax 
exemption and that full benefit of such exemption, if granted, will 
accrue to the United States. Pursuant to this provision, the Secretary 
has authorized exemption from the tax as to the use by the United 
States on or after July 1, 1956, of any highway motor vehicle on the 
public highways in the United States, whether or not such highway 
motor vehicle is owned by the United States. See C. B. 1956 — 2, 1869. 



427 [f 5703. 

Section 41. 4482(c) — 1(c) of the Highway Motor Vehicle Use Tax 
Regulations defines the term "use" to mean the use of a highway motor 
vehicle on the public highways in the United States, that is, operation 
of the motor vehicle, by means of its own motor, on any roadway in 
the United States which is not a private roadway. 

Therefore, it is held that, for purposes of the exemption from the 
highway motor vehicle use tax, the term "use by the United States" 
as used in the authorization of the Secretary, means the operation by 
the United States or any agency or instrumentality thereof on the 
public highways in the United States of any highway motor vehicle, 
whether or not such highway motor vehicle is owned by the United 
States or any agency or instrumentality thereof. Accordingly, the 
exemption would apply in situation 1, where the trucks are actually 
operated by the United States Government. Since in situations 2, 3, 
and 4 the trucks are operated by the companies, rather than by the 
Federal Government, the exemption granted under the provisions of 
section 4483(b) of the Code will not apply, 

26 CFR 41. 4483 — 1: State and local govern- 
mental exemption. 

Section 4481 of the Internal Revenue Code of 1954 imposes an ex- 
cise tax on the use of certain highway motor vehicles. IIowever, 
section 4483 of the Code exempts from this tax the use of any high- 
way motor vehicle by any State or any political subdivision of a State. 
Section 41. 4483 — 1 of the Highway Motor Vehicle Use Tax Regula- 
tions provides, in part, that the term "use by any State or any politi- 
cal subdivision thereof" means the operation by any State or any po- 
litical subdivision thereof. FIeld, since volunteer fire departments 
are quasi-governmental organizations that perform functions ordi- 
narily carried on by governmental units, this exemption applies to 
the operation of vehicles by volunteer fire departments. See Reve- 
nue Ruling 55 — 545, C. B, 1955 — 2, 458, regarding the exemption from 
manufacturers excise tax provided by section 4224 of the Code. 

CHAPTER 52. — TOBACCO, CIGARS, CIGARETTES, AND 
CIGARETTE PAPERS AND TUBES 

SUBCHAPTER A. — DEFINITIONS; RATE AND PAYMENT OF TAX; EX- 
EMPTION FROM TAX; AND REFUND AND DRAWBACK OF TAX 

SECTION 5703. — LIABILITY FOR TAX AND METHOD OF 
PAYMENT 

26 CFR 270. 194: Stamps for affixture in foreign Rev. Rul. 57 — 196 
countries. 

(Also Section 275. 183. ) 
United States internal revenue tobacco products tax stamps may 

now be forwarded to Israel for affixture to tobacco products manu- 
factured in Israel for exportation to the United States. A. ccord- 
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ingly, Revenue Ruling 55 — 680, C. B. 1955-2, 475, which contains a 

list of the foreign countries to which the internal revenue tobacco 

tax stamps may be shipped, is hereby amended to include Israel. 

26 CFR 275. 188: Stamps for afiixture in foreign 
countries. 

The list of foreign countries to which tobacco stamps may be sen. t 
for aSxture therein is supplemented. See Rev. Rul. 57 — 196, page 427. 

SECTION 5705. — REFUND OR ALLOWANCE OF TAX 

Rev. Rul. 57 — 16 26 CFR 270. 164: Claim for refund of tax. 
(Also Section 270. 197. ) 

Claims may be filed for the refund of tax paid under the return 
system to cover cigars returned to the manufacturer or importer 
(withdrawn from the market) in partially filled packages as well 
as in full packages. 

The date of taxpayment of cigars taxpaid under the return 
system need not be shown on the face of Form 843, Claim, where 
the various dates of taxpayment appear on the schedule required 
to accompany the claim. 

Advice has been requested whether claims may be filed for the 
refund of tax paid on cigars withdrawn from the market by the 
manufacturer in partially filled packages, where the tax thereon 
had been paid under the return system. Advice has also been re- 
quested with respect to the method of showing the date of taxpayment. 

Section 270. 164 of the Regulations relating to Cigars and Ciga- 
rettes (Manufacturers, Importers, and Dealers) provides, in part, 
that the tax paid by return on cigars which are withdrawn from the 
market by the manufacturer, or are lost (otherwise than by theft) 
or destroyed by fire, casualty, or act of God, while in the possession 
or ownership of the manufacturer, may be refunded. Similar pro- 
vision is made in section 270. 197 of the regulations with respect to 
the refund of tax paid on imported cigars under the return system. 

It is held that the above provisions are applicable to cigars with- 
drawn by the manufacturer or importer from the market in partially 
filled packages as well as in full packages. 

Sections 270. 164 and 270. 197 of the regulations also provide that 
the manufacturer or importer must prepare a schedule, in letter forin, 
of the cigars covered by the claim for refund, wliere such tax had 
been paid under the return system. Such schedule, prepared by the 
manufacturer, should show (1) the class of the product, (2) the fac- 
tory from which the product was removed (permit number), (8) 
the number of full packages and the number of partially filled pack- 
ages, indicated separately, (4) the separate quantity of cigars of 
each class in full and partially filled packages, (5) the date of tax- 
payment, (6) the rate of tax, and (7) the amount of tax for each item. 

It will not be necessary to show the dates of taxpayment on the 
face of Form 848, Claim, where the various dates of taxpayment 
appear on the schedule, under the heading "Da, te of Taxpayment. " 
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Schedules by importers will be prepared in the same manner except 
that item (2), above, will be omitted. 

The following schedule is published as a guide to illustrate the in- 
formation which a manufacturei should furnish: 

SPECIMEN 

SCHEDULE FOR REFUND OF TAX PAID BY RETURN ON CIGARS 
WITHDRAWN FROM THE MARKET 

(Claimant) 

Assembled at: 

(Number and Street, City, Zone, State) 

Class of 
product 

Permit 
No. 

State 

Factory from which 
product was re- 

moved No. of full or par- 
tially alled packages 
(indicate separately) 

Quantity 
0' cigars 

Date of tax 
payment 

Rate 
of 

tax 

Amount of 
tax 

C 
D 

C-1042 Pa. 500 fu11 
250 partial 

750 

25, 000 
10, 262 

35, 262 

10/12/56 
10/ 2/56 

$4 
7 

$100. 00 
71. 83 

$171. 83 

(Also Sections 270. 165, 275. 154. ) 
(Also Part II, Section 2108. ) 

Rev. Rul. 57 — 121 

A corporation, which acquires all of the capital stock of the manu- 
facturing company which was thereafter dissolved, is considered the 
"manufacturer" within the intent of section 5705(a) of the Internal 
Revenue Code of 1954 (section 2198 of the 1939 Code), a. nd, as such, 
is entitled to file a claim for refund of the tax paid on tobacco prod- 
ucts by the former company where such tobacco products are sub- 
sequently withdrawn from the market after acquisition by the 
successor corporation. 

Advice has been requested whether a corporation, which purchased 
all of the capital stock of a manufacturing company, after which the 
manufacturing company was dissolved, is entitled to file a claim for 
refund of the value of. stamps affixed to tobacco products withdrawn 
from the market where the stamps were purchased and affixed to the 
tobacco products removed from its f actory by the manu f acturing 
company prior to its sale. 

Stamps were purchased by Z' company and affixed to cigarettes 
produced in and removed from its factory. Subsequent thereto, all 
of the capital stock of X' company was transferred to X company and 
X company was formally dissolved, at which time the assets of X 
company were distributed to I' company. The cigarettes were with- 
drawn from the market by X company after dissolution of Z com- 
pany, and X company filed a claim for refund of the value of the 
stamps attached to such cigarettes. 

Section 5705(a) of the Internal Revenue Code of 1954 provides 
in part that a refund of any tax imposed by chapter 52 thereof shall 
be made to the manufacturer on proof. satisfactory to the Secretary 
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of the Treasury, or his delegate, that the claimant manufacturer has 
paid the tax on articles withdrawn by him f rom the market. Similarly, 
section 2198 of the Internal Revenue Code of 1989 provides for the 
redemption of internal revenue stamps a%xed to packages of tobacco 
products withdrawn from the market by the manufacturer. 

Section 270. 164 of the Regulations relating to Cigars and Cigarettes 
(Manufacturers, Importers, and Dealers), provides in part for the 
refund to the manufacturer of tax paid by return on cigars withdrawn 
from the market by the manufacturer. Section 270. 165(b) thereof 
provides in part for the refund to the manufacturer of the value of 
stamps attached. to packages of cigars or cigarettes withdrawn from 
the market by the manufacturer. A. similar provision with respect 
to the refund to the manufacturer of the value of stamps attached to 
packages of manufactured tobacco withdrawn from the market by 
such manufacturer is contained in section 275. 154(b) of the Regula- 
tions relating to Manufactured Tobacco (Manufacturers, Importers, 
and Dealers) . 

It is held that the phrase "that the claimant manufacturer "' 

has paid the tax on articles withdrawn by him from the market, " 
contained in section 5705 (a) of the 1954 Code, covers not only the cor- 
porate entity which manufactured the product but also a corporation 
into which the manufacturing coporation was merged, a new corpora- 
tion resulting from the consolidation of another corporation with the 
manufacturing corporation, and a corporation which acquires all of 
tlie corporate stock of the manufacturing corporation which is there- 
after dissolved, as well as the transfer by operation of law of the con- 
trol of the manufacturing corporation, such as through bankruptcy, 
the appointment of a receiver, or by other court order. 

A. ccordingly, a corporation which acquires all of the capital stock 
of the manufacturing company, which was thereafter formally dis- 
solved, should be considered tlie "manufacturer" within the intent 
of section 5705 (a) of the 1954 Code and section 2198 of the 1989 Code, 
since that corporation is the successor to the manufacturing company 
and, therefore, is entitled to file a claim for refund of tax paid on the 
tobacco products subsequently withdrawn from the market. On the 
other hand, if a concern merely purchases the assets of a manufactur- 
ing corporation which continues in existence, then the purchasing 
concern is not entitled to file a claim for refund of the value of stamps 
purchased and afiixed to tobacco products produced and removed by 
the manufacturing corporation prior to the sale of its assets. 

26 CFR 270. 165: Claim for redemption, or 
refund of the value, of stamps. 

For the filing of claims by a corporation, as successor to the manu- 
facturer of cigars or cigarettes taxpaid by stamp, see Rev. Rul. 57 — 121, 
page 429. 

26 CFR 270. 1¹ Claim for refund of tax. 

For the extent of refund of tax paid under the return system and 
method of preparing the schedule, see Rev. Rul. 57 — 16, page 428. 
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26 CFR 275. 154: Claim for redemption, or 
refund of the value, of stamps. 

For the filing of claims by a, corporation, as successor to the manu- 
facturer of taxpaid tobacco products, see Rev. Rul. 57 — 121, page 429. 

SUBCHAPTER C. — OPERATIONS BY MANUFACTURERS OF ARTICLES 

SECTION 5721. — INVENTORIES 
For the method of reporting tobacco materials on inventories of. 

manufacturers of tobacco products, see Rev. Proc. 57 — 11, page 739. 

SECTION 5722. — REPORTS 
For the method of showing tobacco materials on monthly reports 

of manufacturers of tobacco products, see Rev. Proc. 57 — 11, page 739. 

SECTION 5728. — PA CKAGES, LABELS, NOTICES, AND 
STAMPS 

Rev. Rul. 57 — 97 26 CFR270. 198: ASxtureof stamps. 
(Also Section 275. 182. ) 

Section 270. 193 of the Regulations relating to Cigars and Cigarettes 
(Manufacturers, Importers, and Dealers) provides that, except in the 
case of cigars taxpaid by return, the importer shall, before removal 
subject to tax, securely aux to each package of cigars or cigarettes one 
or more stamps of such proper class and denominations as will fully 
taxpay the contents of the package. Similar provisions with respect 
to manufactured tobacco is made in section 275. 182 of the Regulations 
relating to Manufactured tobacco (Manufacturers, Importers, and 
Dealers). Held, since the Internal Revenue Code of 1954, and the 
pertinent regulations, do not prescribe or restrict the quantities of 
imported tobacco products which may be put up in packages for 
domestic sale or consumption, such products may be put up in packages 
of any size so long as sufhcient tax stamps are aSxed to the packages to 
fully taxpay the contents and the denominations of such stamps ac- 
curately indicate the quantity of tobacco products contained in each 
package. For a similar ruling with respect to domestic tobacco prod- 
ucts, see Revenue Ruling 56 — 113, C. B. 1956 — 1, 546. 

26 CFR 275. 182: Affixture of stamps. 

For the quantity of imported tobacco products which may be 
placed in a package, see Rev. Rul. 57 — 97, above. 
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SUBCHAPTER E. — RECORDS OF MANUFACTURERS OF ARTICLES AND 
DEALERS IN TOBACCO MATERIALS 

SECTION 5741. — RECORDS TO BE MAINTAINED 

26 CFR 270. 142: Record. 
For instructions on records to be kept by manufacturers of cigars 

and cigarettes, see Rev. Proc. 57 — 8, page 7M. 

26 CFR 275. 162: Record. 
For instructions on records to be kept by manufacturers of tobacco, 

see Rev. Proc. 57 — 7, page 760. 

CHAPTER 53. — MACHINE GUNS AND CERTAIN OTHER 
FIREARMS 

SUBCHAPTER B. — GENERAL PROVISIONS 

SECTION 5848. — DEI'INITIONS 
26 CFR 179. 20: Firearm. Rev. Rul. 57 — 6 

A rified bore pistol or revolver of the conventional type is not a 
firearm as defined in section 5848 of the Internal Revenue Code of 
1954, but a smooth bore "pistol or revolver" is a firearm as so 
defined. 

Revenue Ruling 54 — 159, C. B. 1954 — 1, 251, revoked. 

Revenue Ruling 54 — 159, C. B. 1954 — 1, 251, holds that the removal of 
the rifiing from the barrel of . 68 and . 45 caliber revolvers and the use 
of standard revolver cartridge casings, liand loaded with shot, do not 
remove such weapons from the classification of revolvers. 

The Internal Revenue Service has reconsidered, for classification 
purposes under the National Firearms Act (chapter 56 of the Internal 
Revenue Code of 1954), the status of a pistol or revolver, designed oz 
redesigned to fire through a smooth bore, primarily fixed ammunition 
consisting of the case, primer, propellent charge, and "shot, " rather 
than fire, through a rified bore, fixed ammunition consisting of the 
case, primer, propellent charge, and a "bullet. " A. s a result. of com- 
prehensive ballistics and practical comparative tests, tile weapons have 
been classified as follows: 

A. rified bore pistol or revolver of the conventional type meets the 
basic requirements of a "small projectile weapon" as defined in sec- 
tions 179. 65 and 179. 37 of. the Regulations relating to Machine Guns 
and Certain Other Firearms, even if loaded with "shot cartridges" for 
the reason that it is designed to function most proficiently from a 
ballistics standpoint when discharging a "bullet. " Accordingly, a 
rified bore pistol or revolver of the conventional type is not a firearm 
as defined in section 5848 of the Code. 

On the other hand, a smooth bore pistol or revolver fails to meet the 
basic requirement of a "small projectile weapon" even when loaded 
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with "bullet cartridges" for the reason that the weapon is designed to 
function most proficiently from a ballistics standpoint when discharg- 
ing "shot, " equaling the potential of shotguns with comparable specifi- 
cations. Therefore, a smooth bore handgun is not a "pistol or re- 
volver" as defined in the regulatory definitions referred to above and 
is not entitled to exception from the provisions of chapter 58 of the 
Code. Accordingly, it is held that such a iveapon is a firearm as 
defiinecl in section 5848(1) and (5) of the Code and as such is subject to 
the provisions of the National Firearms Act (chapter 53 of the Code) . 

Revenue Ruling 54 — 159, C. B. 1954 — 1, 251, is hereby revoked, How- 
ever, under the authority of section 7805(b) of the Code, this ruling 
will be applied without retroactive efFect. 

(Also Part II, Federal Firearms Act, Section 1; Rev. Rul. 57 — 227 
Section 815. 27. ) 

Only those firearms covered by section 5848 of the Internal 
Revenue Code of 1954 which have been deactivated in the manner 
prescribed in Revenue Ruling 55 — 590, C. R. 1955-2, 483, under the 
supervision of an investigator of the Alcohol and Tobacco Tax Di- 
vision, may be considered in the category of a "DEwAr. " Not- 
withstanding its operating condition, any firearm covered by such 
section which has not been deactivated in the prescribed manner 
under the supervision of such officer comes within the purview of 
Chapter 53 of the Code inasmuch as the exemption afforded "un- 
serviceable" firearms is conditional and applicable only in respect 
to the transfer tax imposed under section 5811(a) of the Code. 

The Internal Revenue Service emphasizes the distinction between 
an "unserviceable" firearm and a "DEwAT as defined in Revenue 
Ruling 55 — 590, C. B. 1955 — 2, 488, for purposes of Chapter 53 of the 
Internal Revenue Code of 1954, and announces that such distinction 
will be enforced in order to avoid abuses of the ruling in respect of 
DE WATS. 

The minimum requirements for the process of transforming a fire- 
arm into a DEwAT were established with the assistance of recognized 
ordnance experts, and the Internal Revenue Service has consistently 
held that the deactivation must be witnessed by the investigator who 
certifies as to the condition of the DEwAT. To insure that the mini- 
mum requirements would be met, investigators of the Alcohol and 
Tobacco Tax Division were instructed to make the necessary ar- 
rangements to have firearms deactivated by experienced welders 
under their supervision. Such deactivation has ordinarily been ac- 
complished at no expense to the individual owners of the firearms. 
This procedure was adopted, and has been continued, (1) since ex- 
perience has shown that improper welding increases the possibility 
of reactivating a DEwAT and, (2) to eliminate any possibility of. 
substitute brazing, soldering, or other process to simulate steel weld- 
ing in "deactivating" firearms. 

It is the position of the Internal Revenue Service that only such 
firearms covered by section 5848 of the Internal Revenue Code of 
1954 which have been deactivated in the prescribed manner under 
the supervision of Alcohol and Tobacco Tax investigators may be 
considered in the category of DEwATs. Any firearms which have not 
been deactivated in the prescribed manner under the supervision of 



$ 5848. ] 434 

such oScers come within the purview of Chapter 58 of the Internal 
Revenue Code of 1954 notwithstanding their operating condition, in- 
asmuch as the exemption aQorded "unserviceable" firearms is con- 
ditional and applicable only in respect to the transfer tax imposed 
under section 5811(a) of the Code. 

A. "DrwAT" and an "unserviceable" firearm under Chapter 58 of 
the Code are both firearms under the Federal Firearms Act, 15 
U. S. C. 901 — 909, and, accordingly, are subject to the applicable pro- 
visions of the Federal Firearms Act and the regulations issued pur- 
suant thereto since "any part or parts" of a weapon is a "firearm" 
as defined. therein. 

Rev. Rul. 57 — 84 26 CFR 179. 81: MuSer or silencer. 
(Also Part II, Federal Firearms Act, 

Section 1; Section 315. 27. ) 
A barrel extension, having a diameter of four inches, an overall 

length of 10 inches, and no bafile plates, for a standard industrial gun 
produced by a domestic manufacturer, but which neither silences 
nor appreciably diminishes the explosive report of the gun, is not a 
"muffier or silencer" within the purview of the National Firearms 
Act or of the Federal Firearms Act. 

Any similar device, designed for use with an industrial gun, should 
be submitted for classification purposes prior to general production 
thereof. 

Advice has been requested whether a barrel extension designed to 
reduce the risk of injury to the hearing of operators of industrial 
guns is a muSer or silencer within the purview of the National Fire- 
arms Act (chapter 58 of the Internal Revenue Code) and the Federal 
Firearms Act, title 15, U. S. C. , chapter 18. 

The Internal Revenue Service has examined the brochures, plans, 
and specifications relating to a particular barrel extension, having a 
diameter of four inches, an overall length of 16 inches, and no baSe 
plates, designed for use with a standard industrial gun of a domestic 
manufacturer, and has witnessed demonstrations of the device. The 
stated purpose of the device is to reduce the risk of injury to the 
hearing of operators of industrial guns by projecting the report of 
discharge of the explosive away from such operator. 

Section 5848 of the Internal Revenue Code of 1954 includes as a part 
of the definition of a firearm a "muSer or silencer for any firearm, " 
whether or not, such fiirearni is includecl within the definition of a fire- 
arm as contained therein. Pursuant thereto, section 179. 81 of the Regu- 
lations relating to Machine Guns and Certain. other Firearms defines 
a "muSer" or "silencer" as any device for silencing or diminisliing the 
report of any portable we;ipon, such as a rifie, carbine, pistol, revolver, 
machine gun, submachine gun, shotgun, fowling piece, or other device 
from which a shot, bullet, or projectile may be discharged by an explo- 
sive. Similarly, section 1 of the Federal Firearms Act, 15 U. S. C. 
901, includes in the definition of a firearm a "firearm muSer or firearm 
silencer. " 

The demonstrations of the device described above conclusively 
established that it neither silenced nor appreciably diminished the 
explosive report. Therefore, it is held that this barrel extension for 
industrial guns, conforming to the plans and specifications examined, 
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is not a "mufHer or silencer" within the purview of the National Fire- 
arms Act, chapter 53 of the Internal Revenue Code of 1954, or within 
the purview of the Federal Firearms Act, title 15 U. S. C. , chapter 18. 

Any device of. similar nature designed for attachment to an indus- 
trial gun, for the purpose of aff'ecting the report of discharge in any 
way, should be submitted for testing so that a determination may be 
made in each case whether the particular device is a "muffler" or 
"silencer" under these statutes. Similarly, any person proposing to 
produce devices of this nature should contact the Director, Alcohol 
and Tobacco Tax Division, Internal Revenue Service, Vrashington 25, 
D. C. 

SUBTITLE F. — PROCEDURE AND ADMINISTRATION 

CHAPTER 61. — INFORMATION AND RETURNS 

SUBCHAPTER A. — RETURNS AND RECORDS 
PART II. — TAX RETURNS OR STATEMENTS 

SUBPART A. — GENERAL REQUIREMENTS 

SECTION 6011. — GENERAL REQUIREMENT OF RETURN) 
STATEMENT OR LIST 

Requirements for private printing and alternate method of filing 
Form 1042S. See Rev. Proc. 57 — 4, page 725. 

PART III. — INFORMATION RETURNS 

SUBPART A. — INFORMATION CONCERNING TRANSACTIONS WITH OTHER PERSONS 

SECTION 6033. — RETURNS BY EXEMPT ORGANIZATIONS 
26 CFR 1. 6088 — 1: Returns by exempt 

organizations. 

Procedure for filing Form 990 — P by trustees of exempt employees' 
trusts which invest in insurance company contracts. See Rev. Proc. 
57 — 15, page 745. 

SUBPART B. — INFORMATION CONCERNING TRANSACTIONS WITH OTHER PERSONS 

SECTION 6041. — INFORMATION AT SOURCE 

Rev. Rul. 57 — 7 

An agreement under which a corporation places coin-operated 
amusement or gaming devices on premises occupied by another, in 
consideration of a stipulated percentage of the gross receipts less 
specified expenses as remuneration for permitting the machines to 
occupy space on such premises, constitutes a lease of such space 
by the occupant as lessor to the corporation as lessee. If the re- 



$ 6041. j 436 

muneration paid by the corporation to the occupant of the premises 
(if other than a corporation) in any taxable year amounts to $600 
or more the corporation is required, under section 6041 of the In- 
ternal Revenue Cocle of 1964, to file information returns on Forms 
1096 and 1099 with respect to such remuneration. 

Advice has been requested as to the nature, for Federal tax pur- 
poses, of the agreements hereinafter described, under which a corpora- 
tion places coin-operated amusement and gaming devices on premises 
occupied by another. 

3f corporation owns slot machines, juke boxes, and pinball ma- 
chines, as well as other amusement and gaming devices which are 
placed in various locations with the permission of the occupant of 
the premises. The parties agree that the occupa. nt will receive a 
stipulated percentage of the receipts from the machines, after deduc- 
tion of certain expenses, as remuneration for permitting the machines 
to occupy space in his establishment. Although the machines are 
owned by 3I corporation, the tax stamps are properly purchased by the 
occupant of the premises in his own name and he is reimbursed therefor 
by 3f corporation. 

The machines can be opened only by a collector employed by 3f 
corporation who counts the money, usually in the presence of the oc- 
cupant of the premises or one of his employees. The collector reim- 
burses the occupant as to any payouts and then pays him the agreed 
percentage of the balance. Under the agreement between the parties, 
the occupant of the premises on which the machines are located is to 
make change for customers, if necessary, and to pay out any prizes 
or winnings. It is further understood by the parties th. at 3X is to pay 
the costs of repairing and installing the machmes as well as all other 
expenses with respect thereto, an. d that 3I is to bear the losses from 
the operation of the machine, if any. 

In view of the foregoing, these arrangements for Federal tax pur- 
poses constitute leases of space for the location of the machines entered 
into by 31 corporation, as lessee, with the occupants of the premises 
where the machines are placed, as lessors. If the remuneration paid 
by the corporation to the occupant of the premises (if other than a 
corporation) in any ta~able year amounts to $600 or more, the corpora'- 
tion is required, under section 6041 of the Internal Revenue Code of 
1954, to file information returns on Forms 1096 and 1099 with respect 
to such remuneration. 

SUBCHAPTER B. — MISCELLANEOUS PROVISIONS 

SECTION 6108. — PUBLICITY OF RETURNS AND LISTS OF 
TAXPAYERS 

E. O. 10699 26 CFR 801. 6108 (a) — 101: Inspection of returns 
by committees of Congress other than those 
enumerated in Section 6103 (d) of the Internal 
Revenue Code of 1954. 

(Also Part II, Section 55. ) 
Inspection of income, excess-profits, declared-value excess-profits, 

capital-stock, estate, and gift tax returns by the Senate Committee 
on Government Operatious. 
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By virtue of the authority vested in me by sections 55(a), 508, 608, 
729(a), and1204of'the Internal Revenue Code of 1980 (58 Stat. 29, 111, 
171; 54 Stat. 980, 1008; 55 Stat. 722; 26 U, S. C. 55 (a), 508, 608, 729 (a), 
and 1204), and by section 6108(a) of the Internal Revenue Code of 
1054 (68A Stat. 753; 26 U. S. C. 6103(a) ), it is hereby ordered that 
any income, excess-profits, declared-value ex~cess-profits, capital-stock, 
estate, or gift tax return for the years 1945 to 1957, inclusive, shall, dur- 
ing the Eighty-fifth Congress, be open to inspection by the Senate 
Committee on Government Operations, or any duly authorized sub- 
committee thereof, in connection with its studies of the operation of 
Government activities at all levels with a view to determining the 
economy and efFiciency of the Government, such inspection to be in 
accordance and upon compliance with the rules and regulations pre- 
scribed by the Secretary of the Treasury in Treasury Decisions 6182 
[C. B. 1055 — 1, 142] and 6188 [C. B. 1055 — 1, 885], relating to the in- 
spection of returns by committees of the Congress, approved by me on 
May 8, 1055. 

This order shall be efFective upon its filing for publication in the 
Federal Register. 

DWIGHT D. EISENHOWER. 
TH: E %HITE HOUSE) 

Febnsary 10, 1067. 
(Filed by the Division of the Federal Register February 20, 19o7, 10: 29 a. m. , and 

published in the issue of the Federal Register for February 21, 1957, 22 F. R. 
1059. ) 

(Also Part II, Section 55. ) E. O. 10701 
Inspection of income, excess-profits, declared-value excess-profits, 

capital-stock, estate, and gift tax returns by the Committee on Un- 
American Activities, House of Representatives. 

By virtue of the authority vested in me by sections 55(a), 508, 608, 
729(a), and 1204 of the Internal Revenue Code of 1980 (58 Stat. 20, 
111, 171; 54 Stat. 989, 1008; 55 Stat. 722; 26 U. S. C. 55(a), 508, 608, 
729(a), and 1204), and by section 6108(a) of the Internal Revenue 
Code of 1054 (68A Stat. 753; 26 U. S. C. 6108 (a) ), it is hereby ordered 
that any income, excess-profits, declared-value excess-profits, capital- 
stock, estate, or gift tax return for any period to and including 1957, 
shall, during the Eighty-fifth Congress, be open to inspection by the 
Committee on Un-American Activities, House of Representatives, or 
any duly authorized sub-committee thereof, for the purpose of carry- 
ing on those investigations authorized by cia, use 17 of Rule XI of the 
Rules of the House of Representatives, agreed to January 8, 1957, such 
inspection to be in accordance and upon compliance with the rules and 
regulations prescribed by the Secretary of the Treasury in Treasury 
Decisions 6182 [C. B. 1955 — 1, 142] and 6188 [C. B. 1955 — 1, 885], relat- 
ing to the inspection of returns by committees of. the Congress, ap- 
proved by me on May 8, 1955. 

This order shall be effective upon its filing for publication in the 
F ederal Register. 

DWIGHT D. EISENIIowER 
THE WHITE HoUsE, 

Anarch 18, 1M/. 
(Filed by the Division of the Federal Register March 12, 1957, 4: 14 p. m. , and 
published in the issue of the Federal Register for March 13, 1957, 22 F. It. 1629. ) 
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(Also Part II, Section 55. ) E. 0. 10708 
Inspection of income, excess-profits, declared-value excess-profits, 

capital-stock, estate, and gift tax returns by the Select Committee 
of the Senate established by Senate Resolution 74, 85th Congress, 
to investigate improper activities in labor-management relations, 
and for other purposes. 

By virtue of the authority vested in me by sections 55(a), 508, 608, 
729(a), and 1204 of the Internal Revenue Code of 1989 (58 Stat, . 29, 
111, 171; 54 Seat. 989, 1008; 55 Stat. 722; 26 U. S. C. 55(a), 508, 
608, 729 (a), and 1204), and by section 6108 (a) of the Internal Reve- 
nue Code of 1954 (68A Stat. 758; 26 U. S, C. 6108(a) ), it is hereby 
ordered that any income, excess-profits, declared-value excess-profits, 
capital-stock, estate, or gift tax return, for the years 1945 to 1957, 
inclusive, shall, during the Eighty-fifth Congress, be open to inspec- 
tion by the Select Committee of the Senate Established by Senate 
Resolution 74 85th Congress, agreed to January 80, 1957, to investigate 
improper activities in labor-management relations, and for other pur- 
poses, or any duly authorized subcommittee thereof, for the purpose of 
carrying out the provisions of such resolution; such inspection to be in 
accordance and upon compliance with the rules and regulations pre- 
scribed by the Secretary of the Treasury in Treasury Decisions 6182 
[C. B. 1955 — 1, 142] and 6188 [C. B. 1955 — 1, 885], relating to the inspec- 
tion of returns by committees of the Congress, approved by me on May 
8, 1955. 

This order shall become effective upon its filing for publication in 
the Federal Register. 

DWIGH r D. EISENHOWER. 
THE WHITE HovsE 

3farch 1/, 1M'1. 
(Filed by the Division of the Federal Register March 18, 1957, 8: 08 p. m. , and 
published in the issue of the Federal Register for March 20, 1957, 22 F. R. 1797. 

(Also Part II, Section 55. ) E. 0. 10706 
Inspection of income, excess-profits, declared-value excess-profits, 

capital-stock, estate, and gift tax returns by the Senate Com- 
mittee on the Judiciary, 

By virtue of the authority vested in me by sections 55(a), 508, 608, 
729(a), and 1204 of the Internal Revenue Code of 1989 (58 Stat. 29, 
111, 171) 54 St'at' 989) 1008) 55 St'at 722) 26 U S C 55(a)) 508) 
729(a), and 1204), and by section 6108(a) of the Internal Revenue 
Code of 1954 (68A Stat. 758; 26 U. S. C. 6108(a) ), it is hereby 
ordered that any income, excess-profits, declared-value excess-profits& 
capital-stock, estate, or gift tax return, for the years 1945 to 1957) 
inclusive, shall, during the Eighty-fifth Congress, be open to inspec- 
tion by the Senate Committee on the Judiciary, or any duly author- 
ized subcommittee thereof& in connection with its investigation of 
the administration, operation, and enforcement of the Internal Se- 
curity Act of 1950 and other internal security laws pursuant to Senate 
Resolution 57, 85th Congress, agreed to January 80& 1957, such 
inspection to be in accordance and upon compliance with the rules 
and regulations prescribed by the Secretary of the Treasury in Treas- 
ury Decisions 6182 [C. B. 1955 — 1, 142] and 6188 [C. B. 1955 — 1, 885], 
relating to the inspection of returns by committees of the Congress, 
approved by me on May 8, 1955. 
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This order shall be effective upon its filing for publication in the 
Federal Register. 

DWIGHT D. EISENHOWER. 
Tii E WII I TE HOUSE. 

A p~7 85, 1N7. 
(Filed by the Division of the Federal Register on April 29, 1957, 10: 35 a. m. , and 

published in the issue of the Federal Register for April 30, 1957, 22 P. R. 
3027. ) 

(Also Part II, Section 55. ) E. O. 10'712 

Inspection of income, excess-profits, declared-value excess-proiits, 
capital-stock, estate, and gift tax returns by the Senate Committee 
on the Judiciary. 

By virtue of the authority vested in me by sections 55(a), 508, 608, 
729(a), and 1204 of the Internal Revenue Code of 1989 (58 Stat. 
29, 111, 171) 54 Stat. 989, 1008) 55 Stat. 722; 26 U. S. C. 55(a), 508, 
608, 729(a), and 1204), and by section 6108(a) of the Internal Reve- 
nue Code of 1954 (68A Stat. 758; 26 U. S. C. 6108(a) ), it is hereby 
ordered that any income, excess-profits, declared-value excess-profits, 
capital-stock, estate, or gift tax returns, for the years 1945 to 1957, 
inclusive, sha~ll, during the Eighty-fifth Congress, be open to inspec- 
tion by the Senate Committee on the Judiciary, or any duly authorized 
subcommittee thereof, in connection with its study and investigation 
of the antitrust and antimonopoly laws of the United States pursuant 
to Senate Resolution 57, 85th Congress, agreed to January 80, 1957, 
such inspection to be in accordance and upon compliance with the 
rules and regulations prescribed by the Secretary of the Treasury in 
Treasury Decisions 6182 [C. B. 1955 — 1, 142] and 6188 [C. B. 1955 — 1, 
885], relating to the inspection of returns by committees of the Con- 
gress, approved by me on May 8, 1955. 

This order shall be effective upon its filing for publication in the 
Federal Register. 

DWIGEIT D. EISENIIOWER. 
THE ~tVHITE HOUSE, 

31'ay 17, 1M'. 
(Piled by the Division of the Federal Register on May 17, 1957, 4: 51 p. m. 

and published in the issue of the Federal Register for May 21, 1957, 22 F. R. 
3499. ) 

CHAPTER 65. — ABATEMENTS, CREDITS, AND REFUNDS 

SUBCHAPTER B. — RULES OF SPECIAL APPLICATION 

SECTION 6415. — CREDITS OR REFUNDS TO PERSONS 
WHO COLLECTED CERTAIN TAXES 

Rev. Rul. 57 — 171 

Section 6415(d) of the Internal Revenue Code of 1954 provides, in 
part, that any person making a refund of any payment on which the 
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tax on transportation of property has been collected may repay there- 
with the amount of tax collected on such payment. The established 
tariffs of a carrier provide that when a shipper or consignee delivers 
or picks up freight at the carrier's dock he is given an allowance. 
B'end, such an allowance made by a carrier to a shipper or consignee 
for delivery or pick-up service constitutes a refund of part of the 
amount paid for the through transportation movement. Accordingly, 
where a carrier collects the full transportation charges and the tax that 
attaches thereto from a shipper or consignee and subsequently makes 
an allowance for delivery or pick-up service, the carrier is authorized 
to repay the tax applicable to such allowance. However, the tax may 
be repaid only to the person from whom such tax was collected. 

SECTION 6416. — CERTAIN TAXES ON SALES AND 
SERVICES 

Circumstances under which the sale of tread rubber may, or may 
not, be exempt from manufacturers excise tax as a sale to a state. See 
Rev. Rul. 57 — 15, page 368. 

For determination as to whether credit or refund is allowable with 
respect to manufacturers tax imposed on sales of electric light bulbs 
which are incorporated into nontaxable subsassemblies which are 
sold for installation in taxable freezers, see Rev. Rul. 57 — 221, page 881. 

SECTION 6420. — GA. SOLINE USED ON FARMS 

(Also Section 6421. ) Rev. Rul. 57 — 17 
Relief from the Federal excise tax on gasoline provided by section 

6420 of the Internal Revenue Code of 1954 is limited to gasoline used 
on a farm for farming purposes and does not extend to gasoline merely 
because it is used ofF the highway. Gasoline used in vehicles which 
are used for the purpose of maintainin~ a golf course is not gasoline (( O 
used on a farm for farming purposes" within the meaning of section 
6420(c) of the Code. Accordingly, no payment, may be made under 
section 6420 of the Code with respect to gasoline used in connection 
with the maintenance of a golf course. However, section 6421 of the 
Code provides, insofar as applicable to this situation, that the ulti- 
mate purchaser is entitled to a payment equal to one cent for each 
gallon of gasoline which is purchased on or after July 1, 1956, and 
which is used otherwise than as a fuel in a highway vehicle which 
(at the time of such use) is registered, or is required to be registered, for highwav use under the laws of any State or foreign country. 

SECTION 6421. — GASOLINE USED FOR CERTAIN NON- 
HIGHWAY PURPOSES OR BY LOCAL TRA. NSIT SYSTEMS 

Refund of tax paid on gasoline used in connection with the main- 
tenance of a golf course. See Rev. Rul. 57 — 17, page 440. 
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CHAPTER 66. — LIMITATIONS 

[I 6601. 

SUBCHAPTER A. — LIMITATIONS ON ASSESSMENT AND COLLECTION 

SECTION 6501 — LIMITATIONS ON ASSESSMENT AND 
COLI. ECTION 

26 CFR 301. 6501(c) — 1: Exceptions to general 
period of limitations on assessment and 
collection. 

The Internal Revenue Service explains its policy and issues a guide 
for taxpayers and practitioners regarding the circumstances under 
which the securing of a waiver or consent, fixing the period of limita. — 

tion upon assessment of income and profits tax, is appropriate. See 
Rev. Proc. 57 — 6, page 729. 

SUBCHAPTER D. — PERIODS OF LIMITATION IN JUDICIAL 
PROCEEDINGS 

SECTION 653o. — PERIODS OF LIMITATION ON SUITS 
26 CFR 301. 65M — 1: Periods of limitation on 

suits by taxpayers. 

Form 9997 is prescribed for use by taxpayers to waive the require- 
ment of registered mail notification of claim disallowance. See Rev. 
Proc. 57 — 12, page 740. 

CHAPTER 67. — INTEREST 

SUBCHAPTER A. — INTEREST ON UNDERPAYMENTS 

SECTION 6601. — INTEREST ON UNDERPAYMENT, NON- 
PAYMENT, OR EXTENSIONS OF TIME FOR PAYMENT, 
OF TAX. 
Interest due on recomputation of tax where excessive losses for five 

consecutive years. See Rev. Rul. 57 — 179, page 119. 

26 CFR 301. 6601: Statutory provisions; inter- 
est on underpayment, nonpayment, or exten- 
sions of time for payment, of tax. 

(Also Sections 6609, 6611; 301. 6602, 301. 6611. ) 
' 22 F. k. 3559. 

T. D. 6M4' 
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TI'TLE 26 — INTERNAI. REVENUE, 1954. — CHAPTER I, SUBCHAPTER F, PART 301. — 
PROCEDURE AND ADMINISTRATION 

Regulations under chapter 67 of the Internal Revenue Code of 
1954, relating to interest. 

DEPARTMENT OF THE TREASURY) 
OFFIGE OF COMMISSIONER OF INTERNAL REVENUE) 

Washington 85, D. C. 
To O~cers and Employees of the Internat Revenue Service and 

Others Concerned: 
On August 19, 1955, notice of proposed rulemaking regarding the 

regulations under chapter 67 of the Internal Revenue Code of 1954, 
relating to interest applicable to the taxes imposed by such Code, 
was published in the Federal Register (o0 F. R, 6049). After con- 
sideration of such relevant suggestions as were presented by interested 
persons regarding the proposals, the following regulations are hereby 
adopted: 

TABLE OF CONTENTS 

INTEREST 

Interest on Underpayments 
See. 
801. 6601 Statutory provisions; interest on underpayment, nonpayment, or 

extensions of time for payment, of tax. 
801. 6601 — 1 Interest on underpayments. 
801. 6602 Statutory provisions; interest on erroneous refund recoverable by 

suit. 
801. 6602 — 1 Interest on erroneous refund recoverable by suit. 

Interest on Overpayments 

801. 6611 Statutory provisions; interest or overpayments. 
801. 6611 — 1 Interest on overpayments. 
801. 6612 Statutory provisions; cross references. 

GENERAL RULES 

Effective Date and Related Provisions 

801. 7851 Statutory provisions; applicability of revenue laws. 
Avrxxosxrx: fj)801. 6601 to 801. 6612, incl. , and 801. 7851, issued under see. 

7805 of the Internal Revenue Code of 1954, 68A Stat. 917; 26 U. S. C. 7805. 

INTEREST 

Interest on Underpayments 

II 801. 6601 STATUTORY PROVISIONS; INTEREST ON UNDERPAYMENT) 
NONPAYMENT) OR EXTENSIONS OF TIME FOR PAYMENT) OF TAX. 

SEC. 6601. INTEREST ON UNDERPAYMENT, NONPAYMENT, OR 
EXTENSIONS OF TIME FOR PA. YMENT, OF TAX. 

(a) GENEaAL Rvr. E. — If any amount of tax imposed by this title 
(whether required to be shown on a return, or to be paid by stamp or 

by some other method) is not paid on or before the last date prescribed for payment, interest on such amount at the rate of 6 percent per annum shall be paid for the period from such last date to the date paid. 
(b) EXTKNSIoNs oF TIME FoR PAYMENT oF ESTATE TAx. — If the time for payment of an amount of tax imposed by chapter 11 is extended as 

provided in section 6161(a) (2) or if postponement of the payment of 
an amount of such tav is permitted by section 6168 (a), interest shall 
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be paid at the rate of 4 percent, in lieu of 6 percent as provided in 
subsection (a). 

(c) LAsT DATE PREscRIBED FQR PAYMENT. — For purposes of this 
section, the last date prescribed for payment of the tax shall be de- 
termined under chapter 62 with the application of the following rules: 

(1) KxTENRIONs CF TIME DIBREGARDED. — The last date prescribed 
for payment shall be determined without regard to any extension of 
time for payment. 

(2) INSTALLMENT PAYMENTs. — In the case of an election under 
section 6152(a) to pay the tax in installments— 

(A) The date prescribed for payment of each installment 
of the tax shown on the return shall be determined under sec- 
tion 6152 (b), and 

(B) The last date prescribed for payment of the first in- 
stallment shall be deemed the last date prescribed for payment 
of any portion of the tax not shown on the return. 

(8) JEOPARDY. — The last date prescribed for payment shall be 
determined without regard to any notice and demand for payment 
issued, by reason of jeopardy (as provided in chapter 70), prior 
to the last date otherwise prescribed for such payment. 

(4) LAsT DATE FCR PAYMENT NGT oTHERwIsE PREscRIBED. — In the 
case of taxes payable by stamp and in a. ll other cases in which 
the last date for payment is not otherwise prescribed, the last 
date for payment shall be deemed to be the date the liability i' or 
tax arises (and in no event shall be later than the date notice 
and demand for the tax is made by the Secretary of his delegate). 

(d) SUsPENsloN oF INTEREsT IN CER'I'AIN INcoME, EsTATE, AND GIFT TAx 
CAsEs. — In the case of a deficiency as defined in section 6211 (relating 
to income, estate, and gift taxes), if a waiver of restrictions under sec- 
tion 6218(d) on the assessment of such deficiency has been filed, and 
if notice and demand by the Secretary or his delegate for payment of 
such deficiency is not made within 80 days after the filing of such waiver, 
interest shall not be imposed on such deficiency for the period beginning 
immediately after such 80th day and ending with the date of notice and 
demand. 

(e) INcoME TAx REDUGED BY CARBYBAc&. — If the amount of any tax 
imposed by subtitle A is reduced by reason of a carryback of a net operat- 
ing loss, SIIch reduction in tax shall not affect the computation of interest 
under this section for the period ending with the last day of the taxable 
year in which the net operating loss arises. 

(f) APPI, IOABI. E RUIEs. — Except as otherwise provided in this title— 
(1) INTEREsT TREATED As TAX. — Interest prescribed under this 

section on any tax shall be paid upon notice and demand, and shall 
be assessed, collected, and paid in the same manner as taxes. Any 
reference in this title (except subchapter B of chapter 68, relating 
to deficiency procedures) to any tax imposed by this title shall be 
deemed also to refer to interest imposed by this section on such tax. 

(2) No INTEREsT oN INTERE8T. — No interest under this section 
shall be imposed on the interest provided by this section. 

(8) INTEREST CN PENALTIES, ADDITIoNAL AMCUNTs, CB ADDITICNS 
To THE TAx. — Interest shall be imposed under subsection (a) in re- 
spect of any assessable penalty, additional amount, or addition to 
the tax only if such assessable penalty, additional amount, or addi- 
tion to the tax is not paid within 10 days from the date of notice 
and demand therefor, and in such case interest shall be imposed only 
for the period from the date of the notice and demand to the date 
of payment. 

(4) PAYMENTs MADE wITHIN 10 DAYs AFTER NoTIGE AND DEMAND. — 
If notice and demand is made for payment of any amount, and if 
such amount is paid within 10 days after the date of such notice 
and demand, interest under this section on the amount so paid 
shall not be imposed for the period after the date of such notice and 
demand. 

(g) ExcEPTIoN As To EsTIMATED TAx. — This section shall not apply 
to any failure to pay estimated tax required by section 6158 (or section 
59 of the Internal Revenue Code of 1989) or section 6154. 
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(h) No INTEREBT 0N CERTAIN ADJUBTMENT8. — For provisions prohibit- 
ing interest on certain adjustments in tax, see section 6205 (a). 

$801. 6601 — 1 INTEREsT oN UNDERPAYMENTs. — (a) 6"eneral rule. — 
Interest at the rate of 6 percent per annum shall be paid on any un- 

paid amount of tax from the last date prescribed for payment of the 
tax (determined without regard to any extension of time for payment) 
to the date on which payment is received. 

(b) Exception to ti4 generaL rule. — In the case of an estate tax— 
(1) If an extension of time has been granted, in accordance 

with section 6161(a) (2), for paying any portion of the tax shown 
on an estate tax return, or 

(2) If the time for payment of the portion of the tax at- 
tributable to a reversionary or remainder interest is postponed 
in accordance with the provisions of section 6168(a), 

such portion shall bear interest at the rate of 4 percent per annum 
from the expiration of 15 months after the date of the decedent's 
death to the date of the expiration of the period of the extension or 
postponement or to the date on which payment is received, whichever 
is earlier. If any part of such portion is paid before the date of the 
expiration of the period of the extension or postponement, such part 
shall bear interest only to the date on which payment is received. If, 
however, the full amount of the tax to which the extension or post- 
ponement applies is not paid on or before the date of the expiration 
of the period of the extension or postponement, the unpaid amount 
shall bear interest at the rate of 6 percent per annum from the date 
of the expiration of the period of the extension or postponement to 
the date on which payment is received. 

(c) Last date preserved for payment. — The term "last date pre- 
scribed for payment", as used in section 6601 and this section, means 
the last date prescribed for payment as determined under the pro- 
visions of chapter 62 and the following rules: 

(1) In determining the last date prescribed for payment, any ex- 
tension of time granted for payment of tax (including any postpone- 
ment elected under section 6168(a) ) shall be disregarded. The grant- 
ing of an extension of time for the payment of tax does not relieve 
the taxpayer from liability for the payment of interest thereon dur- 
ing the period of the extension. Thus, except as provided in para- 
graph (b) of this section, interest at the rate of 6 percent per annum 
is payable on any unpaid portion of the tax for the period during 
which such portion remains unpaid by reason of an extension of time 
for the payment thereof. 

(2) (i) If a tax or portion thereof is payable in installments in 
accordance with an election made under section 61M(a), the last date 
prescribed for payment of any installment of such tax or portion 
thereof shall be determined under the provisions of section 6152(b), 
and interest shall run on any unpaid installment from such last date 
to the date on vhich payment is received. However, in the event 
installment privileges are terminated by the district director for 
failure to pay an installment when due as provided by section 61M (d) 
and the time for the payment of any remaining installment is accel- 
erated by the issuance of a notice and demand therefor, interest shall 
run on such unpaid installment from the date of the notice and de- 
mand to the date on which payment is received. But see section 
6601(f)(4). 
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(ii) If the tax shown on a return is payable in installments, interest 
will run on any tax not shown on the return from the last date pre- 
scribed for payment of the first installment. If a deficiency is pro- 
rated to any unpaid installments, in accordance with section 6152(c), 
interest shall run on such prorated amounts from the date prescribed 
for the payment of the first installment to the date on which payment 
is received. 

(8) If, by reason of jeopardy, a notice and demand for payment 
of any tax is issued before the last date otherwise prescribed for pay- 
inent, such last date shall nevertheless be used for the purpose of the 
interest computation, and no interest shall be imposed for the period. 
commencing with the date of the issuance of the notice and demand 
and ending on such last date, If the tax is not paid on or before such 
last date, interest will automatically accrue from such last date to 
the date on which payment is received. 

(4) In the case of taxes payable by stamp and in all other cases 
where the last date for payment of the tax is not otherwise prescribed, 
such last date for the purpose of the interest computation shall be 
deemed to be tlie date on which the liability for the tax arose. How- 
ever, such last date shall in no event be later than the date of issuance 
by the district director of a notice and demand for the tax. 

(d) 8uspension of interest; waiver of restrictions on assessraent. — 
In the case of a deficiency determined by a district director (or an 
assistant regional commissioner, appellate) with respect to any in- 
come, estate, or gift tax, if. the taxpayer files with such internal 
revenue ofRcer an agreement waiving the restrictions on assessment of 
such deficiency, and if notice and demand for payment of such defi- 
ciency is not made by the district director within 30 days after the 
filing of such waiver, no interest shall be imposed on the deficiency 
for the period beginning immediately after such 80th day and end- 
ing on the date notice and demand is made by the district director. 
In the case of an agreement with respect to a portion of the defi- 
ciency, the rules as set forth in this paragraph are applicable only 
to that portion of the deficiency to which the agreement relates. 

(e) Income tax reduced by carryback. — (1) The carryback of a 
net operating loss shall not afFect the computation of interest on any' 
income tax for the period commencing with the last date prescribed 
for the payment of such tax and ending with the last day of the 
taxable year in which the loss occurs. For example, if the carry- 
back of a net operating loss to a prior taxable period eliminates or 
reduces a deficiency in income tax for that period, the full amount 
of the deficiency will nevertheless bear interest at the rate of. 6 per- 
cent per annum from the last date prescribed for payment of such 
tax until the last day of the taxable year in which the loss occurred. 
Interest will continue to run beyond such last day on any portion of 
the deficiency which is not eliminated by the carryback. 

(2) Where an extension of time for payment of income tax has 
been granted under section 6164 to a corporation expecting a carry- 
back, interest is payable at the rate of 6 percent per annum on the 
amount of such unpaid tax from the last date prescribed for pay- 
ment thereof without regard to such extension. 

(3) Where there has been an allowance of an overpayment attrib- 
utable to a net operating loss carryback and all or part of such allow- 
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ance is later determined to be excessive, interest shall be computed on 
the excessive amount from the last day of the year in which the 
net operating loss arose until the date on which the repayment of 
such excessive amount is received. 

(f) App/icahle rule8. — (1) Any interest prescribed by section 6601 
shall be assessed and collected in the same manner as tax and shall 
be paid upon notice anti demand by the district director, Any ref- 
erence in the Internal Revenue Code of 1954 (except in subchapter 
B of chapter 63, relating to deficiency procedures) to any tax im- 
posed by such Code shall be deemed also to refer to the interest im- 
posed by section 6601 on such tax. Interest on a tax may be assessed 
and collected at any time within the period of limitation on col- 
lection after assessment, of the tax to which it relates. For rules re- 
lating to the period of limitation on collection after assessment, see 
section 6502. 

(2) No interest under section 6601 shall be payable on any interest 
provided by such section. 

(8) Interest shall not be imposed on any assessable penalty, addi- 
tion to the tax, or additional amount unless such assessable penalty, 
addition to the tax, or additional amount is not paid within 10 days 
from the date of notice and demand therefor. If interest is im- 
posed, it shall be imposed only for the period from the date of the 
notice and demand to the date on which payment is received. 

(4) If notice and demand is made for any amount and such 
amount is paid within 10 days after the date of such notice and de- 
mand, interest shall not be imposed for the period after the date of 
such notice and demand. 

(5) No interest shall be imposed for failure to pay estimated tax 
as required by section 59 of the Internal Revenue Code of 1989 or 
section 6158 or 6154 of the Internal Revenue Code of 1954. 

3 301. 6602 STATUTORY PROVISIONS) INTEREST ON ERRONEOUS RE- 
FUND RECOVERABLE BY SUIT. 

SEC. 6602. INTEREST ON ERRONEOUS REFUND RECOVERABLE 
BY SUIT. 

Any portion of an internal revenue tax (or any interest, assessable 
penalty, additional amount, or addition to tax) which has been er- 
roneously refunded, aud which is recoverable by suit pursuant to 
section 7406, shall bear interest at the rate of 6 percent per annum 
from the date of the payment of the refund. 

$ 601. 6602 — 1 INTEREsT oN ERRoNEovs REFUND REcovERABLE BY 
SUIT. — Any portion of an internal revenue tax (or any interest, as- 
sessable penalty, adtlitional amount, or addition to tax) which has 
been erroneously refunded, and which is recoverable by a civil action 
pursuant to section 7405, shall bear interest at the rate of 6 percent 
per annum from the date of the payment of the refund. 

Interest on Overpayments 

$ 801. 6611 STATUTORY PROVISIONS j INTEREST ON OVERPAYMENTS. 
SEC. 6611. INTEREST ON OVERPAYMENTS. 

(a) RATE. — Interest shall be allowed and paid upon any overpayment in respect of any internal revenue tax at the rate of 6 percent per annum. 
(b) PEszon. — Such interest shall be allowed and paid as follows: 
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(1) CREDITs. — In the case of a credit, from the date of the over- 
payment to the due date of the amount against which the credit is 
taken, but if the amount against which the credit is taken is an 
additional assessment, then to the date of the assessment of that 
amount. 

(2) REFUNDs. — In the case of a refund, from the date of the 
overpayment to a date (to be determined by the Secretary or his 
delegate) preceding the date of the refund check by not more 
than 80 days, whether or not such refund check is accepted by 
the taxpayer after tender of such check to the taxpayer. The 
acceptance of such check shall be without prejudice to any right 
of the taxpayer to claim any additional overpayment and interest 
thereon. 

(c) ADDITIQNAL AssEssMENT DEFINED. — As used in this section, the 
term "additional assessment" means a further assessment for a tax of 
the same character previously paid in part, and includes the assess- 
ment of a deficiency (as defined in section 6211). 

(d) ADVANCE PAYMENT OF TAX, PAYMENT OF ESTIMATED TAX, AND 

CREDIT FoR INcoME TAx WITHHGLDING. — The provisions of section 6518 
(except the provisions of subsection (c) thereof), applicable in deter- 
mining the date of payment of tax for purposes of determining the 
period of limitation on credit or refund, shall be applicable in deter- 
mining the date of payment for purposes of subsection (a). 

(e) INcoME TAx REFUND WITHIN 45 DAYS oF DUE DATE QF TAx. — 
If any overpayment of tax imposed by subtitle A is refunded within 
45 days after the last date prescribed for filing the return of such tax 
(determined without regard to any extension of time for filing the 
return), no interest shall be allowed under subsection (a) on such 
overpayment. 

(f) REFUND QF INcoME TAx CAUsED BY CABBYBAcK. — For purposes 
of subsection (a), if any overpayment of tax imposed by subtitle A 
results from a carryback of a net operating loss, such overpayment 
shall be deemed not to have been made prior to the close of the taxable 
year in which such net operating loss arises. 

(g) PRQHIBITIoN oF ADMINIBTBATIvE REvIEw. — For prohibition of 
administrative review, see section 6406. 

$ 801. 6611 — 1 INTEREST ON OvERPAYMENTs. — (a) General rale. — 
Except as otherwise provided, interest shall be allowed on any over- 
payment of any tax at the rate of 6 percent per annum from the date 
of overpayment of the tax. 

(b) Date of overpayment. — Except as provided in section 6401(a), 
relating to assessment and collection after the expiration of the ap- 
plicable period of limitation, there can be no overpayment of tax 
until the entire tax liability has been satisfied. Therefore, the dates 
of overpayment of any tax are the date of. payment of the first amount 
which (when added to previous payments) is in excess of the tax 
liability (including any interest, addition to the tax, or additional 
amount) and the dates of payment of all amounts subsequently paid 
with resepct to such tax liability. For rules relating to the deter- 
mination of the date of payment in the case of an advance payment 
of tax, a payment of estimated tax, and a credit for income tax with- 
holding, see paragraph (d) of this section. 

(c) Examples. The application of paragraph (b) may be illus- 
trated by the following examples: 

Exavnp/e (1). Corporation X. files an income tax return on March 
15, 1955, for the calendar year 1954 disclosing a tax liability of $1, 000 
and elects to pay the tax in installments. Subsequent to payment of 
the final installment, the correct tax liability is determined to be $900. 
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Tax ltabiHty 

Assessed $1, 000 
Correct liability 900 

Itecord of payrnente 

March 15, 1955 
June 15, 1955 

$500 
500 

Overassessment 100 

Since the correct liability in this case is $900, the payment of $500 
made on March 15, 1955, and $400 of the payment made on June 15, 
1955, are applied in satisfaction of the tax liability. The balance of 
the paymentmade on June 15, 1955 ($100)& constitutes the amount of 
the overpayment, and the date on which such payment was made 

would be the date of the overpayment from which interest would be 

computed. 
Encamp/e (8). Corporation Y files an income tax return for the 

calendar year 1954 on March 15, 1955, disclosing a tax liability of 
$50, 000, and elects to pay the tax in installments. On October 15, 1956t 
a defilciency in th'e amount of $10, 000 is assessed and is paid in equal 
amounts on November 15 and November 26, 1956. On April 15, 1957, 
it is determined that the correct tax liability of the taxpayer for 1954 
is only $85, 000. 

Tax li abi li ty 
Original assessment $50, 000 
Deficiency assessment 10, 000 

Record of payrnente 

March 15, 19o5 $25, 000 
June 15, 1955 25, 000 
November 15, 1956 5, 000 
November 26, 1956 5, 000 60, 000 

B5, 000 
Total assessed 
Correct liability 

Overassessment 25, 000 

Since the correct liability in this case is $85&000' the entire payment 
of $95, 000 made on March 15, 1955, and $10, 000 of the payment made 
on June 15, 1955, are applied in satisfaction of the tax liability. The 
balance of the payment made on June 15, 1955 ($15, 000), plus the 
a. mounts paid on November 15 ($5, 000), and November 96, 1956 
($5, 000), constitute the amount of the overpayment. The dates of 
the overpayments from which interest, would be computed are as 
follows: 

Ernonnt of 
Date overpayment 

June 1o, 1955 $15, 000 
November 15, 1956 5, 000 
Novelnber 26, 1956 5, 000 

The amount of any interest paid with respect to the deficiency of 
$10, 000 is also an overpayment. 

(d) Adi, 'ance payment of tax, payment of estimated tax, and credit 
for income tax icithholding. — In the case of an advance payment of 
tax, a payment of estimated income tax, or a credit for income tax 
withholding, the provisions of section 6513 (except, the provisions of 
subsection (c) thereof)& applicable in determining the date of pay- 
ment of tax for purposes of the period of limitations on credit or 
refund, shall apply in deterlnining the date of overpayment for pur- 
poses of computnig interest thereon. 

(e) Refund of income tax caused 6y carry6ac7e. — If any overpay- 
ment of tax imposed by subtitle A results from a carryback of a net 
operating loss, such overpayment, for purposes of this section, shall 
be deemed not io have been made prior to the end of the taxable year 
in which such loss occurs. 
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(f) Period for uhich interest allowable in case of refunds. — If an 
overpayment of tax is refunded, interest shall be allowed from the 
date of the overpayment to a, date determined by the district director, 
which shall be not more than 80 days prior to the date of the refund 
check. The acceptance of a refund check shall not deprive the tax- 
payer of the right to make a, claim for any additional overpayment 
and interest thereon, provided the claim is made within the applicable 
period of ', imitation. However, if a taxpayer does not accept a re- 
fund check, no additional interest on the amount of the overpayment 
included in such check shall be allowed. 

(g) Period for which interest allouiable in case of credits. — (1) 
General rule. — If an overpayment of tax is credited, interest shall be 
allowed from the date of overpayment to the due date (as determinect 
under subparagraph (o) of this paragraph) of the amount against 
which such overpayment is credited. 

(9) Determination of due date. — (i) In general. — The term "due 
date", as used in this section, means the last day fixed by law or regu- 
lations for the payment of the tax (determined without regard to any 
extension of time), and not the date on which the district director 
makes demand for the payment of the tax. Therefore, the due date 
of a tax (other than an additional assessment of such tax) is the date 
fixed for the payment of the tax or the several installments thereof. 

(ii) Tax payable in installments. — (a) In general. — In the case of 
a credit against a tax, where the taxpayer had properly elected to pay 
the tax in installments, the due date is the date prescribed for the 
payment of the installment against which the credit is applied. 

(b) Delinquent installment. — If the taxpayer is delinquent in pay- 
ment of an installment of tax and the district director has issued a 
notice and demand for the payment of the delinquent installment 
and the remaining installments, the due date of each remaining install- 
ment shall then be the date of such notice and demand. 

(iii) Tax or installment not yet due. — If a taxpayer agrees to the 
crediting of an overpayment against tax or an installment of tax and 
the schedule of allowance is signed prior to the date on which such 
tax or installment would otherwise become due, then the due date of 
such tax or installment shall be the date on which such schedule is 
signed. 

(iv) Additional assessment. — In the case of a credit against an 
additional assessment, as defined in subparagraph (3) of this para- 
graph, the due date is the date of the additional assessment. 

(v) Assessed interest. — Zn the case of a credit against assessed 
interest, the due date is the date of the assessment of such interest. 

(vi) Additional amount, addition to the tax, or assessable penalty. — 
In the case of a credit against an amount assessed as an additional 
amount, addition to the tax, or assessable penalty, the due date is the 
date of the assessment. 

(vii) Estimated income tax for succeeding year, — If the taxpayer 
elects to have all or part of the overpayment shown by his return 
applied to his estimated tax for his succeeding taxable year, no interest 
shall be allowed on such portion of the overpayment credited and 
such amount shall be applied as a payment on account of the estimated 
tax for such year or the installments thereof. 
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(8) Def)nition of additional assessment. — For purposes of this 
section, the term "additional assessment" means a further assessment 
of a tax of the same character previously paid in part, and includes 
the assessment of a deficiency as defined in section 6911. 

(h) Refund u)ithin + days. — If an overpayment of tax imposed 
by subtitle A is refunded within 45 days after the last date prescribed 
for filing the return of such tax (determined without regard to any 
extension of time for filing the return), no interest shall be allowed 
on such overpayment. 

( 801. 6610 STATUTQRY PRovIsIQNs) CRoss REFERENcEs. 

SEC. 6612. CROSS REFERENCES. 
(a) INTEREsT oN JvDGMENTs FoR OVEBPAYMENTs. — For interest on 

judgments for overpayments, see 28 U. S. C. 2411 (a). 
(b) AnzvsTMENTS. — For provisions prohibiting interest on certain 

adjustments in tax, see section 6418(a). 
(e) OTHER REBTRIGTIDNs oN INTEREsT. — For other restrictions on in- 

terest, see section 2011(c) (relating to refunds due to credit for State 
taxes), 2014(e) (relating to refunds attributable to foreign tax credits), 
6412 (relating to floor stock refunds), 6418(d) (relating to taxes under 
the Federal Unemployment Tax Act), 6416 (relating to certain taxes on 
sales and services), 6419 (relating to the excise tax on wagering), 6420 
(relating to payments in the ease of gasoline used on the farm for farm- 
ing purposes), and 6421 (relating to payments in case of gasoline used 
for certain nonhighway purposes or by local transit systems). 
[See. 6612 as amended by sec. 4(f), Act of April 2, 1956, 70 Stat. 91; 
see. 208(e) (7), Highway Revenue Act of 1956, 70 Stat. 897] 

GENERAL RULES 

Effective Date and Related Provisions 

$ 801. 7851 STATUTORY PROVISIONS; APPLICABILITY OF REVENUE 
LAWS. 

SEC. 7851. APPLICABILITY OF REVENUE LAWS. 
(a) GENERAL RvLEs. — Except as otherwise provided in any section of 

this title— 

(6) SUBTITLE F. 
(A) GENEBAL RvLE. — The provisions of subtitle F [ine. 

chapter 67, relating to interest] shall take eftect on the day 
after the date of enactment of this title and shall be applicable 
with respect to any tax imposed by this title. * * * 

[NoTE. — Chapter 67 of the Internal Revenue Code of 1954, relating to 
interest, is applicable only with respect to the taxes imposed by the 1954 
Code. The provisions of the Internal Revenue Code of 1989 relating to 
interest are applicable with respect to the taxes imposed by the 1989 
Code. ] 

RUSSELL C. HARRINGTON) 
Cornnussioner o f Interna/ Revenue 

Approved May 17, 1957. 
DAN THROOP SMITH) 

Deputy to the 8eeretary. 
(Filed by the Division of the Federal Register on May 21, 1957, 8:52 a. m„and 
published in the issue of the Federal Register for May 22, 1957, 22 F. R. 8559 ) 
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SECTION 6602. — INTEREST ON ERRONEOUS REFUND 
RECOVERABLE BY SUIT 

26 CFR 801. 6609: Statutory provisions; inter- 
est on erroneous refund recoverable by suit. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6284, page 441. 

SUBCHAPTER B. — INTEREST ON OVERPAYMENTS 

SECTION 6611. — INTEREST ON OVERPAYMENTS 

Rev. Rul. 57 — 89 
~ A refund of Federal income tax transmitted to the General Ac- 

counting Office for a set-off against an indebtedness claimed by an- 
other Government agency, which claim is subsequently dismissed by 
a court as groundless, should include additional interest to a date 
preceding the date of issuance of the Treasury Department refund 
check by not more than 30 days as provided for by section 6611 of the 
Code, irrespective of the fact that the amount of refund was paid 
from appropriations other than Internal Revenue Service funds. 

Advice has been requested regarding the computation of interest 
on an overpayment of income tax under the circumstances set forth 
below. 

A Federal income tax refund allowed a taxpayer was transmitted 
by the Internal Revenue Service to the General Accounting Once for 
set-o8 against an indebtedness claimed by another Government agency. 
In a subsequent court action brought by the ta, xpayer, this claim was 
ruled groundless and dismissed. As a result, the General Accounting 
OSce authorized payment to the taxpayer of the original amount of 
refund including interest. A Treasury Department check issued upon 
authority of the General Accounting Once, payable from an appro- 
priation other than that made available to the Internal Revenue Serv- 
ice, was drawn in favor of the taxpayer for the amount of refund 
including interest only to the date of transmittal of the refund check 
by the Service to the General Accounting Once. 

The taxpayer contends he is entitled to additional interest for the 
period from the date of transmittal of the check to the General Ac- 
counting Once to the date of the refund check actually issued to him. 

Section 6611 of the Internal Revenue Code of 1954 relates to 
interest on overpayments. Subsection (b) (9) thereof provides that 
in the case of a refund interest shall be allowed and paid from the 
date of the overpayment to a date (to be determined by the secretary 
or his delegate) preceding the date of the refund check by not more 
than 80 days, whether or not such refund check is accepted by the 
taxpayer aFter tender of such check to the taxpayer. 

In Revenue Ruling 55-477, C. B. 1955 — 9, 498, it was pointed out 
that there is no provision of law for the payment of interest on a tax 
refund for any period subsequent to the date of the refund check. 
Accordingly, claims for additional interest, which are filed by tax- 
payers as a result of a delay in the delivery of their refund checks, will 
be rejected except in cases where the refund check, because it was 
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erroneously drawn, could not be negotiated upon receipt by the tax- 
payer. In the latter cases, a new check is issued by the Treasury De- 
partment with interest allowable to a date preceding the date of 
issuance of the new check by not more than 80 days. 

In the instant case, the Treasury Department check originally issued 
was used to credit the taxpayer's account with another Government 
agency in order to satisfy a claim which later proved to be invalid; 

Therefore, under the present facts, the check ultimately issued to the 
taxpayer under authority of the General Accounting Oflice does not 
change the character of the amount paid back as a refund of an over- 
payment of tax dully allowed under provisions of the Internal Revenue 
Code. Nor does the fact that the amount of such refund was credited 
to another Government agency and then paid ba, ck from a diferent 
account seriously affect its character, since the funds used to credit and 
debit these accounts were first obtained from the proper Internal 
Revenue Service appropriation. 

Accordingly, the check authorized by the General Accounting Once 
and paid from an appropriation other than that made available to the 
Internal Revenue Service constitutes a refund check within the pur- 
view of section 6611 of the Code and interest is properly payable under 
authority of that section to a date 80 days preceding the date of the 
issuance of the refund check. 

(Also Part II, Section 3771. ) Rev. Rul. 57 — 242 

A claim filed by a taxpayer pursuant to Revenue Ruling 55-47k, 
C. B. 1955 — 2, 499, on Form 848, claim, for additional interest on a 
refund of tax will not protect the taxpayer's rights with respect to 
the statute of limitations. Since a statutory period of limitations 
for the allowance and payment of interest on an overpayment of tax 
is not provided for in the Internal Revenue Code of 1954 (nor in 
the 1939 Code), it is necessary to look to sections 2401 and 2501 of 
Title 28 of the United States Code, which provide a six-year period 
in which suit must be Gled. A cause of. action for interest on an 
overpayment of internal revenue tax does not arise and the six-year 
statute of limitations does not begin to run until the refund is al- 
lowed. The date of the allowance of the refund is the date the Com- 
missioner or his delegate signs the schedule on whicli the overpay- 
ment is listed. The allowance of interest under section 6611(b) (2) of the Internal Revenue Code of' 1954 from the date of overpayment 
of the tax to a date not more than 30 days prior to the date of the 
refund is automatic and is usually made at the time the overpayment 
is scheduled. Any adjustment of such interest may be allowed and 
paid upon request at any time within six years from the date the 
schedule, on which the overpayment is listed, is signed. However, 
a request filed by a taxpayer on Form 848 does not stop the running 
of the six-year statute of limitations. The only manner in which a 
taxpayer can fully protect its rights to interest under section 6611 
(b) (2) of the Code is by filing a civil suit against the United States 
prior to the termination of the six-year statutory period under sec- 
tions 2401 and 2501 of Title 28 of the United States Code. See 
Rev. Rul. 56 — 506, C. B. 1956 — 2, 959. 
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Rev. Rul. 57 — 271 

When interest was allowed on an overpayment of tax and was 
later adjusted for the reason that it was determined to be insufli- 
cient, a ta. xpayer will not be entitled to interest compensating him 
for the delay in the paynient of the amount determined to be addi- 
tional interest on the overpayment. 

Advice has been requested whether, in a case where interest was 
allowed on an overpayment of tax and was later adjusted for the 
reason that it was determined to be insuflicient, the taxpayer is en- 
titled to receive interest compensating him for the delay in payment 
of the increase in interest allowable on the overpayment. 

In the instant case, interest of $4, 000 was allowed on an overpay- 
ment of $10, 000. The taxpayer protested the computation of the 
amount of interest on the overpayment as being insufhcient. On re- 
computation an additional amount of $2, 000 was allowed and paid 
to the taxpayer. The taxpayer now requests interest on the addi- 
tional interest for the period from the date of the original payment 
to the date of the interest adjustment. 

It is a well established legal principle that the allowance of interest 
by a sovereign is a matter of grace, depending in every instance upon 
its consent. Thus, no fixed right to interest exists except that which 
is speci6cally provided and allowed by statute. See Boston Sand ck 
6'7a~el Co. v. United 8tate3, 278 U. S. 41. 

Section 6611 of the Internal Revenue Code of 1954, relating to 
interest on overpayments, provides that "Interest shall be allowed 
and paid upon any overpayment in respect of any internal revenue 
tax at the rate of 6 percent per annum. " The Code in this respect 
is unambiguous and must be strictly construed. Therefore, there ap- 
pears to be no authority for the payment of interest on the interest 
which the statute provides shall be allowed on an overpayment. 

Accordingly, it is held that where interest was allo~ed on an over- 
payment of tax and was later adjusted for the reason that it was de- 
termined to be insufhcient, a taxpayer will not be entitled to interest 
compensating him for the delay in the payment of the amount de- 
termined to be additional interest on the overpayment. 

26 CFR 301. 6611: Statutory provisions; inter- 
est on overpayments. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6284, page 441. 

434737' — 58 80 
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CHAPTER 68. — ADDITIONS TO THE TAX, ADDITIONAL 
AMOUNTS, AND ASSESSABLE PENALTIES 

SUBCHAPTER A. — ADDITIONS TO THE TAX AND ADDITIONAL 
AMOUNTS 

SECTION 6654. — FAILURE BY INDIVIDUAL TO PAY 
ESTIMATED INCOME TAX 

Rev. Rul. 57 — 185 

A taxpayer who has received additional income not subject to 
withholding during the taxable year will have complied with the 
provisions of section 6654(d) (1) (A) of the Internal Revenue Code 
of 1%4 and no addition to the tax will be made for underpayment of 
an installment of estimated tax, if the total of all payments of esti- 
mated tax made on or before the last date prescribed for the payment 
of the installment equals or exceeds the amount which the taxpayer 
would have been required to pay on or before the installment date 
if his estimated tax were the tax shown on his prior year's return, 
provided, the return filed for the previous year covers a taxable pe- 
riod of twelve months and shows a liability for tax. 

Advice has been requested whether, under the facts shown below, 
the taxpayer will be subject to an addition to the tax for under- 
payment of an installment of estimated tax. 

The taxpayer and his wife filed a timely joint declaration of esti- 
mated tax for the taxable year 1956, basing such estimate on their 
joint Federal income tax for the calendar year 1955. The declaration 
of estimated tax for 1956 disclosed that their 1955 income tax was 
$12, 500. Their estimated tax for 1956 was $13, 000, the estimated tax 
to be withheld $5, 000, and the overpayment credited from 1955 tax 
$50, leaving a balance of estimated tax unpaid of $7, 950. The amount 
of $1, 950 was paid when the declaration was filed. 

Three timely payments of $2, 000 were paid. on the estimated tax. 
There was no change in the taxpayers' personal exemptions and $5, 000 
was actually withheld during the year 1956 from the taxpayer's sal- 
ary. During the summer of 1956, they received a substantial liquida- 
tion distribution from the X corporation, which was not considered 
in making their estimate but which was reported in their 1956 Federal 
income tax return. 

Section 6654(d) of the Internal Revenue Code of 1954 provides, in 
part, as follows: 

(d) ExcErTzoiv. — Notwithstanding the provisions of the preceding subsections, 
the addition to the tax with respect to any underpayment of any installment 
shall not be imposed if the total amount of all payments of estimated tax made 
on or before the last date prescribed for the payment of such installment equals 
or exceeds whichever of the following is the lesser— 

(1) The amount which would have been required to be paid on or before 
such date if the estimated tax were whichever of the following is the least— 

(A) The tax shown on the return of the individual for the preceding 
taxable year, if a return showing a liability for tax was filed by the 
individual for the preceding taxable vear and such preCeding year was a 
taxable year of 12 months * * *. 

Accordingly, it is held that, notwithstanding the fact that an 
amended declaration was not filed reporting the liquidation distribu- 
tion, since the total of all payments of estimated tax made on or before 
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the last date prescribed for the payment of the installment equals or 
exceeds the amount which the taxpayers would have been required to 
pay on or before the installment date if their estimated tax was the 
tax shown on their 1955 return, the taxpayers have complied with the 
provisions of section 6654(d) (1) (A) of the Code and no addition to 
the tax for underpayment of an installment may be made. 

CHAPTER 70. — JEOPARDY, BANKRUPTCY AND 
RECEIVERSHIPS 

SUBCHAPTER A. — JEOPARDY 

PART I. — TERMINATION OF TAXABLE YEAR 

SECTION 6851. — TERMINATION OF TAXABLE YEAR 

26 CFR 301. 6851: Statutory provisions; 
termination of taxable year. 

See T. D. 6227, below. 

PART II. — JEOPARDY ASSESSMENTS 

SECTION 6861. — JEOPARDY ASSESSMENTS OF INCOME, 
ESTATE, AND GIFT TAXES 

26 CFR 301. 6861: Statutory provisions; jeop- 
ardy assessments of income, estate, and gift 
taxes. 

(Also Sections 6851, 6862, 6871; 801. 6862, 
301. 6871 (a) . ) 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER F, PART 301. — 
'PROCEDURE AND ADMINISTRATION 

Regulations under chapter 70 of the Internal Revenue Code of 
1954, relating to jeopardy, banlrruptcy and receiverships. 

DEPARTMENT OF THE TREASURY) 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE& 

Waght'ngton 8G, D. C. 
To Offtcerg and Emptoyeeg of the Interna/ EecenMe Sert)f'ce and Others 

Concerned: 
On December 6, 1956, notice of proposed rulemaking regarding the 

regulations under chapter 70 of the Internal Revenue Code of 1954, 
relating to jeopardy, bankruptcy and receiverships, was published 

'The publication of this Treasury Decision in 22 F. k. 2123, dated March 30, 1957, 
contains (1) instructions for modifying the notice of proposed rule making published in 
21 F. R. 9656, dated December 6, 1956, and (2) the full context of the regulations with 
such modidcations. As here published, the Treasury Decision reflects the full context 
of such regulations, with modifications. The individual instructions have been omitted. 
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in the Federal Register (91 F. R. 9656). After consideration of all 
such relevant matter as was presented by interested persons regarding 
the rules proposed, the regulations as so published have been modi- 
fied and are hereby adopted as set forth below. 
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collection. 
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erty pending Tax Court decision. 
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ment in case of carryback. 

Bankruptcy and Receiverships 

Statutory provisions; claims for income, estate, and gift taxes 
in bankruptcy and receivership proceedings. 

Immediate assessment of claims for income, estate, and gift 
taxes in bankruptcy and receivership proceedings. 

Collection of assessed taxes in bankruptcy and receivership 
proceedings. 

Statutory provisions; claims for income, estate, and gift taxes 
in bankruptcy and receivership proceedings. 
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despite pendency of Tax Court proceedings. 
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GENERAL RULES 

Effective Date and Related Provisions 

301. 7851 Statutory provisions; applicability of revenue laws. 
AvTHoarTx: $$ 301. 6851 to 301. 6873 — 1, incl. , and 301. 7851, issued under sec. 

7805, I. R. C. 1954; 68A Stat. 917; 26 U. S. C. 7805. 
The following regulations relating to jeopardy, bankruptcy and 

receiverships are prescribed under chapter 70 of the Internal Revenue 
Code of 1954, and except as otherwise specifically provided therein are 
efiective on and after August 17, 1954, and are applicable with respect 
to taxes imposed under the Internal Revenue Code of 1954: 
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JEOPARDY, BANKRUPTCY AND RECEIVERSHIPS 

Jeopardy 

$ 801. 6851 STATUToRY PRovlsloNB ' TERMINATIoN or YAxARLE 
YEAR. 

SEC. 6861. TERMINATION OF TAXABLE YEAR. 
(a) INcoME TAx IN JKQPARDY— 

(1) IN GENERAL. — If the Secretary or his delegate finds that a tax- 
payer designs quickly to depart from the United States or to remove 
his property therefrom, or to conceal himself or his property therein, 
or to do any other act tending to prejudice or to render wholly or 
partly ineffectual proceedings to collect the income tax for the cur- 
rent or the preceding taxable vear unless such proceedings be brought 
without delay, the Secretary or his delegate shall declare the taxable 
period for such taxpayer immediatelv terminated, and shall cause 
notice of such finding and declaration to be given the taxpayer, to- 
gether with a demand for immediate payment of the tax for the 
taxable period so declared terminated and of the tax for the pre- 
ceding taxable year or so much of such tax as is unpaid, whether 
or not the time otherwise allowed by law for filing return and pay- 
ing the tax has expired; and such taxes shall thereupon become iin- 
mediately due and payable. In any proceedin ~ in court brou ht to 
enforce payment of taxes made due and payable bv virtue of the 
provisions of this section, the finding of the Secretary or his dele- 
gate, made as herein provided, whether made after notice to the 
taxpayer or not, shall be for all purposes presumptive evidence of 
jeopardy. 

(2) CGRPDRATIGN Iiv LIqDIDATIDN. — If the Secretary or his delegate 
finds that the collection of the income tax of a corporation for the 
current or the preceding taxable year will be jeopardized by the 
distribution of all or a portion of the assets of such corporation in 
the liquidation of the whole or any part of its capital stock, the Sec- 
retary or his delegate shall declare the taxable period for such tax- 
payer immediately terminated and shall cause notice of such finding 
and declaration to be given the taxpayer, together with a demand for 
immediate payment of the tax for the taxable period so declared 
terininated and of the tax for the preceding taxable year or so much 
of such taxes as is unpaid, whether or not the time otherwise allowed 
by law for filing return and paying the tax has expired; aud such 
taxes shall thereupon become immediately due and payable. 

(b) REDPKNlvo oF TARARLE PKRIGD. — Notwithstanding the termination 
of the taxable period of the taxpayer by the Secretary or his delegate, 
as provided in subsection (a), the Secretary or his delegate inay reopen 
such taxable period each time the taxpayer is found by the Secretary or 
his delegate to have received income, within the current taxable year, 
since a termination of the period under subsection (a). A taxable period 
so terminated by the Secretary or his delegate may be reopened by the 
taxpayer (other than a nonresident alien) if he files vvith the Secretary 
or his delegate a true and accurate return of the items of gross income 
and of the deductions and credits allowed under this title for such tax- 
able period, together with such other inforination as the Secretary or 
his delegate may by regulations prescribe. If the taxpayer is a nonresi- 
dent alien the taxable period so terminated may be reopened by him if 
he files, or causes to be filed, with the Secretary or his delegate a true 
and accurate return of his total income derived from all sources within 
the United States, in the manner prescribed in this title. 

(c) CirizEvs. — In the case of a citizen of the United States or of a 
possession of the United States about to depart from the United States, 
the Secretary or his delegate may, at his discretion, waive any or all 
of the requirements placed on the taxpayer by this section. 

(d) DEPARTDRE QF ALIEN. — No alien shall depart from the United 
States unless he first procures from the Secretary or his delegate a cer- 
tificate that he has coniplied with all the obligations imposed upon him 
by the income tax laws. 
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(e) FUBNIsHING oF BoND WHERE TAXABLE YEAR Is CLosED BY THE Szc- 
RETARv oR HIs DELEGATE. — Payment of taxes shall not be enforced by 
any proceedings under the provisions of this section prior to the expira- 
tion of the time otherwise allowed for paying such taxes if the taxpayer 
furnishes, under regulations prescribed by the Secretary or his delegate, 
a bond to insure the timely making of returns with respect to, and pay- 
ment of, such taxes or any income or excess profits taxes for prior years. 

$ 301. 6851 — 1 TERMINATIoN oF TAxABLE YEAR. — For regulations 
under section 6851, see I'l 1. 6851 — 1 of the Income Tax Regulations, 96 
( FR Part 1. 

$ 801. 6861 STATUTORY PROVISIONS; JEOPARDY ASSESSMENTS OF IN- 
COME, ESTATE) AND GIFT TAXES. 

SEC. 6861. JEOPARDY ASSESSMENTS OIt' INCOME, ESTATE, 
AND GIIPT TAXES— 

(a) AUTHORITY roz MAKING. — If the Secretary or his delegate believes 
that the assessment or collection of a defieieney, as defined in section 
6211, will be jeopardized by delay, he shall, notwithstanding the pro- 
visions of section 6213 (a), immediately assess such deficiency (together 
with all interest, additional amounts, and additions to the tax provided 
for by law), and notice and demand shall be made by the Secretary or 
his delegate for the payment thereof. 

(b) DzFICIzNcv LEITERS. — If the jeopardy assessment is made before 
any notice in respect of the tax to which the jeopardy assessment relates 
has been mailed under section 6212(a), then the Secretary or his dele- 
gate shall mail a notice under such subsection within 60 days after the 
making of the assessment. 

(e) AMGUNT AsszssSRLE BEFoRE DEcIGION oF TAx CCURT. — The 
jeopardy assessment may be made in respect of a deficienc greater or 
less than that notice of which has been mailed to the taxpayer, despite 
the provisions of section 6212(c) prohibiting the determination of addi- 
tional deficiencie, and whether or not the taxpayer has theretofore 
filed a petition with the Tax Court. The Secretary or his delegate may, 
at any time before the decision of the Tax Court is rendered, abate 
such assessment, or any unpaid portion thereof, to the extent that he 
believes the assessment to be excessive in amount. The Secretary or 
his delegate shall notify the Tax Court of the amount of such assess- 
ment, or abatement, if the petition is filed with the Tax Court before 
the making of the assessment or is subsequently filed, and the Tax Court 
shall have jurisdiction to redetermine the entire amount of the defi- 
cieney and of all amounts assessed at the same time in connection 
therewith. 

(d) AMGUNT AssEBSABLE AFTER DzcIEION CF TAX CGUBT. — If the 
jeopardy assessment is made after the decision of the Tax Court is 
rendered, such assessment may be made only in respect of the deficieney 
determined by the Tax Court in its decision. 

(e) ExPIRATIoN oF RIGHT To AssFss. — A jeopardy assessment may 
not be made after the decision of the Tax Court has become final or 
after the taxpayer has filed a petition for review of the decision of 
the Tax Court. 

( f ) CCLLEcTIGN CF UNPAID AMCUNTs. — When the petition has been 
filed with the Tax Court and when the amount which should have been 
assessed has been determined by a decision of the Tax Court which has 
become final, then any unpaid portion, the collection of which has been 
stayed by bond as provided in section 6863(b) shall be collected as part of the tax upon notice and demand from the Secretary or his delegate, 
and anv remaining portion of the assessment shall be abated. If the 
amount already collected exceeds the amount determined as the 
amount which should have been assessed, such excess shall be credited or refunded to the taxpayer as provided in section 6402, without 
the filing of claim therefor. If the amount determined as the amount 
which should have been assessed is greater than the amount actually assessed, then the difference shall be assessed and shall be collected as part of the tax upon notice and demand from the Secretary or his 
delegate. 
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(g) ARArzMRNr iz ZzorARnx Doss Nor Exist. — The Secretary or his 
delegate may abate the jeopardy assessiuent if he finds that jeopardy 
does not exist. Such abatement may not be made after a decision of 
the Tax Court in respect of the deficiency has been rendered or, if no 
petition is filed with the Tax Court, after the expiration of the period 
for filing such petition. The period of limitation on the making of 
assessments and levy or a proceeding in court for collection, in respect 
of any cleficiency, shall be determined as if the jeopardy assessment so 
abated had not been made, except that the running of such period shall 
in any event be suspended for the period from the date of such jeopardy 
assessment until the expiration of the 10th day after the day on which 
such jeopardy assessment is abated. 

(h) CRoss ItzzzRzvczs, — 
(1) For the effect of the furnishing of security for payment, see 

section 6868. 
(2) For provision permitting immediate levy in case of jeopardy, 

see section 6881(a). 

$ 801. 6861 — 1 JEOPARDY ASSESSMENTS OF INCOME& ESTATE, AND GIFT 
TAxEs. — (a) riuthority for ma1einq. — If a district director believes 
that the assessment or collection of a deficiency in income, estate, or 
gift tax will be jeopardized by delay, he is required to assess such de- 
ficiency immediately, together with the interest, additional amounts, 
and additions to the t&ax provided by law. A jeopardy assessment may 
be made before or after the mailing of the notice of deficiency pro- 
vided by section 6212. However, a jeopardy assessment for a, taxable 
year under section 6861 cannot be made after a decision of the Tax 
Court with respect to such taxable year has become final (see section 
7481) or after the taxpayer has filed a petition for review of the de- 
cision of the Tax Court with respect to such taxable year. In the case 
of a deficiency determined by a decision of the Tax Court which has 
become final or with respect to which the taxpayer has filed a petition 
for review and has not filed a bond as provided in section 7485, assess- 
ment may be made in accordance with the provisions of section 6215, 
without regard to section 6861, 

(b) Amount of jeopardy assessment. — If a notice of a deficiency 
is mailed to the taxpayer before it is discovered that delay would 
jeopardize the assessment or collection of the tax, a jeopardy assess- 
ment may be made in an amount greater or less than that included in 
the deficiency notice. If a deficiency is assessed on account of jeopardy 
after the decision of the Tax Court is rendered, the jeopardy assess- 
ment may be made only with respect to the deficiency determined by 
the Tax Court. 

(c) t'urisdiction of Tax Court. — If the jeopardy assessment is made 
before the notice in respect of the tax to which the jeopardy assessment 
relates has been mailed pursuant to section 6212(a), the district di- 
rector shall, within 60 days after the making of the assessment, send 
the taxpayer a notice of deficiency pursuant, to such subsection, The 
taxpayer may file a petition with the Tax Court for a redetermination 
of the amount of the deficiency within the time prescribed in section 
6213(a). If the petition of the taxpayer is filed with the Tax Court, 
either before or after the making of the jeopardy assessment, the Com- 
missioner, through his counsel, is required to notify tile Tax Court of 
such assessment or of any abatement thereof, and the Tax Court has 
jurisdiction to redetermine the amount of the deficiency, together with 
all other amounts assessed at the same time in connection therewith. 

(d) Payment and collection of jeopardy assessment. — After a 
jeopardy assessment has been made, the district director is required to 
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send notice and demand to the taxpayer for the amount of the jeopardy 
assessment. Regardless of whether the taxpayer has filed a petition 
with the Tax Court, he is required to make payment of the amount 
of such assessment (to the extent that it has not been abated) within 
10 days after the sending of notice and demand by the district director, 
unless before the expiration of such 10-day period he files with the 
district director a bond as provided in section 6863. Section 6831 pro- 
vides that, if the district director makes a finding that the collection 
of the tax is in jeopardy, he may make demand for immediate payment 
of the amount of the jeopardy assessment and, in such case, the tax- 
payer shall immediately pay such amount or shall immediately file the 
bond provided in section 6868. If a petition is not filed with the Tax 
Court within the period prescribed in section 6918(a), the district 
director will be so advised, and, if collection of the deficiency has been 
stayed by the timely filing of a bond as provided in section 6863, he 
should then give notice and make demand for payment of the amount 
assessed plus interest. After the Tax Court has rendered its decision 
and such decision has become final, the district director will be notified 
of the action taken. He will then send notice and demand for pay- 
ment of the unpaid portion of the amount determined by the Tax 
Court, the collection of which has been stayed by the bond. If the 
amount of the jeopardy assessment is less than the amount determined 
by the Tax Court, the difi'erence will be assessed and collected as part 
of the tax upon notice and demand from the district director. If the 
amount of the jeopardy assessment is in excess of the amount de- 
termined by the Tax Court, the unpaid portion of such excess will be 
abated. If any part of the excess amount has been paid, it will be 
credited or refunded to the taxpayer as provided in section 6409, with- 
out the filing of claim therefor. 

(e) Abatement of excee8i~e aeee88ment, — The district director may, 
at any time before the decision of the Tax Court is rendered, abate 
such assessment, or any unpaid portion thereof, to the extent that 
he believes the assessment to be excessive in amount. 

(f) Abutement i f jeopardy doee not eeet. — (1) The district direc- 
tor may abate a jeopardy assessment in whole or in part, if it is 
shown to his satisfaction that jeopardy does not exist. An abatement 
may not be made under this paragraph after a decision of the Tax 
Court in respect of the deficiency has been rendered or, if no petition 
is filed with such court, after the expiration of the period for filing 
such petition. 

(9) After abatement of a jeopardy assessment in whole or in part, 
the district director may proceed to assess and collect a deficiency in 
the manner authorized by law as if the jeopardy assessment or part 
thereof so abated had not existed. If a notice of deficiency has been 
sent to the taxpayer before the abatement of the jeopardy assess- 
ment in whole or in part, whether such notice was sent before or 
after the making of the assessment, such abatement will not a6'ect 
the validity of the notice or of any proceedings for redetermination 
based thereon. The period of limitation on the making of assess- 
ments and the beginmng of levy or a proceeding in court for collec- 
tion in respect of any deficiency shall be determined as if the jeopardy 
assessment so abated had not been made, except that the running of 
such period. shall in any event be suspended for the period from the 
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date of such jeopardy assessment until the expiration of the tenth 
day after the date on which such jeopardy assessment is abated in 
whole or in part. The provisions of this subparagraph may be 
illustrated by the following example: 

Earp/e. — On March 18, 1958, 28 days before the last day of the 
3-year period of limitations on assessment, a jeopardy assessment 
is made in respect of a proposed deficiency. On May 2, 1958, before 
the mailing of the notice of deficiency provided by section 6861(b), 
this assessment is abated. By virtue of this subparagraph, the last 
day of the period of limitations for the making of an assessment 
is June 9, 1958, that, is, the thirty-eighth day after the date of the 
abatement. If the notice of deficiency provided for in section 6861(b) 
had been sent before the abatement, the running of the period of limi- 
tations on assessment would have been suspended pursuant to the 
provisions of section 6503(a). 

(3) Request for abatement of a jeopardy assessment, because 
jeopardy does not exist, shall be filed with the district director, shall 
state fully the reasons for the request, and shall be supported by 
such evidence as will enable the district director to determine that 
the collection of the deficiency is not in jeopardy. See paragraph 
(e) of this section with respect to the abatement of jeopardy 
assessments which are excessive in amount. 

$ 801. 6862 Statutory provisions: jeopardy assessment of taxes 
other than income, estate, and gift taxes. 

SEC. 6862. JEOPARDY ASSESSMENT OF TAXES OTHER THAN 
IÃCOliIE, ESTATE, AND GIFT TAXES. 

(a) IMxtEDIATE AssESS~IKNT. — If the Secretary or his delegate be- 
lieves that the collection of any tax (other than income tax, estate 
tax, and gift tax) under any provision of the internal revenue laws 
will be jeopardized by delay, he shall, whether or not the time other- 
wise prescribed by law for making return and paying such tax has 
expired, immediately assess such tax (together with all interests, 
additional amounts, and additions to the tax provided for by law). 
Such tax, additions to the tax, and interest shall thereupon become im- 
mediately due and payable, and immediate notice and demand shall be 
made by the Secretary or his delegate for the payinent thereof. 

(b) IMMErnArE Lsvr. — For provision permitting immediate levy in 
case of jeopardy, see section 6831(a). 

$ 301. 6862 — 1 JEorARDY AssgssMENT or TAxEs OTHER THAN INcoME, 
KsTATE, ANn 6tET Txxas. — (a) If the district director believes that 
the collection of any taxes (other than income, estate, or gift tax) 
will be jeopardized by delay, he shall, whether or not the time other- 
wise prescribecl by law for filling the return or paying such tax has 
expired, immediately assess such tax, together with all interest. , addi- 
tional amounts and additions to the tax provided by law. For 
example, assume that a taxpayer incurs on January 18, 1955, liability 
for admissions tax imposed by section 4281, that the last day on 
which return and payment of such tax is required to be made is 
April 80, 1955, and that on January 18, 1955, the district director 
determines that collection of such tax would be jeopardized by delay. 
In such case, the district director shall immediately assess the tax. 

(b) The tax, interest, additional amounts, and additions to the tax 
will, upon assessment, become immediately clue and payable, and the 
district director shall, without delay issue a, notice and demand for 
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payment thereof in full. Upon failure or refusal to pay the amount 
demanded, collection thereof by levy shall be lawful without regard to 
the 10-day period provided in section 6881(a). However, the collec- 
tion of the whole or any part of the amount of the jeopardy assess- 
ment may be stayed by timely filin with the district director a bond 
as provided in section 6868. 

I) 801. 6868 STATUTQRY PRovIsICNS: STAY oF CQLLEGTIoN oF JEQPARDY 

ASSESSMENTS. 

SEC. 6863. STAY OF COLLECTION OF JEOPARDY ASSESS- 
MENTS. 

(a) BoND To STAY CCLLEcTICN. — ivhen a jeopardy assessment has 
been made under section 6861 or 6862, the collection of the whole or any 
amount of such assessment may be stayed by filing with the Secretary 
or his delegate, ivithin such time as may be fixed by regulations pre- 
scribed by the Secretary or his delegate, a bond in an amount equal to 
the amount as to which the stay is desired, conditioned upon the pay- 
ment of the amount (together with interest thereon) the collection of 
which is stayed, at the time at which, but for the making of the jeopardy 
assessment, such amount would be due. Upon the filing of the bond 
the collection of so much of the amount assessed as is covered by the 
bond shall be stayed. The taxpayer shall have the right to waive 
such stay at any time in respect of the whole or any part of the amount 
covered by the bond, and if as a result of such waiver any part of the 
amount covered by the bond is paid, then the bond shall, at the request of 
the taxpayer, be proportionately reduced. If any portion of the jeopardy 
assessment is abated, the bond shall, at the request of the taxpayer, be 
proportionately reduced. 

(b) FURTHER CoNDITIQNB IN CAsE oF INcoME, EsTATE, oR GIFT TAYES. — 
In the case of taxes subject to the jurisdiction of the Tax Court— 

(1) PRICR To PETITIoN To TAx CoURT. — If the bond is given before 
the taxpayer has filed his petition under section 6218(a), the bond 
shall contain a further condition that if a petition is not filed within 
the period provided in such section, then the amount, the collection 
of which is staved by the bond, will be paid on notice and demand at 
any time after the expiration of such period, together with inter- 
est thereon from the date of the jeopardy notice and demand to the 
date of notice and demand under this paragraph. 

(2) EFFEcT oF TAX CoURT DEcIsIoN. — The bond shall be condi- 
tioned upon the payment of so much of such assessment (collection 
of which is stayed by the bond) as is not abated by a decision of the 
Tax Court which has become final. If the Tax Court determines that 
the amount assessed is greater than the amount which should have 
been assessed, then when the decision of the Tax Court is rendered 
the bond shall, at the request of the taxpayer, be proportionately 
reduced. 

(8) STAY oF SALE oF sEIzED PR0PERTY PENDING TAx CQURT DEcIs- 
ION. — 

(A) GENERAI. RUIE. — lvhere, notwithstanding the provisions 
of section 6218(a), a jeopardy assessment has been made under 
section 6861 the property seized for the collection of the tax shall 
shall not be sold- 

(i) if section 6861(b) is applicable, prior to the issuance 
of the notice of deficiency and the expiration of the time 
provided in section 6218(a) for filing petition with the Tax 
Court, and 

(ii) if petition is filed with the Tax Court (whether be- 
fore or after the making of such jeopardy assessment under 
section 6861), prior to the expiration of the period during 
which the assessment of the deficiency would be prohibited 
if section 6861(a) were not applicable. 

(B) ExcEPTIoNs. — Such property may be sold if- 
(i) the taxpayer consents to the sale, 
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(ii) the Secretary or his delegate deterniines that the 
expenses of conservation and maintenance will greatly re- 
duce the net proceeds, or 

(iii) the property is of the type described in section 6336. 
(C) Aprnrcanrr re. — Subparagraphs (A) and (B) shall be 

applicable only with respect to a jeopardy assessment made 
on or after January 1, 19o5, and shall apply with respect to 
taxes imposed by this title and ivith respect to taxes imposed 
by the Internal Revenue Code of 1939. 

$ 801. 6868 — 1 STAY oF CQLLECTIQN oF JEQPARDY' AssEssMENTs: 
BoND To STAY' CQLLKCTIQN. — (;i) General rule. — (1) The collection of 
a jeopardy assessment of any tax may be stayed by filing with the dis- 
trict director a bond on the form to be furnished by the district direc- 
tor upon request. 

(2) The bond may be filed- 
(i) At any time before the time collection by levy is authorized 

under section 6381(a), or 
(ii) After collection by levy is authorized and before levy is 

made on any property or rights to property, or 
(iii) In the discretion of the district director, after any such 

levy has been made and before the expiration of the period of 
limitations on collection. 

(8) The bond must be in an amount equal to the portion (including 
interest thereon to the date of payment as calculated by the district 
director) of the jeopardy assessment collection of which is sought to 
be stayed. See section 7101 and the regulations thereunder, relating 
to the form of bond and the sureties thereon. The bond shall be 
conditioned upon. the payment of the amount (together with interest 
thereon), the collection of which is stayed, at the time at which, but for 
the making of the jeopardy assessment, such amount would be due. 

(4) Upon the filing of a bond in accordance with this section, the 
collection of so much of the assessment as is covered by the bond will 
be stayed. The taxpayer may at any time waive the stay of collection 
of the whole or any part of the amount covered by the bond. If as a 
result of such waiver any part of the amount covered by the bond is 
paid, or if any portion of the jeopardy assessment is abated by the 
district director, then the bond shall at the request of the taxpayer be 
proportionately reduced. 

(b) Additional conditions appA'cawe to income, e8tate, and gift tax 
a88eeement. — In the case of a jeopardy assessment of income, estate, or 
gift tax, the bond must be conditioned upon the payment of so much 
of the amount included therein as is not abated by a decision of the 
Tax Court which. has become final, together with the interest on such 
amount. If the Tax Court determines that the amount assessed is 
greater than the correct amount of the tax, the bond will be proportion- 
ately reduced at the request of the taxpayer after the Tax Court renders 
its decision. If the bond is given before the taxpayer has filed his 
petition with the Tax Court, it must contain a further condition that 
if a petition is not filed before the expiration of the period provided in 
section 6213(a) for the filing of such petition, the amount stayed by 
the bond will be paid upon notice and demand at any time after the 
expiration of such period, together with interest thereon at the rate 
of 6 percent per annum from the date of the jeopardy notice and 
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demand to the date of the notice and demand made after the expiration 
of the period for filing petition with the Tax Court. 

$ 301. 6863 — 2 CCLLEOTICN oF JECPARDY AssEssMENT) STAY oF SALE 
or Szizzn PROPERTY PENDINo TAx CoURT DEGIsIQN. — (a) General 
ncle. — In the case of a jeopardy assessment made after December 31, 
1954, of income, estate, or gift tax imposed by the Internal Revenue 
Code of 1954 or 1939, any property seized for the collection of such 
assessment shall not (except as provided in paragraph (b) of this 
section) be sold— 

(1) Until the expiration of the period provided in section 6213(a) 
within which the taxpayer may file a petition for redetermination 
with the Tax Court, and 

(2) If a petition for redetermination is filed with the Tax Court 
(whether before or after the making of the jeopardy assessment), 
until the decision of the Tax Court becomes final, except that a peti- 
tion for review of the Tax Court decision will not operate as a further 
stay of the sale of the seized property unless the taxpayer files a 
bond as provided in section 7485. 

(b) Ezcepl~on8. — Notwithstanding the provisions of paragraph 
(a) of this section, any property seized may be sold— 

(1) If the taxpayer files with the district director a written 
consent to the sale, or 

(2) If the district d. irector determines that the expenses of 
conservation and maintenance of the property will greatly reduce 
the net proceeds from the sale of such property, or 

(3) If the property is of a type to which section 6336 (relat- 
ing to sale of perishable goods) is applicable. 

( 301. 6864 STATUTCRY PRovIsIoNs: TERMINATIDN oF ExTENDED PE- 
RIOD I'OR PAYMENT IN CAsz or CARRYRACK. 

SEC. 6864. TERMIXATIOX OF EXTEiVDED PERIOD FOR PAY- 
MENT IX CASE OF CARRYBACK. 

For termination of extensions of time for payment of income tax 
granted to corporations expecting carrybacks in case of jeopardy, see 
section 6164(h). 

Bankruptcy and Receiverships 

$ 301. 6871(a) STATUTCRY PRovlsloNsq CLAIMs FQR INOCME, Es- 
TATE& AND GIFT TAXES IN BANKRUPTCY AND RECEIVERSHIP PROCEED- 
INGS. 

SEC. 6871. CLAIMS FOR INCOME, ESTATE, AXD GIFT TAXES IN 
BANKRUPTCY AND RECEIVERSHIP PROCEDIXGS. 

(a) IMMEniATE AssEssMKNr. — Upon the adjudication of bankruptcy 
of any taxpayer in any liquidating proceeding, the approval of a petition 
of, or against, any taxpayer in any other bankruptcy proceeding, or 
the appointment of a receiver for any taxpayer in any receivership pro- 
ceeding before anv court of the United States or of any State or 
Territory or of the District of Columbia, any dedeiency (together with 
all interest, additional amounts, or additions to the tax provided by law) determined by the Secretary or his delegate in respect of a tax 
imposed by subtitle A or B upon such taxpayer shall, despite the re- 
strictions imposed by section 6218(a) upon assessments, be immedi- 
ately assessed if such deQeieney has not theretofore been assessed in 
accordance with law. 
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( 801. 6871(a) — 1 IMMEDIATE AssEssMENT oF CLAIMs FQR INcoMt, 'q 

ESTATEI AND GIFT TAXES IN BANKRUPTCY AND RECI' IVERSHIP PROCEED 
INGs. — (a) Upon the adjudication of bankruptcy of any taxpayer in 
any liquidating proceeding, or the approval of a petition of, or against, 
any taxpayer in any other proceeding under the Bankruptcy Act, or 
the appointment of any receiver for any taxpayer in a receivership 
proceeding before any court of the United States or of any State 
or Territory or of the District of Columbia, the district director 
shall immediately assess any deficiency of income, estate, or gift tax 
(together with all interest, additional amounts, or additions to the 
tax provided by law), determined by him, if such deficiency has not 
theretofore been assessed in accordance with law. Such assessment 
shall be made immediately, whether or not a notice of deficiency has 
been issued, and without regard to the restrictions upon assessments 
under section 6218. 

(b) As used in this section and ($801. 6871(a) — 9 to 801. 6878 — 1, 
inclusive, (1) the term "proceeding under the Bankruptcy Act" in- 
cludes a proceeding under chapters I to VII, inclusive, of the Bank- 
ruptcy Act (11 U. S. C. cc. I — VII), or under section 75 or 77, or 
chapters X to XIII, inclusive, of such Act, or any other proceeding 
under the Act; and (9) the term "approval of a petition * * ~ in 
any other proceeding under the Bankruptcy Act" includes the filing 
of a petition under section 75 or chapters XI to XIII, inclusive, of 
the Bankruptcy Act with a court of competent jurisdiction. 

$ 801. 6871(a) — 9 CCLLEOTICN oF AssEssED TAxEs IN BANKRUPTOY 
AND REcEIvERsHIP PRocEEDINGs. — (a) During a proceeding under the 
Bankruptcy Act or a receivership proceeding in either a Federal or 
State court, generally the assets of. the taxpayer are under the control 
of. the court in ~which such proceeding is pending, and the collection 
of taxes cannot be made by levying upon such assets. However, any 
assets which under applicable provisions of law are not under the 
control of the court may be subject to levy. See paragraph (b) of this 
section and $ 801. 6871(b) — 1 Ivith respect to claims for such taxes. See 
section 6878 with respect to collection of unpaid claims. 

(b) District directors should, promptly after ascertaining the 
existence of any outstanding liability against a taxpayer in any pro- 
ceeding under the Bankruptcy Act or in any receivership proceeding, 
and in any event within the time limited by the appropriate provisions 
of the Bankruptcy Act, or by the appropriate orders of the court in 
which such proceeding is pending, file proof of claim covering such 
liability in the court in which such proceeding is pending. Such 
proof of claim should be filed whether the unpaid taxes invo]ved have 
been assessed or not, except in cases where the instructions of the 
Commissioner direct otherwise; for example where the payment of 
the taxes is secured by a sufficient bond. At the same time proof of 
claim is filed with the bankruptcy or receivership court, the district 
director will send notice and demand for payment to the taxpayer, 
together with a copy of such proof. of claim. 

(c) Under sections 8466 and 8467 of the Revised Statutes and sec- 
tion 64 of the Bankruptcy Act, taxes are entitled to the priority over 
other claims therein specified, and the trustee, receiver, debtor in 
possession, or other person designated as in control of the assets of the 
debtor by the court in which the proceeding under the Bankruptcy 
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A'ct or receivership proceeding is pending, may be held personally 
liable for failure on his part to protect the priority of the Government 
respecting taxes of which he has notice. Sections 75(1), 77(e), 199, 
367(2)) 455, and 659(6) of the Bankruptcy Act (11 U. b. C. 903(1), 
905(e), 599, 787(9), 855, and 1059(6) ) also contain provisions with 
respect to the rights of the United States relative to priority of pay- 
ment. For the filing of returns by a trustee in bankruptcy or by a 
receiver, see section 6019(b) (3) and 28 U. S. C. 960. Bankruptcy 
courts have jurisdiction under the Bankruptcy Act to determine all 
disputes regarding the amount and validity of taxes claimed in a 
proceeding under the Bankruptcy Act. A proceeding under the Bank- 
ruptcy Act or receivership proceedings does not discharge any portion 
of a claim of the United States for taxes except in the case of a pro- 
ceeding under section 77 or chapter X of the Bankruptcy Act. How- 
ever, the claim may be settled or compromised as in other cases in 
court. 

(d) For the requirement that a receiver, trustee in bankruptcy, or 
other like fiduciary give notice as to his qualification as such, see 
section 6036 and the regulations thereunder. 

$ 301. 6871(b) STATUTCRY PRovIsIDNs j CLAIMs I QR INcoi)IE) 
EsTATE) AND GIFT TAxEs IN BANKRUPTOY AND REOEIVERsHIP 
PROCEEDINGS. 

SEC. 6871. CLAIMS FOR INCOME, ESTATE, AND GIFT TAXES IN 
BANKRUPTCY AND RECEIVERSHIP PROCEEDINGS. * * * 

(b) CLAIM FILED DEsPITE PENDENCY oP TAx CoURT PRGCEEDINGs. — Iil 
the case of a tax imposed bv subtitle A. or B claims for the deficienc 
and such interest, additional amounts, and additions to the tax may 
be presented, for adjudication in accordance with law, to the court 
before which the bankruptcy or receivership proceeding is pending, 
despite the pendency of proceedings for the redetermination of the def- 
icienc in pursuance of a petition to the Tax Court; but no petition for 
any such redetermination shall be filed with the Tax Court after the 
adjudication of bankruptcy, approval of the petition in anv other 
bankruptcy proceeding, or the appointment of the receiver, 

$ 301. 6871(b) — 1 CLAIMs FQR INcoME) EsTATE) AND GIFT TAZEs IN 
PROCEEDINGS UNDER THE BANKRUPTCY ACT AND RECEIVERSHIP PRO- 
CEEDINGS ) CLAIM FILED DESPITE PENDENCY OF TAX COURT PROCEED- 
INGS. — (a) If the district director has determined that a deficiency is 
due in respect of income, estate, or gift tax and the taxpayer has filed 
a petition with the Tax Court before the adjudication of bankruptcy 
in any liquidating proceeding or before the approval of a petition 
in any other proceeding under the Bankruptcy Act or before the 
appointment of a receiver, the trustee, receiver, debtor in possession. 
or other like fiduciary, may, upon his own motion, be made a party to 
the Tax Court proceeding and thereafter may prosecute the appeal 
before the Tax Court as to that particular determination. No peti- 
tion shall be filed with the Tax Court for a redetermination of the 
deficiency after the adjudication of bankruptcy in a liquidating pro- 
ceeding or after the approval of a petition in any other proceeding 
under the Bankruptcy Act or after the appointment of a receiver. 

(b) Even though the determination of a deficiency is pending 
before the Tax Court for redetermination, proof of claim for the 
amount of such deficiency may be filed with the court in which the 
proceeding under the Bankruptcy Act or receivership proceeding 
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is pending without awaiting final decision of the Tax Court. In case 
of a final decision of the Tax Court before the payment or the dis- 
allowance of the claim in the proceeding under the Bank'ruptcy Act 
or receivership proceeding, a copy of the Tax Court's decision may 
be filed by the district director with the court in which such proceed- 
ing is pending. 

(c) . While a district director is required by section 6871(a) to make 
immediate assessment of any deficiency, such assessment is not made 
as a jeopardy assessment within the meaning of section 6861, and 
consequently the provisions of that section do not apply to any assess- 
ment made under section 6871. Therefore, the notice of deficiency 
provided in section 6861(b) will not be mailed. Although such notice 
will not be issued, a letter will be sent to the taxpayer or to the trustee, 
receiver, debtor in possession, or other like fiduciary, notifying him 
in detail how the deficiency was computed, that he may furnish evi- 
dence showing wherein the deficiency is incorrect, and that upon 
request he will be granted a conference by the district director with 
respect to such deficiency. However, such letter will not provide for 
such a conference where a petition was filed with the Tax Court before 
the adjudication of bankruptcy in a liquidating proceeding, before 
the approval of. a petition in any other proceeding under the Bank- 
ruptcy Act, or before the appointment of a receiver. 

$ 801. 6879 STATUTGRv PRovlsioNs: SUsPENsIoN 0F PERIQD GN 
ASSESSMENT. 

SEC. 6872. SUSPENSION OE PERIOD ON ASSESSMENT. 
If the regulations issued pursuant to section 6086 reqnire the giving of 

notice by any fiduciary in any proceeding under the Bankruptcy Act, or 
by a receiver in any other court proceeding, to the Secretary or his del- 
egate of his qualification as such, the running of the period of limitations 
on the making of assessments shall be suspended for the period from the 
date of the institution of the proceeding to a date 80 days after the date 
upon which the notice from the receiver or other fiduciary is received by 
the Secretarv or his delegate; but the suspension under this sentence 
shall in no case be for a period in excess of 2 years. 

$ 801. 6872 — 1 SUSPENSION OF RUNNING OF PERIOD OF LIMITATIONS 
0N AssEssMENT. — If any fiduciary in any proceeding under the Bank- 
ruptcy Act (including a trustee, receiver, or debtor in possession) or 
a receiver in a, ny other court proceeding is required, pursuant to sec- 
tion 6086, to give notice in writing to the district director of his qual- 
ification as such, then the running of the period of limitations on 
assessment shall be suspended from the date the proceeding is insti- 
tuted to the date such notice is received by the district director, and 
for an additional 80 days thereafter. However, the suspension under 
this section of the running of. the period of limitation on assessment 
shall in no case exceed 2 years. 

$ 801. 6878 STATUTGRY PRovIsIoNs: UNPAID CLAIMs. 

SEC. 6878. UNPAID CLAIMS. 

(a) GENEsAL Rut. s. — Any portion of a claim for taxes allowed in a 
receivership proceeding or any proceeding under the Bankruptcy Act 
which is unpaid shall be paid by the taxpayer upon notice and demand 
from the Secretary or his delegate after the termination of such 
proceeding. 

(b) CRoss REFEBENGEs. (1) I&'or suspension of running of period of 
limitations on collection, see section 6506(b). 

(2) Eor extension of time for payment, see section 6161(c). 
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$301. 6878 — 1 UNPAID CLAIMs IN BANKRUPTOY QR REOEIvERsHIP 
PRocEEDINGs. — (a) If any portion of the claim allowed by the court 
in a receivership proceeding, or in any proceeding under the Bank- 
ruptcy A. ct, remains unpaid after the termination of such proceeding, 
the district director will send notice and demand. for payment thereof 
to the taxpayer. Such unpaid portion with interest as provided in 
section 6601 may be collected from the taxpayer by levy or proceeding 
in court within the period of limitation for collection after assess- 
ment. For the general rule as to such period of limitation, see section 
6509, and for suspensions of the running of the period provided in sec- 
tion 6509, see, for example, section 6508. For suspensions under other 
provision~s of. law, see, for example, section 11f of the Bankruptcy Act 
(11 U. S. C. O9(f) ). Extension of. time for the payment of such un- 
paid amount may be granted in the same manner and subject to the 
same provisions and limitations as provided in section 6161(c). 

(b) Section 6878 is applicable only where a claim for taxes is 
allowed in a receivership proceeding or in a proceeding under the 
Bankruptcy Act. Claims for taxes, interest, additional amounts, or 
additions to the tax may be collectible in equity or under other pro- 
visions of law although no claim was allowed in the proceeding be- 
cause for example, such items were not included in a proof of claim 
filed in the proceeding or no proof of claim was filed. Except in the 
case of a proceeding under section 77 or chapter X of the Bankruptcy 
Act, a tax or a liability in respect thereof is not discharged by a pro- 
ceeding under such Act, whether or not a claim is filed in such proceed- 
ing, and provisions suspending the running of the period of limitation 
on the collection of taxes are applicable, whether or not a claim is 
filed in such proceeding. 

GENERAL RULES 

Eifeetive Date and Related Provisions 

$ 801. 7851 STATUToRY' PRovIsIQNs l APPLIGABILITY oF REvENUE 
LAWS. 

SEC. 7851. APPLICABILITY OF REVENUE LAWS. 
(a) GsNznaz. Rur Es. — Except as otherwise provided in any section of 

this title— 

(6) Subtitle F, 
(A) GENERAL RULE. — The provisions of subtitle F [including 

chapter 70, relating to jeopardy, bankruptcy and reesiverships] 
shall take effect on the day after the date of enactment of this 
title and shall be applicable with respect to any tax imposed by 
this title. * ~ * 

RUSSELL C. HARRINGTON~ 
Commissioner of Interna/ Revenue 

Approved Mar. 97, 1957. 
DAN THROOP SMITH, 

Deputy to the Secretury. 
(Filed by the Division of the Federal Register on March 29, 1957, 8: 49 a. m. , and published in the issue of the Federal Register for March 80, 1957, 22 F. R. 

2128). 



[Ia 7501. 

SECTION 6862. —, TEOPARDY ASSESSMENT OF TAXES 
OTHER THAN INCOME, ESTATE, AND GIFT TAXES 

26 CFR 801. 6862: Statutory provisions: 
jeopardy assessment of taxes other than 
income, estate, and gift taxes. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6227, page 455. 

SUBCHAPTER B. — BANKRUPTCY AND RECEIVERSHIPS 

SECTION 6871. — CLAIMS FOR INCOME, ESTATE, AND 
GIFT TA. XES IN BANKRUPTCY AND RECEIVERSHIP 
PROCEEDINGS 

26 CFR 801. 6871(a): Statutory provisions: 
claims for income, estate, and gift taxes 
in bankruptcy and receivership proceedings. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6227, page 455. 

CHAPTER 77. — MISCELLANEOUS PROVISIONS 

SECTION 7501. — LIABILITY FOR TAXES WITHHELD OR 
COLLECTED 

26 CFR 801. 7501: Statutory provisions; liabil- 
ity for taxes withheld or collected. 

(Also Sections 7502 through 7511; 801. 7502 
through 801. 7511. ) 

T. D. 6282 ' 

TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SDBCHAPTER F, PART 301. — 
PROCEDI;RE AND ADMINISTRATION 

DEPARTMENT OF THE TREASURY~ 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE 

Washt'ngton 85, D. C. 
To Offteers and Employees of the Internal Revenue Service and Others 

C'one erned: 
On February 1, 1957, notice of proposed rulemaking regarding the 

regulations under chapter 77 of the Internal Revenue Code of 1954, 
relating to miscellaneous provisions, was published in the Federal 
Register (22 F. R. 670) . After consideration of all such relevant mat- 
ter as was presented by interested persons regarding the rules proposed, 
the regulations as so published have been modified and are hereby 
adopted as set forth below. Except as otherwise specifically provided 
therein, such. regulations shall be effective on and a fter August 17, 1954, 

I The publication of this Treasury Decision in 22 F. R. 3143, dated May 3, 1957, 
contains (1) instructions for modifying the notice of proposed rulemaking published in 
22 F. R. 670, dated Februarv 1, 1057, and (2) the full context of the regulations with such 
modifications. As here published, the Treasury Decision reflects the full context of such 
regplat(ons, with modifications. The individual instructions have been omitted. 
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and shall apply with respect to any tax imposed by the Internal Reve- 
nue Code of 1954 or a prior internal revenue law. 

TABI E OF CONTENTS 

MISCELLANEOUS PROVISIONS 
Section 
801. 7501 
801. 7502 
801. 7502-1 
301. 7508 

301. 7508 — 1 

801. 7504 
801. 7505 

801. 7505-1 
801. 7506 

801. 7506-1 
801. 7507 
301. 7507 — 1 
801. 7507 — 2 
801. 7507-8 
801. 7507 — 4 
801. 7507-5 
801. 7507-6 
801. 7507-7 
801. 7507-8 
801. 7507-9 
801. 7507-10 
801. 7507-11 
801. 7508 

801. 7509 

801. 7510 

801. 7510-1 

801. 7511 

Statutory provisions; liability for taxes withheld or collected. 
Statutory provisions; timely mailing treated as timely filing. 
Timely mailing treated as timely filing. 
Statutory provisions; time for performance of acts where last day 

falls on Saturday, Sunday, or legal holiday. 
Time for performance of acts where last day falls on Saturday, 

Sunday, or legal holiday. 
Statutory provisions; fractional parts of a dollar. 
Statutory provisions; sale of personal property purchased by the 

United States. 
Sale of personal property purchased by the United States. 
Statutory provisions; administration of real estate acquired by the 

United States. 
Administration of real estate acquired by the United States. 
Sta. tutory provisions; exemption of insolvent banks from tax. 
Banks and trust companies covered. 
Scope of section generally. 
Segregated or transferred assets. 
Unsegregated assets. 
Earnings. 
Abatement and refund. 
Establishment of immunity. 
Procedure during immunity. 
Termination of immunity. 
Collection of tax after termination of immunity. 
Exception of employment taxes. 
Statutory provisions; time for performing certain acts postponed 

by reason of war. 
Statutory provisions; expenditures incurred by the Post Cffice 

Department. 
Statutory provisions; exemption from tax of domestic goods pur- 

chased for the United States. 
Exemption from tax of domestic goods purchased for the United 

States. 
Statutory provisions; exemption of consular officers and employees 

of foreign states from payment of internal revenue taxes on 
imported articles. 

GENERAL RULES 

Effective Date and Related Provisions 

801. 7851 Statutory provisions; applicability of revenue laws. 
AvTaoaITY: 

fW fa 801. 7501 to 801. 7511, incl. , and 801. 7851, issued under sec. 7805, l. R. C. 1954; 68A Stat. 917; 26 U, S. C. 7805. 

MISCELLANEOUS PROVISIONS 

$ 801. 7501 STATUTORY PROVISIONS i LIABILITY FOR TAXES WITHHELD 
OR COLLECTED. 

SEC 7501. LIABILITY FOR TAXES WITHHELD OR COLLECTED. 
(a) GENEaAr. Rvrz. — Whenever any person is required to collect or 

withhold any internal revenue tax from any other person and to pay over 
such tax to the United States, the amount of tax so collected or withheld 
shall be held to be a special fund in trust for the United States. The 
amount of such fund shall be assessed, collected, and paid in the same 
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manner and subject to the same provisions and limitations (including 
penalties) as are applicable with respect to the taxes from which such 
fund arose. 

(b) PENALTIEs, — For penalties applicable to violations of this section, 
see sections 6672 and 7202. 

$ 801. '7502 STATUTORY PRovIsI0Ns; TIMELY MAILING- TREATED As 

TIMELY FILING. 

SEC 7o02. TIMELY MAILING TREATED AS TIMELY FILING. 
(a) GENERAL RULE. — If any claim, statement, or other document 

(other than a return or other document required under authority of 
chapter 61), required to be filed within a prescribed period or on or 
before a prescribed date under authority of any provision of the internal 
revenue laws is, after such period or such date, delivered by United 
States mail to the agency, officer, or office with which such claim, state- 
ment, or other document is required to be filed, the date of the United 
States postmark stamped on the cover in which such claim, statement, 
or other document is mailed shall be deemed to be the date of delivery. 
This subsection shall apply only if the postmark date falls within the 
prescribed period or on or before the prescribed date for the filing of the 
claim, statement, or other document, determined with regard to any 
extension granted for such filing, and only if the claim, statement, or 
other document was, within the prescribed time, deposited in the mail 
in the United States in an envelope or other appropiiate wrapper, post- 
age prepaid, properly addressed to the agency, office, or officer with which 
the claim, statement, or other document is required to be filed. 

(b) STAMP MAGHINE. — This section shall apply in the case of post- 
marks not made by the United States Post Office only if and to the extent 
provided by regulations prescribed by the Secretary or his delegate. 

(c) REGI$TERED MAIL. — If any such claim, statement, or other docu- 
ment is sent by United States registered mail, such registration shall be 
prima facie evidence that the claim, statement, or other document was 
delivered to the agency, office, or officer to which addressed, and the date 
of registration shall be deemed the postmark date. 

(d) ExcEPTIQN. — This section shall not apply with respect to the filing 
of a document in any court other than the Tax Court. 

$ 801. 7502 — 1 TIMELY MAILING TREATED AS TIMELY FILING. — (a) 
General v'vie. — Section 7502 provides that, if the requirements of such 
section are met, a document shall be deemed to be filed on the date of 
the postmark stamped on the cover in which such document was 
mailed. Thus, if the cover containing such document bears a timely 
postmark, the document will be considered filed timely although it is 
received after the last date, or the last day of the period, prescribed 
for filing such document. Section 7502 does not apply to the payment 
of any tax. Section 7502 is applicable only to those documents which 
come within the definition of such term provided by paragraph (b) 
of this section and only if the document is mailed in accordance with 
paragraph (c) of this section and is delivered in accordance with 
paragraph (d) of this section. 

(b) Document depmed. — (1) The term "document", as used in this 
section, means any claim, statement, or other document required to 
be filed within a prescribed period or on or before a prescribed date 
under authority of any provision of the internal revenue laws, except 
as provided in the following subdivisions of this subparagraph: 

(i) The term does not include any return required under authority 
of any internal revenue law or any other document required under 
authority of chapter 61. Thus, for example, such term does not in- 
clude the income tax returns required by section 6012, the declarations 
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of estimated income tax by individuals and corporations required by 
sections 6015 and 6016, and the estate tax and gift tax returns re- 
quired by sections 6018 and 6019. Nor does the term include any 
return required under authority of subtitle E, relating to alcohol, 
tobacco, and certain other excise taxes. 

(ii) The term does not include any document filed in any court other 
than the Tax Court, but the term does include any document filed with 
the Tax Court, including a petition for redetermination of a deficiency 
and a petition for review of a decision of the Tax Court. 

(iii) The term does not include any document which is required to 
be filed with a bank or other depositary pursuant to section 6809 (c). 

(2) A return may contain, or have attached to it, a statement which 
sets forth an election under the internal revenue laws. In such a case, 
section 7502 is applicable to the statement if the conditions of such sec- 
tion are met, although it does not apply to the return. Moreover, in 
the case of certain taxes, a return may constitute a claim for refund or 
credit. In such a, case, section 7502 is applicable to the claim for re- 
fund or credit if the conditions of such section are met, irrespective of 
whether the claim is also a return. 

(c) 3failing regu6'ements. — (1) Section 7502 is not applicable un- 
less the document is mailed in accordance with the following require- 
ments: 

(i) The document must be coiitained in an envelope or other appro- 
priate wrapper, properly addressed to the agency, ofhcer, or once with 
which the document is required to be filed. 

(ii) The document must be deposited within the prescribed time in 
the mail in the United States with sufiicient postage prepaid. For this 
purpose, a document is deposited in the mail in the United States when 
it is deposited with the domestic mail service of the United States Post 
Once. The domestic mail service of the United States Post Once, as 
defined by the postal regulations, includes mail trnasmitted within, 
among, and between the Cunited States, its Territories and possessions, 
and Army-Air Force (APO) and Navy (FPO) post ofiices (see 39 
CFR 9. 1). Section 7502 does not apply to any document which is 
deposited with the mail service of any other country. 

(iii) (a) If the postmark on the envelope or wrapper is made by 
the United States Post Olfice, such postmark must bear a date on or 
before the last date, or the last day of the period, prescribed for filing 
the document. If the postmark does not bear a date on or before the 
last date, or the last day of the period, prescribed for filing the docu- 
ment, the document will be considered not to be filed timely, regardless 
of wlien the document is deposited in the mail. Acordingly, the 
sender who relies upon the applicability of section 750o assumes the 
risk that the postmark will bear a date on or before the last date, or the 
last day of the period, prescribed for filing the document, but see sub- 
paragraph (2) of this paragraph with respect to the use of registered 
mail'to avoid this risk. If the postmark on the envelope or wrapper is 
not legible, the person who is required to file the document has the bur- 
den of proving the time when the postmark was made. 

(5) If the postmark on the envelope or wrapper is made other than 
by the United States Post Once, (1) the postmark so made must bear a 
date on or before the last date, or the last day of the period, prescribed 
for filing the document, and (8) the document must be received by the 
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agency, officer, or ofFice with which it is required to be filed not later 
than the time when a document contained in an envelope or other ap- 

ropriate wrapper which is properly addressed and mailed and sent 
y t4e same class of mail would ordinarily be received if it were post- 

marked at the same point of origin by the United States Post OfFice on 
the last date, or the last day of the period, prescribed for filing the 
document. However, in case the document is received after the time 
when a document so mailed and so postmarked by the United States 
Post OSce would ordinarily be received, such document will be treated 
as having been received at the time when a document so mailed and so 
postmarked would ordinarily be received, if the person who is required 
to file the document establishes (i) that it was actually deposited in the 
mail before the last collection of the mail from the place of deposit 
which was postmarked (except for the metered mail) by the United 
States Post OSce on or before the last date, or the last day of the 
period, prescribed for filing the document, (i~i) that the delay in re- 
ceiving the document was due to a delay in the transmission of the 
mail, and (iii) the cause of such delay. If the envelope has a post- 
mark made by the United States Post OfFice in addition to the postmark 
not so made, the postmark which was not made by the United States 
Post OfFice shall be disregarded, and whether the envelope was mailed 
in accordance with this subdivision shall be determined solely by 
applying the rule of (u) of this subdivision. 

(2') If the document is sent by United States registered mail, the 
date of registration of the document shall be treated as the postmark 
date. Accordingly, the risk that the document will not be postmarked 
on the day that it is deposited in the mail may be overcome by the use 
of registered mail. 

(8) As used in this section, the term "the last date, or the last day 
of the period, prescribed for filing the document" includes any exten- 
sion of time granted for such filing. When the last date, or the last 
day of the period, prescribed for filing the document falls on a Satur- 
day, Sunday, or legal holiday, section 7508 is also applicable, so that, in 
applying the rules of this paragraph, the next succeeding day which 
is not a Saturday, Sunday or legal holiday shall be treated as the last 
date, or the last day of the period, prescribed for filing the document. 

(d) Delivery. — (1) Section 7502 is not applicable unless the docu- 
ment is delivered by United States mail to the agency, olFicer, or once 
with which it is required to be filed. However, if the document is 
sent by registered mail, proof that the document was properly regis- 
tered and that the envelope or wrapper was properly addressed to such 
agency, ofiicer, or oflice shall constitute prima facie evidence that the 
document was delivered to such agency, officer, or ofilce. 

(2) Section 7502 is applicable only when the document is delivered 
after the last date, or the last day of the period, prescribed for filing 
the document. However, section 7502 is also applicable when a claim 
for credit or refund is delivered after the last day of the period speci- 
fied in section 322(b) (2) of the Internal Revenue Code of 1989 or in 
ariy other corresponding provision of law relating to the limit on the 
amount of credit or refund that is allowable. For example, taxpayer 
A was required to file his income tax return for 1953 on or before 
March 15, 1954, but he secured an extension until June 15, 1954 to file 
such return. His return was filed on June 15, 1954, but no tax was paid 
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at such time because the tax liability disclosed by the return had been 
completely satisfied by the income tax that had been withheld on his 
wages and by the payments of estimated tax. On March 14, 1957, 
A mailed in accordance with the requirements of this section a claim 
for refund of a portion of his 1058 tax. The envelope containing the 
claim was postmarked on such day, but it was not delivered to the 
clistrict directoi's OSce until March 18, 1957. Under section 822(b) (1) 
of the Internal Revenue Code of 1039, A's claim for refund is timely 
if filed within three years from June 15, 1054. However, as a result 
of. the limitation of section 822(b) (2) of the 1989 code, if his claim 
is not filed within three years after March 15, 1954, the date on which 
he is deemed under section 822(e) of the 1989 Code to have paid his 
1958 tax, he is not entitled to any refund. Thus, since A's claim for 
refund was mailed in accordance with the requirements of this section 
and was delivered after the last day of the period specified in such 
section 822 (b) (2), section 7502 is applicable, and the claim is deemed 
to have been filed on March 14, 195Y. 

(e) Applicant)zlzty. — Section Y502 and this section are applicable 
with respect to any document which is mailed and delivered in accord- 
ance with the requirements of. this section and which is mailed in an 
envelope having a postmark bearing a date a, fter August 16, 1954, 
irrespective of whether the postmar~k is made by the United States 
Post Ofiice) and irrespective of ivhether the tax to which the document 
pertains is imposed by the Internal Revenue Code of 1054 or a prior 
internal revenue law. 

801. 7508 STATUTORY PRovIsIoNs ) TIME FQR PERFQRMANcE QF AcTs 
WHERE LAST DAY FAII S ON SATURDAY) SUiVDAY) OR LEGAL HOLIDAY. 

SEC. 750S. TIME FOR PERlcORMANCE OF ACTS WHERE LAST DAY 
FALLS OX SATURDAY, SUNDAY, OR LEGAL HOLIDAY. 

When the last day prescribed under authority of the internal revenue 
laws for performing any act falls on Saturday, Sunday, or a legal holiday, 
the performance of such act shall be considered tin)ely if it is performed on 
the next succeeding day which is not a Saturday, Sunday, or a legal holi- 
day. For purposes of this section, the last day for the performance of any 
act shall be determined by including any authorized extension of time; 
the term "legal holiday" means a legal holiday in the District of Columbia; 
and in the case of any return, statement, or other document required to be 
filed, or any other act required under authority of the internal revenue 
laws to be performed, at any office of the Secretary or his delegate, or at any 
other office of the United States or any agency thereof, located outside 
the District of Columbia but ivithin an internal revenue district, the term 
"legal holiday" also means a Statewide legal holiday in the State where 
such office is located. 

$ 801. 7508 — 1 TIME FQR PERFQRMANGE oF AUTs WHERE LAsT DAY 
FAILS ON SATURDAY) SUNDAY, OR LEGAI HOLIDAY. — (a) In general. — 
Section 7508 provides that when the last day prescribed under author- 
ity of any internal revenue law for the performance of any act falls 
on a Saturday, Sunday, or legal holiday, such act shall be considered 
performed timely if performed on the next succeeding day which is 
not a Saturday, Sunday, or legal holiday. For this purpose, any au- 
thorized extension of time shall be included in determining the last 
day for performance of any act. Section 7508 is applicable only in 
case an act is required under authority of any internal revenue law to 
be performed on or before a prescribed date or within a prescribed 
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period. For example, if the 2-year period allowed by section 65M (a) 
(1) to bring a suit for refund of any internal revenue tax expires on 
Thursday, November 22, 1956 (Thanksgiving Day), the suit will be 
timely if filed on Friday, November 28, 1956; in the Court of Claims, 
or in a district court. Section 7503 applies to acts to be performed 
by the taxpayer (such as, the filing of any return of, and the payment 
of, any income, estate, or gift tax; the filing of. a petition with the Tax 
Court for redetermination of a deficiency, or for review of a decision 
rendered by such Court; the filing of a claim for credit or refund of 
any tax) and acts to be performed by the Commissioner or a district 
director (such as, the giving of any notice with respect to, or making 
any demand for the payment of, any tax; the assessment or collection 
of any tax). 

(b) Legal holiday. — (1)For the purpose of section 7503, the term 
"legal holiday" includes the legal holidays in the District of Columbia. 
Such legal holidays are- 

(i) January 1, New Year's Day (D. C. Code, Title 28, sec. 616), 
(ii) January 20, when such day is Inauguration Day (D. C. 

Code, Title 28, sec. 616), 
(iii) February 22, Washington's Birthday (D. C. Code, Title 

28, sec. 616), 
iv) May 80, Memorial Day (D. C. Code, Title 28, sec. 616), 
v) July 4, Independence Day (D. C. Code, Title 28, sec. 616), 
vi) First Monday in September, Labor Day (5 U. S. C. 87), 
vii) November 11, Veterans' Day (5 U. S, C. 87a, as amended), 

(viii) Fourth Thursday in November, Thanksgiving Day (5 
U. S. C. 87b), and 

(ix) December 25, Christmas Day (D. C. Code Title 28, sec. 
616). 

When a legal holiday in the District of Columbia falls on a Sunday, 
the next day is a legal holiday in the District of Columbia (see D. C. 
Code, Title 28, sec. 616). 

(2) In the case of any return, statement, or other document required 
to be flled, or any other act required under the authority of the in- 
ternal revenue laws to be performed, at any ofiice of the Internal 
Revenue Service, or any ofiice or agency of the United States, located 
outside the District of Columbia, but within an internal revenue 
district, the term "legal holiday" includes, in addition to the legal 
holidays enumerated in subparagraph (1) of this paragraph, any 
State-wide legal holiday of the State where the act is required to 
be performed. If the act is performed in accordance with law at 
an ofiice of. the Internal Revenue Service or any other oSce or 
agency of the United States located in a Territory or possession 
of the United States, the term "legal holiday" includes, in addi- 
tion to the legal holidays described in subparagraph (1) of this 
paragraph, any legal holiday which is recognized throughout the 
Territory or possession in which the ofiice is located. Accordingly, 
if a resident of Alaska files his return with the District Director at 
Seattle, Washington, the extension provided by section 7508 is ap- 
plicable in case the last day for filing the return is a legal holiday in 
the District of Columbia or in the State of Washington. However, 
if he files his return with an ofiice of the Internal Revenue Service 
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located in Alaska, such extension is applicable in case the last day for 
filing the return is a legal holiday in the District of Columbia or in 
Alaska. 

(c) Applicability. — Section 7503 and this section are applicable in 
any case when the last day prescribed under authority of any internal 
revenue law for the performance of any act falls on a Saturday, Sun- 
day, or legal holiday, which occurs after August 16, 1954, irrespective 
of whether the tax in connection with which the act is required to be 
performed is imposed by this title or a prior internal revenue law. 

$ 801. 7504 STATUTORY PROVISIONS j PRACTIONAL PARTS OF A DOLLAR) 

SEC. 7504. FRACTIONAL PARTS OF A DOLLAR. 
The Secretary or his delegate may by regulations provide that in the 

allowance of any amount as a credit or refund, or in the collection of 
any amount as a deficiency or underpayment, of any tax imposed by this 
title, a fractional part of a dollar shall be disregarded, unless it amounts 
to 50 cents or nrore, in which case it shall be increased to 1 dollar. 

$ 301. 7505 STATUTORY PROVISIONS) SALE OF PERSONAL PROPERTY 
PURCHASED BY THE UNITED STATES 

SEC. 7505. SALE OF PERSONAL PROPERTY PURCHASED BY 
THE UNITED STATES. 

(a) SALE. — Any personal property purchased by the United States 
under the authority of section 0335 (e) (relating to purchase for the 
account of the United States of property sold under levy) may be sold 
by the Secretary or his delegate in accordance with such regulations as 
may be prescribed by the Secretary or his delegate. 

(b) AccovNrrr-o. — In case of the resale of such property, the proceeds 
of the sale shall be paid into the Treasury as internal revenue collections, 
and there shall be rendered a distinct account of all charges incurred in 
such sales. 

$ 801. 7505 — 1 SALE OF PERSONAL PROPERTY PURCHASED BY THE 
UNITED STATEs. — (a) 8ate. — (1) In general. — Any personal property 
(except bonds, notes, checks, and other securities) purchased by the 
United States under the authority of section 6885 (e) (relating to 
purchase for the account of the United States of property sold under 
levy) or the corresponding provisions of prior law may be sold by the 
district director who purchased such property for the United States. 
United States Savings Bonds sha, ll not be sold by the district director 
but shall be transferred to the Division of Loans and Currency, 
Treasury Department, for redemption. Other bonds, notes, checks, 
and other securities shall be disposed of in accordance with instruc- 
tions issued by the Commissioner. 

(0) Tt'me, palace, manner, and terms of sale. — The time, place, man- 
ner, and terms of sale of personal property purchased for the United 
States shall be as follows- 

(i) Time, notice, and p/ace of sale. — The property may be sold at 
any time after it has been purchased by the United States. A public 
notice of sale shall be posted at the post OSce nearest the place of sale 
and in at least two other public places. The notice shall specify the 
property to be sold and the time, place, manner, and conditions of sale. 
In addition, the district director may use such other methods of ad- 
vertising as he believes will result in obtaining the highest price for 
the property. The place of sale shall be within the internal revenue 
district where the property was originally purchased for the United 
States. However, if the district director believes that a substantially 
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higher price may be obtained, the sale may be held outside his district. 
(ii) Rejection of bids and adjournment of sale. — The internal 

revenue officer conducting the sale reserves the right to reject any and 
all bids and withdraw the property from the sale. When it appears to 
the internal revenue officer conducting the sale that an adjournment 
of the sale will best serve the interest of the United States, he may 
order the sale adjourned from time to time. If the sale is adjourned 
for more than 80 days in the aggregate, public notice of the sale must 
again be given in accordance with subdivision (i) of this sub- 
paragraph. 

(iii) Liquidated damages. — The notice shall state whether, in the 
case of default in payment of the bid price, any amount deposited with 
the United States will be retained as liquidated damages. In case 
liquidated damages are provided, the amount thereof shall not exceed 
$200. 

(3) Agreement to bid. — The district director may, before giving 
notice of sale, solicit off'ers from prospective bidders and enter into 
agreements with such persons that they will bid at least a specified 
amount in case the property is ofFered for sale. In such cases, the 
district director may also require such persons to make deposits to 
secure the performance of their agreements. Any such deposit, but not 
more than $200, shall be retained as liquidated damages in case such 
person fails to bid the specified amount and the property is not sold for 
as much as the amount specified in such agreement. 

(4) Terms of payment. — The property shall be offered for sale upon 
whichever of the following terms is fixed by the district director in the 
public notice of sale- 

(i) Payment in full upon acceptance of the highest bid, without 
regard to the amount of such bid, or 

(ii) If the aggregate price of all property purchased by a successful 
bidder at the sale is more than $200, an initial payment of $200 or 20 
percent of the purchase price, whichever is the greater, and payment 
of the balance (including all costs incurred for the protection or pres- 
ervation of the property subsequent to the sale and prior to final pay- 
ment) within a specified period, not to exceed one month from the 
date of the sale. 

5) 3fethod of sale. — The property may be sold either- 
i) At public auction, at which open competitive bids shall be 

received, or 
ii) A. t public sale under sealed bids. 
6) Sales under sealed bids. — The following rules, in addition to the 

other rules provided in this paragraph, shall be applicable to public 
sales under sealed bids: 

(i) Invitation to bidders. — Bids shall be solicited through a public 
notice of sale. 

(ii) Form for use by bidders. — A bid shall be submitted on a form 
which will be furnished by the district director upon request. The 
form shall be completed in accordance with the instructions thereon. 

(iii) Remittance with bid. — If the total bid is $200 or less, the full 
amount of the bid shall be submitted therewith. If the total bid is more 
than $200, 20 percent of such bid. or $200, whichever is greater, shall 
be submitted therewith. Such remittance shall be by a certified, cash- 
ier's, or treasurer's check drawn on anv bank or trust company in- 
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corporated under the laws of the United States or under the laws of 
any State, Territory, or possession of the United States, or by a United 
States postal, bank, express, or telegraph money order. 

(iv) Time for receiving and opening bid8. — Each bid shall be sub- 

mitted in a securely sealed envelope. The bidder shall indicate in the 
upper left hand corner of the envelope his name and address and the 
time and place of sale as announced in the public notice of sale. A bid 
will not be considered unless it is received by the internal revenue oS- 
cer conducting the sale prior to the opening of the bids. The bids will 
be opened at the time and place stated in the notice of sale, or at the 
time fixed in the announcement of the adjournment of the sale. 

(v) Consideration of bidh. — The internal revenue ofhcer conducting 
the sale shall have the right to waive any technical defects in a bid. 
A. fter the opening, examination, and consicleration of all bids, the in- 
ternal revenue ofhcer conducting the sale shall announce the amount of. 
the highest bid or bids and the name of the successful bidder or bidders, 
unless in the opinion of the ofhcer a, higher price can be obtained for the 
property than has been bid. In the event the highest bids are equal 
in amount (and unless in the opinion of the inteinal revenue oKcer 
conducting the sale a higher price can be obtainecl for the property 
than has been bid), the ofiicer shall determine the successful bidder by 
drawing lots. Any remittance submitted in connection with an un- 
successful bid shall be returned to the bidder at the conclusion of the 
sale. 

(vi) W'ithdraioal of bid8. — A bid may be withdrawn on written or 
telegraphic request received from the bidder prior to the tiine fixed for 
opening the bids. A technical defect in a bid confers no right on the 
bidder for the withdrawal of his bid after it has been opened. 

(7) Payment of bid price. — All payments for property sold pur- 
suant to this section shall be made by cash or by a certified, cashier' s, or 
treasurer's check drawn on any bank or trust company incorporated 
under the laws of the United States or under the laws of any State, 
Territory, or possession of the United States, or by a United States 
postal, bank, express, or telegraph money order. If payment in full is 
required upon acceptance of tlie highest bid, the payment shall be made 
at such time. If payment in full is not made at such time, the internal 
revenue ofiicer conducting the sale may forthwith proceed again to sell 
the property in the manner provided in subparagraph (5) of this para- 
graph. If deferred payment is permitted, the initial payment shall be 
made uon acceptance of the bid, and the balance shall be paid on or 
before the date fixed for payment thereof. Any remittance submitted 
with a successful sealed bid shall be applied toward the purchase price. 

(8) Delivery and removal of personal property. — The risk of loss is 
on the purchaser of the property upon acceptance of his bid. Posses- 
sion of any property shall not be delivered to the purchaser until the 
purchase price has been paid in full. If payment of part of the pur. 
chase price for the property is deferred, the United States will retain 
possession of such property as security for the payment of the balance 
of the purchase price and, as agent for the purchaser, will cause the 
property to be cared fro until the purchase price has been paid in full 
or the sale is declared null and void for failure to make full payment of 
the purchase price. In such case, all charges and expenses incurred. 
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in caring for the property after acceptance of the bid shall be borne by 
the purchaser. 

(9) Certifcate of 8ale. — The internal revenue officer conducting the 
sale shall issue a certi6cate of sale to the purchaser upon payment in 
full of the purchase price. 

(b) Accounting. — In case of the resale of such property, the pro- 
ceeds of the sale shall be paid into the Treasury as internal revenue 
collections, and there shall be rendered by the district director a dis- 
tinct account of all charges incurred in such sale. For additional 
accounting rules, see section 7809 and the instructions thereunder. 

301. 7506 STATvTCRY PRovIsICNs; ADMINIsTRATIoN oF REAL 
ESTATE ACQVIRED BY THE UNITED STATES. 

SEC. 7500. ADMINISTRATION OF REAL ESTATE ACQUIRED BY 
THE UNITED STATES. 

(a) PzzsoN CHARGED WITH. — The Secretary or his delegate shall 
have charge of all real estate which is or shall become the property of 
the United States by judgment of forfeiture under the internal revenue 
laws, or which has been or shall be assigned, set off, or conveyed by pur- 
chase or otherwise to the United States in payment of debts or penal- 
ties arising under the laws relating to internal revenue, or which has 
been or shall be vested in the United States by mortgage or other secu- 
rity for the payment of such debts, and of all trusts created for the use 
of the United States in payment of such debts due them. 

(b) SALz. — The Secretary or his delegate, may, at public sale, and 
upon not less than 20 days' notice, sell and dispose of any real estate 
owned or held by the United States as aforesaid. 

(c) LzAsz, — Until such sale, the Secretary or his delegate mav lease 
such real estate owned as aforesaid on such terms and for such period as 
the Secretary or his delegate shall deem proper. 

(d) Rzz. zAsz To DznToz. — In eases where real estate has or may become 
the property of the United States by conveyance or otherwise, in pay- 
ment of or as security for a debt arising under the laws relating to in- 
ternal revenue, and such debt shall have been paid, together with the 
interest thereon, at the rate of I percent per month, to the United States, 
within 2 years from the date of the acquisition of such real estate, it 
shall be lawful for the Secretary or his delegate to release by deed or 
otherwise convey such real estate to the debtor from whom it was taken, 
or to his heirs or other legal representatives. 

$ 801. 7506 — 1 ADMINIBTRATIQN oF REAL EBTATE AGQUIRED BY THE 
UNITED STATEs. — (a) Pergon8 charged with. — The district director 
for the internal revenue district in which the property is situated 
shall have charge of all real estate which is or shall become the prop- 
erty of the United States by judgment or forfeiture under the internal 
revenue laws, or which has been or shall be assigned, set ojf, or con- 
veyed by purchase or otherwise to the United States in payment of 
debts or penalties arising under the laws relating to internal revenue, 
or which has been or shall be vested in the United States by mortgage, 
or other security for the payment of such debts, or which has been 
or shall be purchased for the United States under section 6835(e) or 
under a corresponding provision of prior law, and of all trusts created 
for the use of the United States in payment of such debts due the 
United States. 

(b) Sale. — The district director for the internal revenue district in 
which the property is situated may sell any real estate owned or held by 
the United States as aforesaid, subject to the following rules— 

(1) Property purchased at 8ale under levy. — If the property was 
acquired as a result of bein+ declare~ »»rcbased for the United States 
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at a sale under section 68N, relating to sale of seized property, the 
property shall not be sold until after the expiration of one year after 
such sale under levy. 

(2) Notice oj sale. — A notice of sale shall be published in some 
newspaper. published or generally circulated within the county where 
the property is situated, or a notice shall be posted at the post oSce 
nearest the place where the property is situated and in at least two 
other public places. The notice shall specify the property to be 
sold and the time, place, manner, and conditions of sale. In addition, 
the district director may use other methods of advertising and of 
giving notice of sale if he believes such method will enhance the 
possibility of obtaining a higher price for the property. 

(3) Time end p/ace o j sule. — The time of the sale shall be not less 
than 20 days from thed ate of giving public notice of sale under sub- 
paragraph (2) of this paragraph. The place of sale shall be within 
the county where the property is suited. However, if the district 
director believes a substantially better price maye be obtained, he inay 
hold the sale outside such county. 

(4) Eej ection of bids and cdjournment of sale. — The internal reve- 
nue oScer conducting the sale reserves the right to reject any and all 
bids and withdraw the property from the sale. When it appears to 
the internal revenue ofhcer conducting the sale that an adjournment of 
the sale will best serve the interest of the United States, he may order 
the sale adjourned from time to time. If the sale is adjourned for 
more than 80 days in the aggregate, public notice of the sale must, be 
given again in accordance with subparagraph (2) of this paragraph. 

(5) Liquidated damage8. — The notice shall state whether, in the 
case of default in payment of the bid price, any amount deposited 
with the United States will be retained as liquidated damages. In 
case liquidated damages are provided, the amount thereof shall not 
exceed $200. 

(6) Agreement fo bent. — The district director may, before giving 
notice of sale, solicit ofFers from prospective bidders and enter into 
agreements with such persons that they will bid at least a specified 
amount in case the property is ofFered for sale. In such cases, the 
district director may also require such persons to make deposits to 
secure the performance of their agreements. Any such deposit, but not 
more than $200, shall be retained as liquidated damages in case such 
person fails to bid the specified amount and the property is not sold 
for as much as the amount specified in such agreement. 

(7) Tervn8, — The property shall be ofFered for sale upon whichever 
of the following terms is fixed by the district director in the public 
notice of sale: 

i) Payment in full upon acceptance of the highest bid, or 
ii) If the price of the property purchased by a successful bidder at 

the sale is more than $200, an initial payment of $200 or 20 percent of 
the purchase price, whichever is the greater, and payment of the 
balance within a specified period, not to exceed one month from the 
date of the sale. 

(8) 3fethod of sale. — The property may be sold either- 
(i) At public auction, at which open competitive bids shall be re- 

ceived, or 
(ii) At public sale under sealed bids. 
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(9) 8ales @md' sealed iNda — The following rules, in addition to the 
other rules provided in this paragraph, shall be applicable at public 
sales under sealed bid. s. 

(i) Imeitatiom do bidders. — Bids shall be solicited through ~ public 
notice of sale. 

(ii) Foun for use by b~ddera. — A bid shall be submitted on a form 
which will be furnished by the district director upon request. The 
form shall be completed in accordance with the instructions thereon. 

(iii) Remittance arith bid. — If the total bid is $900 or less, the full 
amount of the bid shall be submitted therewith. If the total bid is 
more than $200, 20 percent of such bid or $900, whichever is greater, 
shall be submitted therewith. Such remittance shall be by a certified, 
cashier' s, or treasurer's check drawn on any bank or trust company in- 
corporated under the laws of the United States or under the laws of 
any State, Territory, or possession of the United States, or by a United 
States postal, bank, express, or telegraph money order. 

(iv) Time for receieimg and opemimg bids. — Each bid shall be sub- 
mitted in a securely sealed envelope. The bidder shall indicate in 
the upper left hand corner of the envelope his name and address and 
the time and place of sale as announced in the public notice of. sale. 
A bid shall not be considered unless it is received by the internal 
revenue officer conducting the sale prior to the opening of the bids. 
The bids will be opened at the time and place stated in the notice of 
sale, or at the time fixed in the announcement of the adjournment of 
the sale. 

(v) 0'omsiderutiom 0f hide. — The internal revenue officer conducting 
the sale shall have the right to waive any technical defects in a bid. 
After the opening, examination, and consideration of all bids, the 
internal revenue o[Bcer conducting the sale shall announce the amount 
of the highest bid or bids and the name of the successful bidder or 
bidders, unless in the opinion of. the officer a higher price can be ob- 
tained for the property than has been bid. In the event the highest 
bids are equal in amount (and unless in the opinion of the internal 
revenue oflicer conducting the sale a higher price can be obtained for 
the property than has been bid), the ofhcer shall determine the success- 
ful bidder by drawing lots. Any remittance submitted in connection 
with an unsuccessful bid shall be returned to the bidder at the con- 
clusion of the sale. 

(vi) Withdrawal of bids. — A bid may be withdrawan on written or 
telegraphic request received from the bidder prior to the time fixed 
for opening the bids. A technical defect in a bid confers no right on 
the bidder for the withdrawal of his bid after it has been opened. 

(10) Payment of Md price. — All payments for property sold pur- 
suant to this section shall be made by cash or by a certified, cashier' s, 
or treasurer's check drawn on any bank or trust company incorporated 
under the laws of the United States or under the laws of any State, 
Territory, or possession of the United States, or by a United States 
postal, bank, express, or telegraph money order. If payment in full 
is required upon acceptance of the highest bid. , the payment shall be 
made at such time. If payment in full is not made at such time, the 
internal revenue of[leer conducting the sale may forthwith proceed 
again to sell the property in the manner provided in subparagraph 
(8) of this paragraph. If deferred payment is permitted, the initial 
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payment shall be made upon acceptance of the bid, and the balance 
shall be paid on or before the date fixed for payment thereof. Any 
remittance submitted with a successful sealed bid shall be applied 
toward the purchase price. 

(11) Deed. — Upon payment in full of the purchase price, the dis- 
trict director shall execute a quitclaim deed to the purchaser. 

(c) Lease. — Until real estate is sold, the district director for the in- 
ternal revenue district in which the property is. situated may, in ac- 
cordance with instructions issued by the Commissioner, lease such 
property. 

(d) Eelease to debtor. — In cases where real estate has or may be- 
come the property of the United States by conveyance or otherwise, 
in payment of or as security for a debt arising under the laws relating 
to internal revenue, and such debt shall have been paid, together 
with the interest thereon (at the rate of one percent per month), to 
the United States within two years from the date of the acquisition of 
such real estate, the district director for the internal revenue district 
in which the property is located may relea. se by deed or otherwise 
convey such real estate to the debtor from whom it was taken, or to 
his heirs or other legal representatives. If property is declared pur- 
chased by the United States under section 63M, then, for the purpose 
of this paragraph, the date of such declaration shall be deemed to be 
the date of a~cquisition of such real estate. 

(e) Aeeounting. — The district director for the internal revenue 
district in which the property is situated shall, in accordance with 
section 7809 and the instructions thereunder account for the proceeds 
of all sales or leases of the property and all expenses connected with 
the maintenance, sale, or lease of the property. 

(f) Authority o j Comm&8ioner. — Notwithstanding the other pa. a- 
graphs of this section, the Commissioner may, when he deems it ad- 
visable, take charge of and assume responsibility f' or any real estate 
tc which this section is applicable. In such case, the Commissioner 
will notify in writing the district director for the internal revenue 
district in which the property is situated. In any case where a. single 
parcel of real estate is situated in more than one internal revenue 
district, the Commissioner may designate in writing a district director 
who shall have charge of and be responsible for the entire property. 

$ 801. 7507 STATUToRY' PRovIsIoNs l EXE&PTIQN or INsonvENT 
BANKs I'Ro~r TAx. 

SEC. 7507. EXEMPTION OF INSOLVENT BANKS FROM TAX. 
(a) AssETs TN GENERAL. — Whenever and after any bank or trust 

company, a substantial portion of the business of which consists of 
receiving deposits and making loans and discounts, has ceased to do 
business by reason of insolvancy or bankruptcy, no tax shall be assessed 
or collected, or paid into the Treasury of the United States, on account 
of such bank or trust company, which shall diminish the assets thereof 
necessary for the full payment of all its depositors; and such tax shall 
be abated from such national banks as are found by the Comptroller 
of the Currency to be insolvent; and the Secretary or his delegate, when 
the facts shall appear to him, is authorized to remit so much of the said 
tax againat any such insolvent banks and trust companies organized 
under State law as shall be found to affect the claims of their depositors. 

(b) SEGREGATED AssETs; EARNTNGs. — Whenever any bank or trust 
company, a substantial portion of the business of which consists of re- 
ceiving deposits and making loans and discounts, has been released or 
discharged from its liablity to its depositors for any part of their claims 
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against it, and such depositors have accepted, in lieu thereof, a lien 
upon subsequent earnings of such bank or trust company, or claims 
against assets segregated by such bank or trust coinpany or against 
assets transferred from it to an individual or corporate trustee or agent, 
no tax shall be assessed or collected, or paid into the Treasury of the 
United States, on account of such bank or trust company, such individual 
or corporate trustee or such agent, which shall diminish the assets thereof 
which are available for the payment of such depositor claims and which 
are necessary for the full payment thereof. The term "agent", as used 
in this subsection, shall be deemed to include a corporation acting as 
a liquidating agent. 

(c) REFUND; REAssEssMENT; STATUTE$ oF LIMITATIoN. 
(1) Any such tax collected shall be deemed to be erroneously 

collected, and shall be refunded subject to all provisions and limi- 
tations of laiv, so far as applicable, relating to the refunding of 
taxes. 

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

(3) Any tax, the assesment, collection, or payment of which is 
barred under subsection (b), or any such tax which has been re- 
funded after May 28, 1938, shall be assessed or reassessed after 
full payment of such claims of depositors to the extent of the remain- 
ing assets segregated or transferred as described in subsection (b). 

(4) The running of the statute of limitations on the making of 
assessment and collection shall be suspended during, and for 90 
days beyond, the period for which, pursuant to this section, assess- 
ment or collection may not be made, and a tax may be reassessed as 
provided in paragraphs (2) and (3) of this subsection and collected, 
during the time within which, had there been no abatement, collec- 
tion might have been made 

(d) ExcEPTICN oF EMPLCYMENT TAZEs. — This section shall 'not apply 
to any tax imposed by chapter 21 or chapter 23. 

$ 801. 7507 — 1 BANKS AND TRITEST COMPANIEs CovERED. — (a) Section 
7507 applies to any national bank, or bank or trust company organized 
under State law, a substantial portion of the business of which consists 
of receiving deposits and making loans and discounts, and which has— 

(1) Ceased to do business by reason of insolvency or bankruptcy, or 
(2) Been released or discharged from its liability to its depositors 

for any part of their deposit claims, and the depositors have accepted 
in lieu thereof a lien upon its subsequent earnings or claims against its 
assets either (i) segregated and held by it for benefit of the depositors 
or (ii) transferred to an individual or corporate trustee or agent who 
liquidates, holds or operates the assets for the benefit of the depositors. 

(b) As used in the regulations under section 7507: 
(1) The term "bank", unless otherwise indicated by the context, 

means any national bank, or bank or trust company organized under 
State law, within the scope of such section. 

(o) The terms "statute of limitations" and "limitations" mean all 
applicable provisions of law (including section 7507) which impose, 
change, or afFect the limitations, conditions, or requirements relative 
to the allowance of refunds and abatements or the assessinent or col- 
lection of tax, as the case may be. 

(8) The term "segregated assets" includes transferred or trusteed 
assets, or assets set aside or earmarked, to all or a portion of which, or 
the proceeds of which, the depositors are absolutely or conditionally 
entitled. 



$ 301. 7507 — o SCOPE OF SECTION GENERALLY — (a) PQ'PpOS8. — 
Section 7507 is intended to assist depositors of a bank which had 
ceased to do business by reason of insolvency to recover their deposits, 
by prohibiting collection of taxes of the bank which would diminish 
the assets necessary for payment of its depositors and also assist de- 
positors of banks which are in financial difhculties but which, in 
certain conditions, continue in business. 

(b) Eegui8ites oj application. — In order that section 7507 shall 
operate in a case where the bank continues business it is necessary 
that the depositors shall agree to accept, in lieu of all or a part of 
their deposit claims as such, claims against segregated assets, or a 
lien upon subsequent earnings of the bank, or both. When such an 
agreement exists, no tax diminishing such assets or earnings, or both, 
otherwise available and necessary for payment of depositors, may be 
collected therefrom. If, under such an agreement, the depositors have 
the right also to look to the unsegregated assets of the bank for re- 
covery, in whole or in part, the unsegregated assets are likewise, until 
they exceed the amount of the depositors' claims chargeable thereto, 
unavailable for tax collection. Any tax of such a bank, or part of 
any tax, which is once uncollectible under section 7507, cannot there- 
after be collected except from any residue of segregated assets re- 
maining after claims of depositors against such assets have been paid. 

(c) Intere8t. — For the purposes of section 7507, depositors' claims 
include bona fide interest, either on the deposits as such, or on the 
claims accepted in lieu of deposits as such. 

(d) Limitutiong on immunity. — Section 7507 is not primarily in- 
tended for the relief of banks as such. It does not prevent tax col- 
lection, from assets not necessary, or not available, for payment of 
depositors, from a bank within section 7507(a), at any time within 
the statute of limitations. In other words, the immunity of such a 
bank is not complete, but ceases whenever, within the statutory period 
for collection, it becomes possible to make collection without diminish- 
ing assets necessary for payment of depositors. In the case of a bank 
within section 7507(b), any immunity to which the bank is entitled is 
absolute except as to segregated assets. Any tax coming within such 
immunity may never be collected. With respect to segregated assets, 
such a bank is subject to the same rule as a bank within section 7507 (a), 
that is to say, after claims of depositors against segregated assets 
have been paid, any surplus is subject, within the statute of limitations, 
to collection of any tax, due at any time, the collection of which was 
suspended by the section. The section is not for the relief of creditors 
other than depositors, although it may incidentially operate for their 
benefit. See $$ 801, 7507-4 and 801. 7507 — 9(b) . 

$801. 7507 — 3 SEGREGATED 0R TRANSFERRED AssETs. — (a) Im gen- 
eral. — In a case involving segregated or transferred assets, it is not 
necessary, for application of. section 7507, that the assets shall tech- 
nically constitute a trust fund. It is sufhcient that segregated assets 
be definitely separated from other assets of the bank and that trans- 
ferred assets be definitely separated both from other assets of the bank 
and from other assets held or owned by the trustee or agent to whom 
assets of the bank have been transferred; that the bank be wholly or 
partially released from liability for repayment of deposits as such; 
and that the depositors have claims against the separated assets. Any 
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excess of separated assets over the amount necessary for payment of 
such depositors will be available for tax collection after full payment 
of depositors' claims under the agreement against such assets. But 
see $ 801. 7507 — 9 (a, ) . 

(b) Corporate transferees. — AVhere the segregated assets are trans- 
ferred to a separate corporate trustee or corporate agent, the assets 
and earnings therefrom are within the protection of tlie section, until 
full payment of depositors' claims against such assets and earnings, 
no matter by whom the stock of such corporation is held, and no mat- 
ter v. hether the assets be liquidated or operated or held for benefit of 
the depositors. 

$ 801. 7507-4 UNSEGREGATED A s s E T s. — (a) Depositors claims 
against assets. — (1) Claims of depositors, to the extent that they are 
to be satisfied out of segregated assets, will not be considered in deter- 
mining the availability of unsegregated assets for tax collection. If 
depositors have a~reed to accept payment out of segregated assets only, 
collection of tax From unsegregated assets will not diminish the assets 
available and necessary for payment of the depositors' claims. Thus, 
it may be possible to collect taxes from the unsegregated assets of a 
bank although the segregated assets are immune under the section. 

(9) If the unsegregated assets of the bank are subject to any portion 
of the depositors' claims, such unsegregated assets will be within the 
immunity of the section only to the extent necessary to satisfy the 
claims to which such assets are subject. Taxes will still be collectible 
from the unsegregated assets to the extent of the amount by which the 
total value of such assets exceeds the liability to depositors to be satis- 
fied therefrom. Therefore, if, for example, in the case of a bank 
having a tax liability, not previously immune under the section, of 
$50, 000, the deposit claims against the bank are in the amount of 
$75, 000, and the assets available for satisfaction of deposit claims 
amount to $100, 000, the $50, 000 tax is collectible to the extent of the 
$25, 000 excess of assets over deposit claims. Collection is not to be 
postponed until the f ull amount of the tax is collectible. 

(b) Depositors' claims against earnings. — Even though under a 
bona fide agreement a bank has been released from depositors' claims 
as to unsegregated assets, if all or a portion of its earnings are subject 
to depositors' claims, all assets the earnings from which, in whole or 
part, are charged with the payment of depositors' claims, will be 
immune from tax collection. But see $ 801. 7507 — 5 (a), 

g 301. 7507 — 5 E~RNrNQs. — (a) Availability for tax collection. — 
Earnings of a bank within section 7507(b), whether from segregated 
or unsegregated assets, which are necessary for, applicable to, and 
actually used for, payment of depositors' claims under an agreement, 
are within the immunity of the section. If only a portion or percentage 
of income from segregated or unsegregated assets is available and 
necessary for payment of depositors' claims, the remaining income is 
available for tax collection. Earnings of the bank's first fiscal year 
ending af ter the making of the agreement not applicable to payment of 
depositors will be assumed to be applicable for collection of any tax 
due prior or subsequent to execution of the agreement. Earnings of 
subsequent fiscal periods from unsegregated assets not applicable to 
depositors' claims will be assumed to be applicable to payment of 
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taxes as to which immunity under the section has not previously at- 

tached. Earnings from segregated assets are available for collection 

of tax, whether previously uncollectible under the section or not, after 
depositors' claims against such assets have been paid in full. See 

$$ 801. 7507 — 8 (a) and 801. 7507-9 (a) . 
(b) Tax computation. — The fact that earnings of a given year may 

be wholly or partly unavailable under section 7507 for collectivn of 
taxes does not exempt the income for that year, or any part thereof, 
from tax liability. The section aGects collectibility only, and is not 

concerned with taxability. Accordingly, the taxpayer's income tax 
return shall correctly compute the tax liability, even though in the 

opinion of the taxpayer it is immune from tax collection under the 

section. The tax shall be determined with respect to the entire gross 
income and not merely with respect to the portion of the earnings out 
of. which tax may be collected. A. s to establishment of immunity from 

tax collection see $ 801. 7507 — 7. 
Ezump/e. (1) An agreement, executed in the year 1954 between a 

bank and its depositors, provides (1) that certain assets are to be 

segregated for the benefit of the depositors who have waived (as claims 

against unsegregated assets of the bank) a percentage of their de- 

posits; (2) that 40 percent of the bank's net earnings, for years begin- 

ning with 1954, from unsegregated assets, shall be paid to the deposi- 
tors until the portion of their claims waived with respect to unsegre- 

gated assets of the bank has been paid; and (8) that the unsegregated 
assets shall not be subject to depositors' claims. The net income of 
the bank for the calendar year 1954 is $10, 000, $4, 000 produced by the 
segregated, and $6, 000 produced by the unsegregated assets. Such 
amount shall be considered the net earnings for the purpose of section 
7507 in computing the portion of the earnings to be paid to depositors. 
The bank has an outstanding tax liability for prior years of $7, 000. 
The income tax liability of the bank for 1954 is 80 percent of $10, 000, 
or $8, 000, making a total outstanding tax liability of $10, 000. The 
portion of the earnings of the bank for 1954 remaining after provision 
for depositors is $8, 600 ($6)000 less 40 percent thereof, or $2, 400). 
will be assumed. that of the total outstanding tax liability of $10, 000, 
$8, 600 may be assessed and collected, leaving $6, 400 to be collected 
from any excess of the segregated assets after claims of depositors 
against such segregated assets have been paid in full. No part of the 
$6, 400 immune from collection from 1954 earnings may be collected 
thereafter from unsegregated assets of the bank or earnings therefrom, 
so that except for any possible surplus of the segregated assets the 
$6, 400 is uncollectible. 

(2) In the year 1955, the earnings are again $10, 000, $4, 000 from 
segregated and $6, 000 from unsegregated assets, as in 1954. However, 
the return filed shows income of $5, 000 and a tax liability of $1, 500 
An investigation shows the true income to be $10, 000, on which the tax 
is $8, 000. The full $8, 000 will be assumed to be collectible. The $600 
difference between $8, 600 (the excess of earnings from unsegregated 
assets over the amount going to the depositors), ~and the $8, 000 tax for 
1955, is not available for collection of the tax for prior years, which 
became immune as described above, but may be available for collection 
of tax for subsequent years. 
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(c) No significance attaches to the selection of the years 1954 and 
1955 in the example set forth in paragral&h (b) of this section. The 
rules indicated by the example are equ~ally applicable to subsequent or 
prior years not excluded by limitations. 

$ 801. 7507 — 6 ABATEMENT AND REEUND. — (a) An assessment or col- 
lection, no matter when made, if contrary to section 7507, is subject to 
abatement or refund within the applicable statutory period of 
limitations. 

(b) Collection from a bank within section 7507(b) which dimin- 
ishes assets necessary for payment of depositors, if made prior to 
agreement with depositors, is not contrary to the section, and afFords 
no ground for refund. 

(c) Any abateinent or refund is subject to existing statutory periods 
of limitation, which periods are not suspended or extended by section 
7507. In order to secure a refund oi any taxes paid for any taxable 
year during' the period of immunity the bank must file claim therefor. 

$ 801. 7507 — 7 EsTARLisHMENT or IMMUNITY. — (a) The mere allega- 
tion of. insolvency, or that depositors have claims against segregated or 
other assets or ea~rnings, will not of itself secure immunit~y from tax 
collection. It must be a~fiirmatively established to the satisfaction of 
the district clirector that collection of tax will be contrary to section 
7507. See also $ 301. 7507 — 8. 

(b) Any claim, by a bank, of immunity under section 7507 (b), 
shall be supported by a statement, under oath or a%rmation, which 
shall show: (1) the total of depositors' claims outstanding, @and (2) 
separately and in detail, the amount of each of the following~, and the 
amount of depositors' claims properly chargeable against e~ach: (i) 
segregated or transferred assets; (ii) unsegregated assets; (iii) esti- 
mated future average annual earnings and profits; (iv) amount col- 
lectible from shareholders; and (v) any other resources available for 
payment of depositors' claims. The detail shall show the full amount 
of depositors' claims charg'cable against, each of the items in subdivi- 
sions (i) to (v), inclusive, of this paragraph even though part or a]l of 
the amount chargeable a~gainst a paiticular item is also chargeable 
against some other item or items. There shall also be filed a copy of 
any agreement between the bank and its depositors, and any other 
agreement or document bearing on the claim of immunity. The state- 
ment shall show the basis, as "book", "market", etc. , of valuation of the 
assets. 

$ 801. 7507 — 8 PRocEDURE DURING IMMUNITY. — (a) Statementg to 
be fled. — As long as complete or partial immunity is claimed, a bank 
within section 7507(b) shall file with each income tax return a state- 
ment as required by $ 801. 7507 — 7, in duplicate, and shall also file such 
additional statements as the district director may require. Whether 
or not additional statements shall be required, and the frequency 
thereof, will depend on the circumstances, including the financial status 
and apparent prospects of the bank, and the time which is available 
for assessment and collection. If a copy of an agreement or document 
has once been filed, a copy of the same agreement or document need not 
again be filed with a subsequent statement, if it is shown by the sub- 
sequent statement, when and where and with what return the copy 
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was filed. In case of amendment a copy of the amendment must be 
filed with the return for the taxable year in which the amendment is 
made. 

(b) Fai7ure to /le. — Failure of a bank to file any required statement 
will be treated as indicating that the bank is not entitled to immunity. 

$ 801. 7507 — 9 TERMINATIQN oF IMMvNITY. — (a) In general. — (1) 
In the case of a bank within section V507 (a), immunity will end when- 
ever, and to the extent that, taxes may be assessed and collected, within 
the applicable limitation periods as extended by section 7507, without 
diminishing the assets available and necessary for payment of deposi- 
tors. Immunity of a bank within section 7507(b) is terminated, as 
to segregated assets, whenever claims of depositors against such assets 
have been paid in full. See $ 801. 7507-8. As to segregated assets, the 
termination of immunity is complete, and any balance remaining after 
payment of depositors is available, within statutory limitations, for 
collection of tax due at any time. However, taxes of the bank will be 
collectible from segregated assets only to the extent that the bank has 
a legal or equitable interest therein. Assets as to which there has been 
a complete conveyance for benefit of depositors, and the bank has bona 
fide been divested of all legal and equitable interest, are not available 
for collection of the bank's tax liability. 

(9) As to unsegregated assets of a bank within section V507(b), 
immunity terminates only as to taxes thereafter becoming due. When 
taxes are once immune from collection, the immunity as to unsegre- 
gated assets is absolute. But see $ 801. 7507 — 4(a). 

(b) Generat creditors. — While the immunity from tax collection is 
for protection of depositors, and not for benefit of. general creditors, in 
some cases the immunity will not end until the assets are sufficient to 
cover indebtedness of creditors generally. This situation will exist 
where under applicable law the claims of general creditors are on a 
parity with those of depositors, so that to pay depositors in full it 
is necessary to pay all creditors in full. 

(c) 8hareholder liab~7ity. — In determining the suSciency of the 
assets to satisfy the depositors' claims, shareholders' liability to the 
extent collectible shall be treated as available assets. See $ 801. 750V-7. 

(d) Deposit insurance. — Deposit insurance payable to depositors 
shall not be treated as an asset of the bank and shall be disregarded in 
determining the suKciency of the assets to meet the claims of 
depositors. 

(e) Notice by bunk. — A bank within section 7507 (b), upon termina- 
tion of immunity wi:th respect to (1) earnings, (9) segregated or 
transferred assets, or (8) unsegregated assets, shall immediately 
notify the district director of internal revenue for the internal revenue 
district in which the taxpayer's returns were filed. of such termination 
of immunity. See $ 801. 7507 — 8(b). 

(f) Payment by bank. — As immunity terminates with respect to 
any assets, it will be the duty of the bank, without notice from the 
district director of internal revenue, to make payment of taxes col- 
lectible from such assets. 

$801. 7507 — 10 CoLLEGTIoN oF TAx ArTER TERMINATIQN QF IM- 
MvNrrr. — If, in the case of a bank within section 7507(b), segregated 
assets (including earnings therefrom), in excess of those necessary 
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for payment of outstanding deposits become available, such excess of 
segregated assets shall be a~pplied toward satisfaction of accumulated 
outstanding taxes previously immune under the section, and not 
barred by the statute of limitations. But see $ 801. 7507 — 8. Where 
suKcient segregated or unsegregated assets are available, statutory in- 
terest shall be collected with the tax. When unsegregated assets or 
earnings therefrom previously immune become ava~ilable for tax col- 
lection, they will be available only for collection of taxes (including 
interest and other additions) becoming due after immunity ceases. 
See the example in $301. 7507 — 5 (b). 

$ 801. 7507 — 11 ExcEFTIQN oF EMFLQYMENT TAxEs. — The immunity 
granted by section 7507 does not apply to taxes imposed by chapter 91 
or chapter 28. 

$ 801. 7508 STATUTORY PROVISIONS; TIME FOR PERFORMING CERTAIN 
ACTS POSTPONED BY REASON OF WAR. 

SEC. 7608. TIME FOR PERFORMING CERTAIN ACTS POST- 
PONED BY REASON OF WAR. 

(a) TIME To BE DIsEEoARREo. — 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 the United 
States bv Executive order as a "combat zone" for purposes of section 
112, at any time during the period designated by the President by 
Executive order as the period of combatant activities in such zone for 
purposes of such section, or hospitalized outside the States of the Union 
and the District of Columbia as a result of injury received while serving 
in such an area during such time, the 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 
180 days thereafter, shall be disregarded in determining, under the 
internal revenue laws, in respect of any tax liability (including any 
interest, penalty, additional amount, or addition to the tax) of such 
individual— 

(1) Whether any of the following acts was performed within the 
time prescribed therefor: 

(A) Filing any return of income, estate, or gift tax (except 
income tax withheld at source and income tax imposed by sub- 
title C or any law superseded thereby): 

(B) Payment of any income, estate, or gift tax (except in- 
come tax withheld at source and income tax imposed by sub- 
title C or any law superseded thereby) or any instanment 
thereof or of any other liability to the United States in respect 
thereof; 

(C) Filing a petition with the Tax Court for redetermination 
of a deficiency, or for review of a decision rendered by the 
Tax Court; 

(D) Allowance of a credit or refund of any tax; 
(E) Filing a claim for credit or refund of any tax; 
(F) Bringing suit upon any such claim for credit or refund; 
(G) Assessment of any tax; 
(H) Giving or making any notice or demand for the pay- 

ment of any tax, or with respect to any liability to the United 
States in respect of any tax; 

(I) Collection, by the Secretary or his delegate, by levy or 
otherwise, of the amount of any liability in respect of any 
tax; 

(J) Bringing suit by the United Sattes, or any officer on its 
behalf, in respect of any liability in respect of any tax; and 

(K) Any other act required or permitted under the internal 
revenue laws specified in regulations prescribed under this 
section by the Secretary or his delegate; 

(2) The amount of any credit or refund (including interest). 
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(b) KxcEPTICNB. — 
(1) TAX IN JECPARDY; BANKRUPTcY AND REOEIVERsHIP; AND 

TRANsFERRED AssETs. — Notwithstanding the provisions of subsection 
(a), anv action or proceeding authorized by section 6851 (regard- 
less of the taxable year for which the tax arose), chapter 70, or 71, 
as well as any other action or proceeding authorized by law in con- 
nection therewith, may be taken, begun, or prosecuted. In any other 
case in which the Secretary or his delegate determines that collec- 
tion of the amount of any assessment would be jeopardized by delay, 
the provisions of subsection (a) shall not operate to stay collection 
of such amount by levy or otherwise as authorized by law. There 
shall be excluded from any amount assessed or collected pursuant 
to this paragraph the amount of interest, penalty, additional 
amount, and addition to the tax, if any, in respect of the period dis- 
regarded under subsection (a). In any case to which this para- 
graph relates, if the Secretary or his delegate is required to give 
any notice or to make any demand upon any person, such require- 
ment shall be deemed to be satisfied if the notice or demand is pre- 
pared and signed, in any case in which the address of such person 
last known to the Secretary or his delegate is in an area for which 
United States post offices under instructions of the Postmaster Gen- 
eral are not, by reason of the combatant activties, accepting mail 
for delivery at the time the notice or demand is signed. In such 
case the notice or demand shall be deemed to have been given or 
made upon the date it is signed. 

(2) ACTION TAKEN BEFORE ASCERTAINMENT OF RIGHT TO BENEFITS. — 
The assessment or collection of any internal revenue tax or of any 
liability to the United States in respect of anv internal revenue tax, 
or any action or proceeding by or on behalf of the United States in 
connection therewith, may be made, taken, begun, or prosecuted in 
accordance with law, without regard to the provisions of subsection 
(a), unless prior to such assessment, collection, action, or proceed- 
ing it is ascertained that the person concerned is entitled to the bene- 
fits of subsection (a). 

$ 801. 7509 STATUTORY PROVISIONS ) EXPENDITURES INCURRED 
THE POST OFFICE DEPARTMENT. 

SEC. 7509. EXPENDITURES INCURRED BY THE POST 
OFFICE DEPARTMENT. 

The Postmaster General or his delegate shall at least once a month 
transfer to the Treasury of the United States, together with the 
receipts required to be deposited under section 0808(a), a statement 
of the additional expenditures in the District of Columbia and else- 
where incurred by the Post Office Department in performing the 
duties, if any, imposed upon such Department with respect to chap- 
ter 21, relating to the tax under the Federal Insurance Contri- 
butions A. ct, and the Secretary or his delegate shall be authorized 
and directed to advance from time to time to the credit of the Post 
Office Department, from appropriations made for the collection of 
the taxes imposed by chapter 21, such sums as may be required for 
such additional expenditures incurred by the Post Office Depart- 
ment. 

$ 801. 7510 STATUTORY PROVISIONS j EXEMPTION FROM TAX 
DOMESTIC GOODS PURCHASED FOR THE UNITED STATES. 

SEC. 7510. EXEMPTION FROM TAX OF DOMESTIC GOODS 
PURCHASED FOR THE UNITED STATES. 

The privilege existing by provision of law on December 1, 1873, or 
thereafter of purchasing supplies of goods imported from foreign 
countries for the use of the United States, duty free, shall be ex- 
tended, under such regulations as the Secretary or his delegate may 
prescribe, to all articles of domestic production which are subject 
to tax by the provisions of this title. 

BY 

OF 
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$ 801. 7510 — 1 EXEMPTION FRohI TAX OI' DohIESTIC GOODS PURCIIASED 
FoR TIIE LTNITED STATES. — For any regulations under section 7510, see 
the applicable regulations with respect to the various taxes. 

II 801. 7511 STATUTORY PROVISIONS' EXEMPTION OF CONSULAR OFFI- 
CERS AND EhIPLOYEKS OF FOREIGN STATES FROM PAYMENT OF INTERNAL 
REVENUE TAXFS ON IMPORTED ARTICLES. 

SL&'C. 7511. EXEIIPTION OF CONSl'I. AR OFFICERS AND EM- 
PLOYEES OF FOREIGN STATES FROM PAYMENT OF IN- 
TERNAI, REVENUE TAXES ON IMPORTED ARTICLES. 

(a) RULE oF ExEMPTIoN. — No internal revenue tax shall be imposed 
with respect to articles imported by a consular officer of a foreign state 
or by an employee of a consulate of a foreign state, whether such 
articles accompany the ofjicer or employee to his post in the United 
States, its insular possessions, or the Panama Canal /one, or are imported 
by him at any time during the exercise of his functions therein, if— 

(1) Such officer or employee is a national of the state appoint- 
ing him and not engaged in any profession, business, or trade within 
the territory sperified in this subsection; 

(2) the articles are imported bv the officer or employee for his 
personal or official use; and 

(3) the foreign state grants an equivalent exemption to corre- 
sponding officers or employees of the Government of the United 
States stationed in such foreign state. 

(b) CERTIFIcATE Bx SEcRETARY oF STATE. — The Secretary of State shall 
certify to the Secretary of the Treasury the nan&es of the foreign states 
which grant an equivalent exemption to the consular ofiicers or em- 
ployees of th Government of the United States stationed in such for- 
eign states. 

GENERAL RUI ES 
EÃeetive Date and Related Provisions 

$ 801. 7851 STATUTORY PROVISIONS APPI ICABILITY or REVENUE 
LAWS. 

SEC. 78ol. APPLICABILITY OF REVENUE LAWS. 
(a) GENERAL RULEs. — Fxcept as otherwise provided in any section of 

this title— 

(6) SUBTITLE F. — 
(A) GENERAL RULE. — The provisions of subtitle F [including 

chapter 77, relating to miscellaneous provisions] shall take effect 
on the day after the date of enactment of this title and shall be 
applicable with respect to any tax imposed by this title. "' 

(C) TAxEs IMPosED UNDER THE 1939 CoDE. — After the date of 
enactment of this title, the following provisions of subtitle F 
shall apply to the taxes imposed by the Internal Revenue Code 
of 1939, notwithstanding any contrary provisions of such code: 

(v) Chapter 77, relatin to miscellaneous provisions, 
except that section 7o02 shall apply only if the mailing 
occurs after the date of enactment of this title, and section 
7503 shall apply only if the last date referred to therein 
occurs after the date of enactment of this title. * '" ~ 

RUSSELL C. HARRINGTON) 
Commissioner of Interna/ Revenue. 

Approved April 80, 1957. 
DAN THROOP SMITH& 

Deputy to the 8eeretary. 

(Filed by the Division of the Federal Register on May 2, 19o7, 8:48 a. m. , and 
n, &, 1& r 3 r r. r & ~ . n r. ra- r'rr. rr. - & n-. , —, ~, -- . . . , . . . y 3 1957 22 F R 3143 ) 1 
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SECTION 7502. — TIMELY MAILING TREATED AS TIMELY 
FILING 

26 CFR 301. 7502: Statutory provisions; timely 
mailing treated as timely filing. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
62M, page 469. 

SECTION 7508. — TIME FOR PERFORMANCE OF ACTS 
WHERE LAST DAY FALLS ON SATURDAY, SUNDAY OR 
LEGAL HOLIDAY 

26 CFR 801. 7508: Statutory provisions; time 
for performance of acts where last day 
f alls on Saturday, Sunday or legal 
holiday. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
62M, page 469. 

SECTION 7504. — FRACTIONAL PARTS OF A DOLLAR 

26 CFR 801. 7504: Statutory provisions; frac- 
tional parts of a dollar. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
62M, page 469. 

SECTION 7505. — SALE OF PERSONAL PROPERTY PUR- 
CHASED BY THE UNITED STATES 

26 CFR 801. 7505: Statutory provisions; sale of 
ersonal property purchased by the United 
tates. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
62M, page 469. 

SECTION 7506. — ADMINISTRATION OF REAL ESTATE 
ACQUIRED BY THE UNITED STATES 

26 CFR 801. 7506; Statutory provisions; adminis- 
tration of real estate acquired by the United 
States. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6232, page 469. 
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SECTION 7507. — EXEMPTION OF INSOLVENT BANKS 
FROM TAX 

26 CFR 801. 7507: Statutory provisions; exemp- 
tion of insolvent banks from tax. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6282, page 469. 

SECTION 7508. — TIME FOR PERFORMING CERTAIN ACTS 
POSTPONED BY REASON OF WAR 

26 CFR 801. 7508: Statutory provisions; time 
for performing certain acts postponed by 
reason of war. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6282, page 469. 

SECTION 7509. — EXPENDITURES INCURRED BY TFIE 
POST OFFICE DEPARTMENT 

26 CFR 801. 7509: Statutory provisions; expend- 
itures incurred by the Post Office Depart- 
ment. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
6282, page 469. 

SECTION 7510. — EXEMPTION FROM TAX OF DOMESTIC 
GOODS PURCHASED FOR THE UNITED STATES 

26 CFR 801. 7510: Statutory provisions; exemp- 
tion from tax of domestic goods purchased 
for the United Sta, tes. 

Regulations under the Internal Revenue Code of 1954. See T. D. 
r page 469. 

SECTION 7511. — EXEMPTION OF CONSULAR OFFICERS 
AND EMPLOYEES OF FOREIGN STATES FROM PAY- 
MENT OF INTERNAL REVENUE TAXES ON IMPORTED 
ARTICLES 

26 CFR 801. 7511' Statutory provisions; exemp- 
tion of consular officers and employees 
of foreign states from payment of internal 
revenue taxes on imported articles. 

Regulations under the Internal Revenue Code of 1954, See T. D. 
6282, page 469. 
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CHAPTER 79. — DEFINITIONS 

SECTION 7701. — DEFINITIONS 
Rev. Rul. 57-119 

Where "mineral fee interests" are included in trust corpus and 
under the trust agreement the trustee does not have a right to ex- 
ploit the mineral by developing the property but may only, with 
approval in writing of the particular contract by all the owners of 
beneficial interests, lease to an operating company for such purpose, 
the inclusion of the mineral fee interests in the trust corpus does 
not, in itself, result in the trust being treated as an association 
taxable as a corporation for k'ederal income tax purposes. 

Advice has been requested whether the inclusion of "mineral fee 
interests" in the corpus of a trust renders the trust taxable as a 
corporation. 

The corpus of the trust under consideration consists solely of "non- 
working interests" such as oil and gas royalties, oil payments, and 
similar participations in hydrocarbons. The powers granted to the 
trustees do not extend beyond those necessary to the incidental preser- 
vation of the trust property, the collection of the income therefrom, 
the payment of expenses, and the disbursement of the net proceeds 
of the trust to the beneficial owners. The trustees may sell or deal 
with assets of the trust only upon authorization in writing by all of 
the bene6cial owners. Furthermore, the trustees have no discretion 
in the matter of investment, reinvestment, accumulation, or dis- 
tribution of the trust net income. Trusts of the type described above 
are held to be strict investment trusts. See Eoyalty Participation 
Trust, Commonwealth Trust Company, Trustee v. Commissioner, o0 
T. C. 466, acquiescence C. H. 1058 — o, 6. It is now proposed to include 
in the trust corpus certain mineral fee interests, which will be acquired 
subject to an existing oil and gas lease, and. other similar interests 
which will be leased by the trustees if and when the opportunity 
presents itself. 

The so-called "mineral fee interests" represent fee simple title 
to the minerals in place. The owner of such an interest is privileged 
either to exploit the minerals himself or to lease the same to a com- 
pany operating for that purpose. The owner of a "mineral fee in- 
terest" that has been leased for oil and. gas purposes is not charged 
with any of the cost or burdens of developing or operating the 
property. 

Where "mineral fee interests" are included in the trust corpus and 
under the trust agreement the trustees do not have authority to 
exploit the mineral by developing and operating the property but 
may only, with approval in writing of a particular contract by all the 
owners of beneficial interest, lease to an operating company for such 
purpose, and the income from such interest will constitute royalty, 
the inclusion of the mineral fee interests" in the trust corpus will 
not, in itself, result in the trust being treated as an association taxable 
as a corporation. 

Accordingly, it is held that the inclusion of "mineral fee interests" 
in the corpus of the trust herein considered will not result in the 
trust being treated as an association taxable as a corporation. 
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CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805, — RULES AND REGULATIONS 

Rev. Rul. 57 — 85 

A special label has, for some time, been a%xed to each package of 
tobacco products removed, without payment of tax, for the use of the 
Armed Forces of the United States beyond the jurisdiction of the 
internal revenue laws. This special label was used pursuant to specific 
request of the armed services and contained the legend "Free of Tax- 
For use only of U. S. military or naval forces, and other authorized 
personnel, outside the jurisdiction of the internal revenue laws of the 
United States. This product is admitted free of duty. " Since the 
use of the special label was originally requested by the armed services 
during the National emergency, the question as to its discontinuance 
was referred to the Department of. Defense for an opinion. The 
Department of Defense has advised that the use of the special label 
may now be discontinued. Accordingly, tobacco products manufac- 
turers may discontinue the use of this spe&:ia] label on tobacco pr oducts 
removed free of tax for use of the Armed Forces of the United States 
beyond the juriscliction of the internal revenue laws of the United 
States. 

For the change in format of tobacco tax forms, see Rev. Proc. 57 — 2, 
page 723. 

26 CFR 270. 153: Return of cigars and cigar- 
ettes to factory. 

For procedure with respect to the receipt of taxpaid cigars and 
cigarettes from other factories and the return of such products to the 
factory where made, see Rev, Proc. 57 — 9, page 784. 

For procedure with respect to receipt of taxpaid tobacco products 
of a kind other than produced at the receiving factory, see Rev. Proc. 
57 — 20, page 749. 

26 CFR 275. 142: Return of manufactured 
tobacco to factory. 

For procedure with respect to the receipt of taxpaid manufactured 
tobacco from other factories and the return of such products to the 
factory where made, see Rev. Proc. 57 — 9, page 734. 

For procedure with respect to receipt of taxpaid tobacco products 
of a kind other than produced at the receiving factory, see Rev. Proc, 
57 — 20, page 749. 





PART II 

RULINGS AND DECISIONS UNDER THE INTERNAL 
REVENUE COBE OF 1939 AND OTHER RELATEB 
PUBLIC LAWS 

SUBPART A. — RULINGS AND DECISIONS UNDER THE 
INTERNAL REVENUE CODE OF 1939 

Rulings and decisions published in Part II, Subpart A, of the 
Internal Revenue Bulletin are based on the application of provisions 
of the Internal Revenue Code of. 1060 and, unless otherwise noted 
therein, are published without consideration as to any application of 
the provisions of the Internal Revenue Code of 1954, or the Federal 
Firearms Act or other public laws. 

SUBTITLE A. — TAXES SUBJECT TO THE JURISDICTION 
OF THE BOARD OF TAX APPEALS 

CHAPTER 1. — INCOME TAX 

SUBCHAPTER B. — GENERAL PROVISIONS 

PART II. — COMPUTATION OF NET INCOMF. 

SECTION 22(a). — GROSS INCOME: GENERAL 
DEFINITION 

REGULATIONS 118, SEGTION 89. 22 (a) — 1: What 
included in gross income. 

(Also Section 22(b), Regulations 118; Sec- 
tion 39. 22(b) (3) — l. l 

(Also Part I, Section 117; 26 CFR 1. 117 — 1. ) 

Rev. Rul. 57 — 286 

The Internhl Revenue Code of 1939 contains no provision con- 
cerning the taxable status of scholarships and fellowship grants, 
but amounts received as fellowship grants of the type describerl 
in I. T. 4056 were included in the gross income of the recipients. 
In view of the Commissioner's acquieseenee in the decision in 
Oeorpe IVinctrester Stone, Jr. , et trz. v. Commissioner, 23 T. C. 
2o4, the Internal Revenue Service will not require the inclusion in 
gross income, for taxable years governed by the 1939 Code, of 
amounts received as fellowship grants similar to that received in 
the Stone ease. 

(497) 
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Advice has been requested regarding the treatment under the In- 
ternal Revenue Code of 1989 of certain scholarships and fellowship 
grants. 

The Internal Revenue Code of 1939 contains no provisions con- 
cerning the taxable status of scholarships and fellowship grants. 
However, section 22 (b) (8) thereof excludes from gross income 
amounts received as gifts. It was held in I. T. 4056, C. B. 1951 — 2, 
8, that certain fellowship grants made by the 3f foundation were not 
exempt from Federal income tax as gifts under section 22(b) (8) of 
the 1989 Code, but that the amount of any such fellowship grant was 
includible in the recipient's gross income. In the case of George 
Winche8ter 8tone, J'r. , et na. v. Comnri88zener, 28 T. C. 254, acquies- 
cence page 9, this Bulletin, the Tax Court of the United States held 
that the amount of $1, 000 received by the petitioner in 1950 from the 
John Simon Guggenheim Memorial Foundation as part of a fellow- 
ship grant was a gift and therefore excludable from gross income 
under section 22(b) (8). 

In view of the Commissioner's acquiescence in the decision in the 
Stone case, mph, fellowship grants made by the John Simon Gug- 
genheim Memorial Foundation and grants generally similar thereto 
will not be required by the Internal Revenue Service to be included 
in gross income for taxable years governed by the 1989 Code. 
Whether or not fellowship grants other than those from the, John 
Simon Guggenheim Memorial Foundation paid during such tax- 
able years constituted gross income or gifts excludable from gross 
income under section 22(b) (8) of the 1989 Code will depend upon 
consideration of all the facts in each case. 

Fellowship grants made for taxable years governed by the internal 
Revenue Code of 1954 will be controlled by section 117 thereof which 
provides rules for determining the extent to which amounts received 
as scholarships or fellowship grants are to be excluded from the re- 
cipients' gross income. 

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

Exclusion from gross income of amounts received through accident 
and health insurance as compensation for personal injuries or sickness. 
See Rev. Proc. 57 — 28, page 752. 

REGULATIONS 118) SECTION 89. 22 (b): Exclusions 
from gross income. 

Taxability of a Rockefeller Public Service Award for the year 
1958. See Rev. Rul. 57 — 50, page Y4. 

REGULATICNs 118, SEOTIoN 89. 22 (b) (8) — 1: Gifts 
and requests. 

Amounts received from the John Simon Guggenheim Memorial 
Foundation as a fellowship grant. See Rev. Rul. 5Y — 286, page 497. 
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REGULATIoNs 118 SEOTIoN 39. 22 (b) (5): Statu- 
tory provisions; exclusions from gross in- 
come; compensation for injuries or sickness. 

INCOME TAX — INTERNAL REVENUE CODE OF 1989 — DECISION OF 
SUPREME COURT 

1. ExcLUsICNs FRoM GRoss INOCME — AMCUNTs REOEIvED UNDER 
UNINsURED SIGK BENEFIT PLAN FQR EMPLOYEEs. 

An employee iuay exclude troni his gross income as "health in- 
surance" sickness disability benefits received during 1049 under his 
employer's plan even though the plan did not contain features 
present in nornial commercial insurance. The Imyuient of pre- 
miunis in a fixed amount at regular intervals is not a necessary 
element of insurance, nor is there any necessity for a definite fund 
to be set aside to nieet the insurer's obligations. The legislative 
history does not iudicate that Congress intended to restrict the 
exemption to conventional Iuodes of insurance and not to include 
employer disability plans. 
2. JUDGIIENT REFERSED. 
8. JUDGMENT OF TIIE UNITED STATES COURT OF APPEALS FOR THE 

FIFTH CIRCUIT, 288 I'. 2d 418, REvERSED. 

SUPREFIE COURT OF THE UNITED STATES 

Ct. D. 1805 

Gordon P. Haynes and Essie ilI. Haynes, Petitioners, v. United States of 
I men(ca 

On writ of certiorari to the United States Court of Appeals for the Fifth Circuit 

[April 1, 1057] 
OPINION 

illr. Justice Black delivered the opinion of the Court. 
In 1949, the petitioner, Gordou P. Hayes, became sick and unable to work 

while eniployed by the Southern Bell Telephone;tnd Telegraph Company. At 
that time the company had in eiTect a comprehensive "Plan for Employees' Pen- 
sion, Disability Benefits and Death Benefits. " This plan had been in force since 
1018 when it was adopted by Southern Bell and other conipanies in the Ameri- 
can Telephone and Telegraph Coinpany systeni. A written copy of the plan, 
which mas prepared much like an insurance policy, was given every person upon 
his initial employment by the company. Among other things, the plan pro- 
vided that Southern Bell "undertakes in accordance with these Regulations, to 
provide for the payment of definite amounts to its employees when they are 
disabled by accident or sickness. " Under the plan every einployee was entitled 
after two years' service with Southern Bell, to receive "sickness disability bene- 
fits" when he missed work because of illness. These paytnents began on the 
eighth calendar day of absence due to illness. The amount and duration of 
payments were set out with specificity and varied with the length of service. 
For example, employees who had worked for Southern Bell from two to five 
years were entitled to full pay for four weeks and one-half pay for nine addi- 
tional weeks; employees who had been with the company for more than twenty- 
five years were entitled to full pay for fifty-two weeks. The company 
reserved the right to change or terminate the plan but agreed that no changes 
would be made which affected "the rights of any employee, without his consent, 
to any benefit or pension to which he may have previously become entitled 
hereunder. " 

Under the plan petitioner was paid $2, 100 in sickness disability benefits 
during 1949. Since he had been an employee of the company for more than 
twenty-five years this was the full equivalent of what he would have received 
had be been working. The Government collected $818. 44 income tax on peti- 
tioner's sickness benefits. He brought this action for a refund contending that 
these receipts were not taxable because of section 22(b) (5) of the 1980 Internal 
Revenue Code which exempted from taxable income "amounts received, through 
accident or health insurance " " * as compensation for personal injuries or 
sickness. "' The District Court held that the payments received by petitioner 
on account of sicknes were not taxable and directed a refund. The Court of 
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Appeals reversed, accepting the Government's contention that Southern Bell' s 
Plan was not "health insurance" but a "wage continuation plan. " 233 F. 2d 413. 
In Rpmeier v. United States, 199 F. 2d 508, the Seventh Circuit held, that 
disability payments under a plan similar to Southern Bell's were not taxable. 
Because of this conflict we granted certiorari, 352 U. S. 820. 

The crucial question is whether the Southern Bell Plan should be treated as 
"health insurance" within the meaning of section 22(b) (5). Broadly speaking, 
health insurance is an undertaking by one person for reasons satisfactory to 
him to indemnify another for losses caused by illness. We believe that the 
Southern Bell Disability Plan comes within this meaning of health insurance. 

If Southern Bell had purchased from a commercial insurance company 
health insurance that provided its employees with precisely the same kind 
of protection promised under its own plan, the Governurent concedes that the 
payments received by ailing employees from the commercial company would 
not have been taxable. Nevertheless it argues that Southern Bell's plan should 
not be treated as "health insurance" because the emplovees paid no fixed peri- 
odic premiurus, there was no definite fund created to assure payment of the 
disability benefits, and the amount and duration of the benefits varied with 
the length of service. ' We do not believe that these facts remove the plan 
from the general category of health insurance. The payment of premiums in 
a fixed amount at regular intervals is not a necessary element of insurance. 
Similarly there is no necessity for a definite fund set aside to meet the in- 
surer's obligations. And the fact that the amount and duration of benefits in- 
creased with the length of time that an employee worked for Southern Bell 
reflected the added value to the company of extra years of experience and 
service. Apparently the Government relies on these facts primarily to show 
that Southern Bell's Plan did not contain features which svould be present 
in the normal corumercial insurance contract. The Government, however, 
ojfers no persuasive reason why the term "health insurance" in () 22(b)(5) 
should be limited to the particular forms of insurance conventionally made 
available by colnmercial companies. Certainly there is nothing in the lan- 
guage of f 22 (b) (5) which compels this limitation. 

There is no support in the legislative history for the Government's argu- 
ment that Congress intended to restrict the exemption provided in () 22(b) (5) 
to "conventional modes of insurance" and not to include employer disability 
plans. For reasons deemed satisfactory, Congress, since 1918, has chosen not 
to tax receipts from health and accident insurance contracts. ' The language 
of section 22(b) (5) appeared in the Revenue Act of 1918 and has reappeared 
without relevant change in all succeeding revenue acts up to 1954. ' The term 
"health insurance" was not defined in any of these acts or in any of the com- 
mittee reports. There has been no uniform administrative practice which can 
be drawn upon to support the narrow meaning of section 22(b) (5) now urged 
by the Government. Administrative rulings since 1918 appear to have regularly 
vacillated between holding receipts under company disability plans taxable and 
holding that they are not taxable. ' Under these circumstances we see no reason 
why the term "health insurance" in section 22(b) (5) should not be given its 
broad general meaning. See IIelvering v. Le Gierse, 312 U. S. 531. 

'The Government points to several other aspects of the Southern Bell Plan as demon- strating that it is not "health insurance. " After consideration of the Government's con- 
tentions in this respect we find they are without merit. ' In A pmeisr v. 6 ni ted States, 199 V. 2d 508, 511, the Seventh Circuit was of the opinion that: "The provisions of Section 22(b) (5) undoubtedly were intended to relieve a taxpavcr 
who has the misfortune to become ill or injured, of the necessity of paying income tax 
upon insurance benefits received to combat the ravages of disease or accident. " ' Section 22(b) (5) can be traced to section 218 (b) (6) of the Revenue Act of 1918, 40 Stat 1066. In sections 104, 105 and 106 of the 1954 Internal Revenue Code, 26. U. S. C. (SuPP III) sections 104 — 106, Congress again exempted amounts received through health insur- ance. However these uew provisions limited the exclusion for receipts similar to those 
involved here to a maximum of $100 per week. We do uot accept the Government's cou. 
tention that the enactment of sections 104-106 shows that Congress in 1918, and in suc- 
ceeding revenue measures, intended to distinguish between conventional commercial insur- ance and an employer's plan like that of Southern Bell' s. 'T. D. 2747, 20 Tress. Dec. Int. Rev. 457 (1918); G. C. M. 28511, Cumulative Bulletin 86 (1948); I. T. 4000, 1 Cumulative Bulletin 21 (1950); I. T. 4015. Cumulative Bulletin 28 (1950); I. T. 4107, 2 Cumulative Bulletin 78 (1952); Rev. Rul. 208, 1952 — 2 Cumula- 
tive Bulletin 102. For a discussion of the difiiculties of the American Telephone and Tele- 
gram Company's system because of the shifting administrative practice sce Hearings bsio« 
House Committee on Ways and Means on Forty Topics Pertainzng to the General Revision of the Internal Revenue Code, 88d Cong. , 1st Sess. 868. 
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The judgment of the Court of Appeals is reversed and the judgnlent of the 
District Court which held that petitioner was entitled to a refund is affirmed. 

It is so ordered. 
Mr. Justice Burton and Mr. Justice Harlan dissent for the reasons stated 

in the opinion of the Court of Appeals, 223 F. 2d 413. See also, l]foholy v. 
United States, 235 F. 2d o62; I. R. C. , 19o4, sections 104 — 106, and the accom- 
panying report, H. R. Rep. Vo. 1337, 83d Cong. , 2d Sess. 15, A82 — A35. 

Mr. Justice Whittaker took no part in the consideration or decision of this 
case. 

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

REGvLATICNS 118, SEGTIQN 89. 28(b) -1; Interest. 

Penalty payments made by a taxpayer to his mortgagee for the 
privilege of prepaying his mortgage indebtedness. See Rev. Rul. 
57 — 198, page 94. 

SECTION 28(k). — BAD DEBTS 

REGIII, ATIONS 118, SECTIoV 89. 28(k) — 6: Nonbusi- 
ness bad debts. 

Ct. D. 1800 

INCOME T IX — INTERNAL REVENUE CODE OF 1939 — DECISION OF 
SUPREME COURT 

1. DEDUcTIGNs FR03K GRoss INcoxiE — NGNBUBINEss BAD DEBT8- 
PAYMENT OF OBLIGATION AS GUARANTOR OF NOTES OF CORPORATION 

Taxpayer, the controlling stockholder of a corporation, guaran- 
teed payment of promissory notes which the corporation executed in 
obtaining bank loans. The corporation became insolvent and tax- 
payer, as guarantor, was required to pay the bank. The corpora- 
tion being unable to repay him, upon his pavment as guarantor, 
taxpayer, by subrogation, acquired a debt, the loss resulting from 
the worthlessness of which is deductible as a short-term capital 
loss for nonbusiness bad debt under section 23(k) (4) of the 1939 
Code and not as an ordinary nonbusiness loss deduction under sec- 
tion 23(e) (2). 
2. JUDGIIENT AFFIRMED. 

Decision of the United States Court of Appeals for the Eighth 
Circuit, 224 F. 2d 047, ailirmed. 

SUPREME COURT OF THE UNITED STATES 

JIaa Patnani and Elizabeth Piitnanb petitioners, v. Coinrnissioner of Internal 
Reeenne 

On writ of certiorari to the United States Court of Appeals for the Eighth Circuit 

[December 3, 19561 

OPINION 

Mr. Justice Brennan delivered the opinion of the Court. 
The petitioner, Max Putnam, in December 1048, paid $9, 005. 21 to a Des Moines, 

Iowa bank in discharge of his obligation as guarantor of the notes of White- 
house Publishing Company. That corporation still had a corporate existence 
at the time of the payment but had ceased doing business and had disposed 
of its assets eighteen months earlier. The question for decision is whether in 
the joint inconle tax return filed by Putnam and his wife for 1048, Putnanl's 
loss is fully deductible as a loss "incurred in [a] transactions. . . for 
profit, though not connected with [his] trade or business" within the meaning 

434737' — 38 — 33 
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of section 28(e) (2) of the Internal Revenue Code of 1989, ' or whether it is 
deductible only as a short-term capital loss, because a nonbusiness bad debt 
within the meaning of section 28(k) (4) of the Code. ' 

The Commissioner determined that the loss was a nonbusiness bad debt to be 
given short-term capital loss treatment. The Tax Court' and the Court of 
Appeals' for the Eighth Circuit sustained his determination. Because of an 
alleged conflict with decisions of the Courts of Appeals of other Circuits' we 
granted certiorari. ' 

Putnam is a Des Moines lawyer who in 1945, in a venture not connected with 
his law practice, ' organized Whitehouse Publishing Company with two others, 
a newspaperman and a labor leader, to publish a labor newspaper. Each incor- 
porator received one-third of the issued capital stock but Putnam supplied the 
property and cash with which the company started business. He also financed 
its operations, for the short time it was in business, through advances and 
guarantees of payment of salaries and debts. Sust before the venture was 
abandoned, Putnam acquired the shares held by his fellow stockholders and in 
July 1947, as sole stockholder, wound up its affairs, and liquidated its assets. 
The proceeds of sale were insuflicient to pav the full amount due to the Des 
Moines bank on two notes given by the corporation and guaranteed by Putnam 
for moneys borrowed in August 1946 and March 1947. 

The familiar rule is that instanter upon the payment bv the guarantor of the 
debt, the debtor's obligation to the creditor becomes an obligation to the guar- 
antor, not a new debt, but, by subrogation, the result of the shift of the original 
debt from the creditor to the guarantor who steps into the creditor's shoes. ' 
Thus, the loss sustained bv the guarantor unable to recover from the debtor is by 
its very nature a loss from the worthlessness of a debt. This has been consist- 
ently recognized in the administrative and the judicial construction of the In- 
ternal Revenue laws' which, until the decisions of the Courts of Appeals in 
conliict with the decision below, have always treated guarantors' losses as bad 

t "SEC. 23. DEDUCTIONS FROM GROSS INCOME. "In computing net income there shall be allowed as deductions: t t t 
"(e) LossEs Bx INDIvIDUELs — In the case of an individual, losses sustained during the 

taxable year and not compensated for by insurance or otherwise— 
t t 

"(2) if incurred in any transaction entered into for prodt, though not connected with 
the trade or business; * t *. " 53 Stat. 13, 26 U. S. C. section 23(e) (2). t "SEC. 23. DEDUCTIONS FROM GROSS INCOME. t t 

"(k) Ban DEBTE. — 
t t 

"(4) NQN-BusINEss DEBTs. — In the case of a taxpayer, other than a corporation, if a 
non-business debt becomes worthless within the taxable year, the loss resulting therefrom 
shall be considered a loss from the sale or exchange. during the taxable year, of a capital 
asset held for not more than 6 months. The term 'non-business debt' means a debt other 
than a debt evidenced by a security as dedned in paragraph (8) and other than a debt 
the loss from the worthlessness of which is incurred in the taxpayer's trade or business. " 
53 Stat. 18 56 Stat. 820, 26 U. S. C section 23(k) (4). ' 18 CCH TC Mem. Dec. 458. 

4224 F. 2d 947. t Pollak v. Commissioner, 209 F. 2d 57 (C. A. Sd Cir. ); Edtcarde v. Allen, 216 F. 2d 794 
(C. A 5th Cir. ): Cudlip v. Commissioner, 220 F. 2d 565 (C. A. 6th Cir. ). t 350 U. S. 964. 

r petitioners abandoned in this Court the alternative contention made below that the 
loss was deductible in full as a business bad debt under section 23(k) (1). t United States v. Ifuneey Trust Co. , 832 U. S. 284, 242; Aetna Life Ine. Co, v. 3A'ddle- 
port, 124 U. S. 534, 548; I[encl/ v. Commissioner, 69 F. 2d 447 450 [Ct. D. 872, C. B. XIII — 2, 294 (1934) ]; Scott v. Norton Eardtaare Co. , 54 F. 2d 1647; Brandt, SuretyshiP 
and Guaranty (8d ed. ), section 324; 88 C. J. S. Guaranty section 111; 24 Am. Jur. Guar- 
anty section 125. Iowa follows this rule. Randeu v. Feuers, 218 Iowa 1005, 252 N. W. 
787; American Surety Co, v. State Trust a Sam Bank, 218 Iowa 1, 254 N. W. 338. There 
is not involved here a. question of the eftect of state law upon federal tax treatment of 
Putnam's loss. Cf. Watson v. Commissioner, 345 U. S. 544 [Ct. D. 1760, C. B. 1958 — 1 179]; Lyeih v. joey, 805 V. S. 188 [Ct. D. 1870, C. B. 1988 — 2, 208]; Barnet v. Ifarmel& 
287 V. S. 108 [Ct D. 611, C. B. XI — 2, 210 (1982) ]. t The bad debt deduction provisions of earlier Revenue Acts were enacted in section 
214(a) (7) of the Revenue Act of 1921, 42 Stat. 239; section 214(a) (7) of the Revenue 
Act of 1924, 43 Stat. 269; section 214(a) (7) of the Revenue Act of 1926, 44 Stat. 26 ( section 23(j) of the Revenue Aet of 1928, 45 Stat. 799 section 28(j) of the Revenue Act 
of 1982, 47 Stat. 179; section 28(k) of the Revenue Act of 1984, 48 Stat. 688; section 
28(k) of the Revenue Act of 1936, 49 Stat. 1658; section 28(k) of the Revenue Act of 
1983, 52 Stat. 460; and section 28(k) of the Internal Revenue Code of 1989, 58 Stat. 12. 
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debt losses. " The Congress recently confirmed this treatment in the Internal 
Revenue Code of 1954 by providing that: a payment by a noncorporate taxpayer 
in discharge of his obligation as guarantor of certain noncorporate obligations 
"shall be treated as a debt. "" 

There is then no justification or basis for consideration of Putnam's loss 
under the general loss provisions of section 23(e) (2), i. e. , as an ordinary 
nonbusiness loss sustained in a transaction entered into for profit. Congress 
has legislated specially in the Inatter of deductions of nonbusiness bad debt 
losses, i. e. , such a loss is deductible only as a short-terai capital loss by virtue 
of the special limitation provisions contained in section 23(k) (4). The deci- 
sion of this Court in Spring City Co. v. Commissioner, 292 U. S. 182 [Ct. D. 
829, C. B. XIII — 1. 281 (1934)], is apposite and controlling. There it was held 
that a debt excluded from deduction under section 234(a) (6) of the Revenue 
Act of 1918 was not to be regarded as a loss deductible under section 234(a) (4). 
Chief Justice Iiughes said for the Court: 

"Petitioner also claims the right of deduction under section 234(a) (4) 
of the Act of 1918 providing for the deduction of 'Losses sustained during 
the ta~able year and not compensated for by insurance or otherwise. ' We 
agree with the decision below that this subdivision and the following sub- 
division (6) relating to debts are mutually exclusive. We so assumed, 
without deciding the point, in Letcellyn v. Elecric Reltttction Co. , 276 U. S. 
243, 246. The making of the specific provision as to debts indicates that 
these were to be considered as a special class and that losses on debts were 
not to be regarded as falling u~der the preceding general provision. What 
was excluded from deduction under subdivision (6) cannot be regarded 
as allowed under subdivision (4). If subdivision (4) could be considered 
as ambiguous in this respect, the administrative construction which has 
been followed from the enactment of the statute — that subdivision (4) 
did not refer to debts — would be entitled to great weight. We see no reason 
for disurbing that construction. " 292 IL S. , at 189. 

Here also the statutory scheme is to be understood as meaning that a loss 
attributable to the worthlessness of a debt shall be regarded as a bad debt loss, 
deductible as such or not at all 

The decisions of the Courts of Appeals in confiict with the decision beloxv 
turn upon erroneous premises. » It is said that the guarantor taxpayer who 
iI voluntarily acquires a worthless debt is in a position no different from the 
taxpayer who voluntarily acquires a debt known by him to be worthless. The 
latter is treated as having acquired no valid debt at all. » The situations are 
not analogous or comparable. The taxpayer who voluntarily buys a debt with 
knowledge that he will not be paid is rightly considered not to have acquired 
a debt but to have made have made a gratuity. Ir. contrast the guarantor 

» See e. g. , 2 Cum. Bull. 187; 5 Cum. Bull. 146; III-1 Cum. Bull. 158; III — 1 Cum. Bull, 
166; Shiman v. Commissioner, 60 F. 2d 65 (C. A. 2d Cir. ); Hamlen v. Welch, 116 F. 2d 
418 (C. A. 1st Cir. ); Gimbel v. Commissioner, 86 B. T. A. 539; Roberts v. Commissioner, 
86 B. T. A. 549; Sharp v. Commissioner, 38 B. T. A. 166; Hoveg v. Commissioner, P — H 
1939 B. T. A. Mem. Dec. i)39. 081; Pierce v. Commissioner, 41 B. T. A. 1261; Whitcher v. 
Welch, 22 F. Supp. 768. 

Similar decisions rendered since the Revenue Act of 1942 include: Ortiz v. Commis- 
sioner, 42 B. T. A. 178, reversed on another ground, sab nom. Helverlng v. Wllmington 
Trust Co. , 124 F. 2d 156, reversed (without discussion on this point), 816 U. S, 164 [Ct. 
D. 1555, C. B. 1942 — 1, 225); Burnett v. Commissioner, P — H 1942 B. T. A. Mem. Dec, 
i)42, 528; Ritter v. Commissioner, P — H 1946 TC Mem. Dec. $46, 287; Greenhouse v. Com- 
missioner, P — H 1954 TC Mem. Dec. [54, 250; Estate of Rosaet v. Commissioner, P — H 1954 
TC Mem. Dec. it54, 346; Watson v. Commissioner, 8 T. C. 569; Sherman v. Conimiseioner, 
18 T. C. 746; Aftergood v. Commissioner, 21 T. C. 60; Stamoa v. Commissioner, 22 T. C, 
885. » "SEC. 166. BAD DEBTS. 

"(f) GCARANTGR oF CERTAIN NGNcoRPGRATE OBLIGATIoNs. — A Payment by the taxPayer 
(other than a corporation) in discharge of part or ail of his obligation as a guarantor, 
endorser, or indemnitor of a non-corporate obligation the proceeds of which were used in the 
trade or business of the borrower shall be treated as a debt becoming worthless within 
such taxable year for purposes of this section (except that subsection (d) shall not appiv), 
but only if the obligation of the borrower to the person to whom such payinent was made 
was worthless (without regard to such guaranty, endorsement, or indemnity) at the time 
of such pavment, " 68A. Stat. 50, 26 U. S. C. section 166(f). And see 65 Yale L. J. 247. 

» See N. 5, supra. 
»Reading Co. v. Commissioner, 182 F. 2d 806; W. J'. Young, Inc. v. Commissioner, 120 

F. 2d 159; American Cigar Co. v. Commissioner, 66 F. 2d 425 [Ct. D. 824, C. B. XIII — 1, 
260 (1934)]. 
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pays the creditor in compliance with the obligation raised by the law from 
his contract of guaranty. His loss arises not because he is making a gift to 
the debtor but because the latter is unable to reimburse him. 

Next it is assumed, at least in the Alien case, that a new obligation arises 
in favor of the guarantor upon his payment to the creditor. From that premise 
it is argued that such a debt cannot "become" worthless but is worthless from 
its origin, and so outside be scope of section 28(k). This misconceives the 
basis of the doctrine of subrogation, apart from the fact that if it were true that 
the debt did not "become" worthless, the debt nevertheless would not be re- 
garded as an ordinary loss under section 28(e). Spring City Co. v. Commis- 
sioner, supra. Under the doctrine of subrogation, payment by the guarantor, 
as we have seen, is treated not as creating a new debt and extinguishing the 
original debt, but as preserving the original debt and merely substituting the 
guarantor for the creditor. The reality of the situation is that the debt is an 
asset of full value in the creditor's hands because backed by the guaranty. 
The debtor is usually not able to reimburse the guarantor and in such cases that 
value is lost at the instant that the guarantor pays the creditor. But that this 
instant is also the instant when the guarantor acquires the debt cannot obscure 
the fact that the debt "becomes" worthless in his hands. 

Finally, the Courts of Appeals found support for their view in the following 
language taken from the opinion of this Court in Eokert v. Burnet, 288 U. S. 
140 1 Ct. D. 825, C. B. X — I, 241 (1981) ]: 

"The petitioner claims the right to deduct half that sum as a debt 'ascer- 
tained to be worthless and charged off within the taxable year, ' under the 
Revenue Act of 1926, c. 27, $ 214(a) (7); 44 Stat. 9, 27. 

"It seems to us that the Circuit Court of Appeals sufficiently answered 
this contention by remarking th, at the debt toas worthless tohen acquired. 
There toas nothing to oh, arge off. The petitioner treats the case as one 
of an investment that later turns out to be bad. But in fact it was the 
satisfaction of an existing obligation of the petitioner, having, it may be, 
the consequence of a momentary transfer of the old notes to the petitioner 
in order that they might be destroyed. It is very plain we think that the 
words of the statute cannot be taken to include a case of that kind. " 288 
U. S. , at 141. (Emphasis added. ) 

That statement did not imply a determination by this Court that the guar- 
antor's loss was not to be treated as a bad debt. " This Court was not faced 
with the question in Eckert. The point decided by the case was that a guarantor 
reporting on a cash basis and discharging his guaranty, not by a cash payment, 
but by giving the creditor his promissory note payable in a subsequent year, 
was not entitled to a bad debt loss deduction in the year in which he gave the 
note, The true significance of the quoted language is that although "the debt 
was worthless when acquired" it could not "be charged off" within the taxable 
year as the promissory note given for its payment was not paid or payable 
within that year. " 

The objectives sought to be achieved by the Congress in providing short-term 
capital loss tr'eatment for nonbusiness bad debts are also persuasive that section 

n The basis for this statement came from the opinion of the Court of Appeals for the 
Second Circuit and was explained bv that court in its later opinion in Shiman v. Commis- 
sioner, 60 F. 2d 65, 67, as follows: 
"Though there was no debt until Shiman paid the brokers, it then became such at once and 
was known to be worthless as soon as it arose; verbally at any rate there is no difficulty. 
Nor is there any reason to impute a purpose to except such cases; the loss is as real and 
unavoidable as though the debt had had some value for a season. The analogy of section 
204(b) is apt. We can see no ground therefore for question except some of the language 
used in Eckert v. Barnet, 288 U. S. 140, 51 S. Ct. 878, 75 L. Ed. 911 [Ct. D. 825, C. B. X-1 
241 (1981) ], taken from our opinion in 42 F. (2d) 158. That was quite another situation. 
Eckert, the taxpayer, had been an accommodation endorser for a corporation which became ~ 

insolvent. When called upon to pay he gave his note instead, not payable within the year. 
The Court refused to allow the deduction, because Eckert was keeping his books on a cash 
basis, but it intimated that when he paid he might succeed; until then he had done no 
more than change the form of the obligation. Yet, if it were enough to defeat him that the 
debt was 'worthless when acquired, ' the same objection ought to be good after he had paid i 
contrary to what was suggested. We cannot therefore think that the language so thrown 
out was intended as an authoritative statement by which we must be bound. " 

m Sce fIetceriag v. Price, 809 U. S. 409 [Ct. D, 1451, C. B. 1940 — 1, 184]. The require- 
ment that the debt "be ascertained to be worthless and be charged off within the taxable 
year" was superseded in the Revenue Act of 1942, I 124 (a), by the requirement that the 
debt be one which "becomes worthless within the taxable year. " 
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23(k) (4) applies to a guarantor's nonbusiness debt losses. The section was 
part of the comprehensive tax program enacted by the Revenue Act of 1942 
to increase the national revenue to further the prosecution of the great war in 
which we were then engaged. » It was also a means for minimizing the revenue 
losses attributable to the fraudulent practices of taxpayers who made gifts to 
relatives and friends disguised as loans. " Equally, however, the plan was suited 
to put nonbusiness investments in the form of loans on a footing with other 
nonbusiness investments. The proposal originated with the Treasury Depart- 
ment whose spokesman championed it as a means "to insure a fairer reflection 
of taxable income, "" and the House Ways and Means Committee Report stated 
that the objective was "to remove existing inequities and to improve the pro- 
cedure through which bad-debt deductions are taken. " We Inay consider 
Putnam's case in the light of these revealed purposes. His venture into the 
publishing fleld was an investment apart froln his law practice. The loss he 
sustained when his stock became worthless as well as the losses from the 
worthlessness of the loans he made directly to the corporation would receive 
capital loss treatment; the 1939 Code so provides as to nonbusiness losses both 
from worthless stock investments and from loaus to a corporation, Ivhether or not 
the loans are evidenced by a security. It is clearly a "fairer reflection" of 
Putnam's 1948 taxable income to treat the instant loss similarly. There is no 
real or economic difference between the loss of an investlnent made in the form 
of a direct loan to a corporation and one made indirectly in the form of a guaran- 
teed bank loan. The tax consequences should in all reason be the same, and 
are accomplished by section 23(k) (4). » The judgment is affirme. 

Mr. Justice HA)tLAN dissenting in a separate opinion. 

» Chairman Doughton of the House Committee on Ways and kieans opened the hearings 
on the bill which became the Revenue Act of 1942 with the statement: "" * e the meeting 
of the committee this morning is the first step in the consideration, preparation, and 
reporting of perhaps the largest tax bill that it has ever been the duty and responsibility 
of our committee to report. 

"We are faced with revenue needs and a tax program of a magnitude unthought of in 
modern times, and we all realize it is necessary to raise everv dollar of additional revenue 
that can be raised without seriously disturbing or shatteiing our national economy. " 
Hearings before House Committee on Ways and Means on Revenue Revision of 1942, 77th 
Cong. , 2d Sess. 1. » Petitioners argue that this was its sole purpose and that the section should be con- 
strued as limited in application to such loans. The context of the segment of the House 
Ways and Means ComInittee Report discussing this object ve does not support the peti- 
tioners' argument. H. R. Rep. No. 2333. 77th Cong. , 2d Sess. 45: 

"C. NONBUSINESS BAD DEBTS 
"The present law gives the same tax treatment to bad debts incurred in nonbusiness 

transactions as it allows to business bad debts. An eEIImp)e of a nonbusiness bad debt 
would be an unrepaid loan to a friend or relative, while business bad debts arise in the 
course of the taxpayer's trade or business. This liberal allowance for nonbusiness bad 
debts has suffered considerable abuse through taxpayers making loans which they do not 
expect to be repaid. This practice is particularlv prevalent in the case of loans to persons 
with respect to whom the taxpayer is not entitled to a credit for dependents. This situa- 
tion has presented serious administrative difiiculties because of the requirement of proof. 

"The bill treats the loss from nonbusiness bad debts as a short-term capital loss. The 
effect of this provision is to take the loss fully into account, but to allow it to be used only 
to reduce capital gains. Like any other capital loss, however, the amount of such bad 
debt losses may be taken to the extent of $1, 000 against ordinary income and the 5-year 
carry-over provision applies. " (Emphasis added. ) 

"Hearings before House Committee on Ways and Means on Revenue Revision of 1942, 
77th Cong. , 2d Sess. 90. » H. R. Rep. Is'o. 2333, 77th Cong. , 2d Sess. 44. » Section 23(g) (2) and (3) as to worthless stock. Section 23(k) (2) (8) and (4) as to 
loans. As Judge Stewart pointed out in his dissenting opinion in the Cudwp case, 220 F. 
2d, at 572. 

"Had the petitioner made the necessary additional investment in the conventional form 
of subscribing for stock, his loss upon the failure of the corporation would have been a 
capital loss, section 23(g) (2), I. R. C. Had he made the investment in the form of a loan 
to the corporation evidenced by an instrument bearing interest coupons, his loss would 
likewise have been a capital loss, section 28(k) (2), I. R. C. Had he made the additional 
investment in the form of an ordinary loan to the corporation, his loss would likewise have 
been a capital loss, section 23(k) (4) I. R. C. , Commissioner of Internal Revenue v. Smith, 
supra. 

"Because the petitioner happened instead to risk his money by guaranteeing the cor- 
poration's bank loans, the court now holds that the petitioner may take an ordinary loss, 
deductible in full from his ordinary income. Yet froIO the petitioner's viewpoint, the situ- 
ation would have been precisely the same had he himself borrowed the money and then 
lent it to the corporation. It therefore seems to me that the result reached by the court 
in this case is significantly unrealistic. " 

n Upon this ground, contrary to the holding in Foz v. Comm(ee(oner, 190 F. 2d 101, 
the guarantor's nonbusiness loss would receive short-term capital loss treatment despite 
the nonexistence of the debtor at the time of the guarantor's payment to the creditor. 
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SECTION 23 (m) . — DEDUCTIONS FROM GROSS INCOME. 
DEPLETION 

REGULATIQNs 118, SEGTIGN 39. 28(m) — 5: Computa- 
tion of depletion based on percentage of in- 
come in cases of certain mines or other natural 
deposits. 

Deduction of stated rate of depletion with respect to dolomite. See 
Rev. Rul. 57 — 288, page 518. 

SECTION 28 (q) . — CHARITABLE AND OTHER 
CONTRIBUTIONS BY CORPORATIONS 

Rev. Rul. 57 — 228 

Where, during the taxable year, a board of directors authorized 
a contribution and such contribution was paid after the close of the 
taxable year and on or before the fifteenth day of the third month 
following the close of the taxable year, an election may be made in the 
return to treat all, or only a portion, of the contribution as paid 
during the taxable year. 

Advice has been requested whether an election, in accordance with 
the last paragraph of section 23(q) of the Internal Revenue Code of 
1939, may be exercised in regard to a portion of a contribution paid 
after the close of the taxable year and on or before the 15th day of the 
third month following the close of the taxable year. 

The 3X corporation, which reports net income on the accrual method, 
filed its return for 1952 disclosing a net income of $950, 000. Contri- 
butions itemized on the return included a donation to the X hospital 
in the amount of $50, 000; other contributions paid were listed which 
amounted to $5, 000, for a total of all contributions of $55, 000. The 
contribution to the X hospital was marked with an asterisk drawing 
attention to a footnote which advised of the cV corporation's election, 
in accordance with the last paragraph of section 23(q) of the Code, 
to consider this amount as having been paid during the taxable year 
to the extent allowable as a deduction from taxable income, after de- 
ductions of all other contributions listed above. Also attached to the 
return was a certification by the president of N corporation that the 
board of directors had met, during the taxable year and voted to 
contribute $50, 000 to the X hospital, of which amount $40, 000 was 
paid during the taxable year and $10, 000 was paid, in a single payment, 
subsequent to the close of the taxable year and prior to March 15, 1953. 

The total contributions of $55, 000 itemized on the return exceeded 
the five percent limitation provided in section 28(q) of the Code and, 
consequently, a deduction for contributions was claimed on the re- 
turn in the smaller amount of $50, 000 (hospital, $45, 000; other contri- 
butions, $5, 000). The $5, 000 amount m excess of the allowable five 
percent was refiected in the surplus analysis, designated as schedule 
M on the return, as "Accrued Contributions" under the caption "Other 
unallowable deductions, " and not under the caption "Contributions 
in excess of five percent limitation". 

The $5, 000 amount in excess of the five percent limitation, which was 
reflected in schedule M of the return, is proposed as a deduction in the 
subsequent year, 1953, on the theory that the Code and regulations do 



507 [Regs. 118, $ 89. 28(bb)-1. 

not bar the exercise of the election in accordance with section P8(q) in 
such a manner as to split a single contribution deduction. 

Section 39. 23(q) (1) (c) of Regulations 118 provides, in part, as 
follows: 

A. corporation reporting its net income on the accrual basis may elect to have 
considered as paid during the taxable year any contribution or gift to organiza- 
tions described in section 28(cl), * * ~ payment of ivhieh contribution or gift 
is made after the close of the taxable year and on or before the fifteenth day 
of the third month follovving the close of such year if, during such year, the 
board of directors authorized such contribution or gifi, . ". ~ * 

A corporation is deemed to have made an election which complies 
with the requirements of the statutes where its board of directors 
authorized, by resolution during the taxable year, the payment of 
charitable contributions up to a maximum of five percent of such 
taxable income. 

Accordingly, it is held that where a board of directors authorized a 
contribution or gift during a taxable year, and such contribution or gift 
was paid in a single payment subsequent to the close of the taxable 
year, and on or prior to the fifteenth day of the third month following 
the close of the taxable year, an election may be made in the return 
to treat all or only a portion of the contribution as paid during the 
taxable year. 

SECTION o3(bb). — DEDUCTIONS FROM GROSS INCOME: 
CIRCULATION EXPENDITURES 

REGULATIQNs 118) SEGTIQN 39. 23(bb) — 1: Circu- Rev. Rul. 57 — 87 
lation expenditures. 

Treatment, for Federal income tax purposes, of circulation ex- 
penditures by publishers who have consistently deferred both sub- 
scription income and subscription expense. 

I. T. 8809, C. B. 1949-1, 46, modified. 

Advice has been requested regarding the treatment of circulation 
expenditures attributable to prepaid subscription income, in view of 
the provisions of I. T. 3369, C. B. 1940 — 1, 46, and section 23 (bb) of the 
Internal Revenue Code of 1989. 

The taxpayer in the instant case has consistently filed Federal in- 
come tax returns on the basis of reporting only the allocable part of 
prepaid subscription revenue relating to that portion of the sub- 
scriptions to be fulfilled in that year and of deferring the remaining 
allocable portions of. such revenue to subsequent years in relation to 
the subscriptions to be fulfilled in those years. Likewise, in determin- 
ing its income, the taxpayer deferred all subscription expenses to the 
year to which they relate in accordance with the provisions of I. T. 
3369, supra. 

I. T. 3369, supra, as far as it is pertinent here holds that where a 
publisher has consistently reported an aliquot part of the subscription 
income for each year of the subscription period, all applicable ex- 
penses incurred during the year in which the subscriptions are ob- 
tained shall be spread allocably over the subscription periods in the 
same manner as subscription income. 
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However, section 204 of the Revenue Act of 1950 amended section 
98 of the 1989 Code by adding a new subsection (bb) to provide for 
the deduction of expenditures (with certain exceptions) to establish, 
maintain, or increase the circulation of a newspaper, magazine, or 
periodical. This new section of the 1989 Code, subject to the con- 
ditions provided by subsections (c) (1) and (9) of section 204 of the 
Act, was efFective for the taxable years beginning subsequent to De- 
cember 81, 1945. The provisions of section 98(bb) of the 1989 Code 
read as follows: 
SECTION 23. — DEDUCTIONS FROM GROSS INCOME. 

In computing net income there shall be allowed as deductions: * * * 
(bb) Czacvz, ArzoN ExrzNnzrvREs. — Notwithstanding section 24(a), all expendi- 

tures (other than expenditures for the purchase of land or depreciable property 
or for the acquisition of circulation through the purchase of any part of the 
business of another publisher of a newspaper, magazine, or other periodical) to 
establish, maintain, or increase the circulation of a newspaper, magazine, or 
other periodical; except that the deduction shall not be allowed with respect 
to the portion of such expenditures as, under regulations prescribed by the 
Secretary, is chargeable to capital account if the taxpayer elects, in accordance 
with such regulations, to treat such portion as so chargeable. Such election, 
if made, must be for the total amount of such portion of the expenditures which 
is so chargeable to capital account, and shall be binding for all subsequent tax- 
able years unless, upon application by the taxpayer, the Secretary permits a 
revocation of such election subject to such conditions as he deems necessary. 

In view of the provisions of section 98(bb) of the 1989 Code, it is 
held that for years beginning subsequent to December 81, 1945, such 
expenditures are currently deductible in the year paid or incurred. 
Accordingly, to the extent that it requires or permits any deferral of 
expenditures to establish, maintain, or increase the circulation of any 
newspaper, magazine or periodical, I. T. 8869, supra, is modified. 

Pursuant to the authority contained in section 7805(b) of the 
Internal Revenue Code of 1954, this modification shall be efFective 
only with respect to the first open year of such taxpayer at the time 
that this Revenue Ruling is published in the Internal Revenue Bul- 
letin. Expenditures paid or incurred in a year prior to the effective 
date of this Revenue Ruling but which were deferred to a subsequent 
year under I. T. 8869, supra, will be deductible in the year in which 
they would have been deductible had no modification occurred. 

SECTION 26. — CREDITS OF CORPORATIONS 

REGIJLATIoNs ill) SEGTIoN 99. 96 — 5: Credit for 
dividends paid on preferred stock of public 
utilities. 

Credit in respect of dividends paid on public utility preferred stock 
issued on or after October 1, 1949. to replace preferred stock issued 
by another corporation not a "public utility" at the time of such 
replacement. See Rev. Rul. 57 — 45, page 509. 
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SECTION 26(h). CREDITS OF CORPORATIONS: CREDIT 
FOR DIVIDENDS PAID ON CERTA. IN PREFERRED 
STOCI& 

RE0LLATIONS 118, SEcT1oN 89. 26(h) — 1: Credit 
for dividends paid on preferred stock of 
public utilities. 

(Also Regulations 111, Section 29. 26 — 5. ) 
(Also Part I, Section 247; 26 CFR 1. 247 — 1. ) 

A public utility is not entitled to the dividends paid credit in 
respect of dividends paid on preferred stock issued by it on or 
after October 1, 1942, to replace preferred stock issued prior to such 
date by another corporation which, at the time of such replace- 
ment was not a "public utility" as defined in section 20(h) (2) (A) 
of the Internal Revenue Code of 1939 and was not entitled to the 
section 20(h) credit in respect of any dividends paid by it on its own 
preferred stock so replaced. Philadelphia Electric Co. v. Un(ted 
States, 117 Fed. Supp. 424, discussed. 

In Philan'. elphiu Electrio Co. v. United Stotes, 117 Fed. Supp. 424, 
the question presented was whether the plaintifF, a "public utility" as 
defined in section 26(h) (2) (A) of the Internal Revenue Code of 1939, 
was entitled to the credit allowed by section 26(li) of the 1M9 Code 
in respect of dividends paid by it on its "$1. 00 dividend preference 
common stock. " The dividends in respect of such stock were cumula- 
tive and payable in preference to dividends on the common stock 
of the plaintifF, which was its only other class of stock outstanding. 
The dividend rate on such prefrence common stock was fixed and 
limited to the same amount. However, in the event of liquidation, 
the holders of such preference common stock were entitled to partici- 
pate on an equal basis with the holders of the common stock in the 
assets of the corporation. 

Section 26(h) (1) of the Code allows a public utility, as defined 
in section 26(h) (2) (A), a credit for dividends paid on its preferred 
stock. Section 26(h) (2) (A) of the Code defines a "public utility" as 
follows: 

(A) Punr. ic uTrrrTv. — The term "public utility" means a corporation 
engaged in the furnishing of telephone service or in the sale of electric 
energy, gas, or water, if the rates for such furnishing or sale, as the 
case may be, have been established or approved by a State or political 
subdivision thereof or by an agency or instrumentality of the United 
States or by a public utility or public service commission or other similar 
body of the District of Columbia or of any State or political subdivision 
thereof. 

Section 26(h) (2) (B) of the Code defines the term "preferred stock" 
as follows: 

(B) PREFsRnzn sTocK. — The term "preferred stock" means stock issued 
prior to October 1, 1942, which during the whole of the taxable year 
(or the part of the taxable year after its issue) was stock the dividends 
in respect of which were cumulative, limited to the same amount, and 
issued on or after October 1, 1942, shall be deemed for the purposes 
payable in preference to the payment of dividends on other stock. Stock 
of this paragraph to have been issued prior to October 1, 1942, if it 
wa. s issued (including issuance either by the same or another corpora- 
tion in a transaction which is a reorganization, as defined in section 
112(g) (1), or a transaction to vvhich section 112(b) (10), or so much 
of section 112(d) or (e) as relates to section 112(b) (10), is applicable, 
or which is a transaction subject to Supplement R) to refund or replace 
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bonds or debentures issued prior to October 1, 1942, or to refund or 
replace other preferred stock (including stock which is preferred stock 
by reason of this sentence), but only to the extent that the par or stated 
value of the new stock does not exceed the par, stated, or face value 
of the bonds or debentures issued prior to October 1, 1942, or the other 
preferred stock, which such new stock is issued to refund or replace. The 
determination of whether stock was issued to refund or replace bonds 
or debentures issued prior to October 1, 1942, or to refund or replace other 
preferred stock, shall be made under regulations prescribed by the Com- 
missioner with the approval of the Secretary. 

Prior to the amendment made by Treasury Decision 6195, approved 
August 8, 1056, C. B. 1956 — 2, 079, section 89. 26(h) — 1(c) (1) of Regu- 
lations 118 and section 20. 26 — 5(a) of Regulations 111 contained the 
following provision: 

For the purposes of section 26(h) " * ~ preferred stock means stock 
which ' * * was stock nonparticipating as to earnings or profits either cur- 
rently or in liquidation, 

Under these regulations prior to the amendment made by Treasury 
Decision 6195, supra, stock which is participating as to earnings or 
profits in liquidation could not qualify as "preferred stock" for the pur- 
poses of section 26(h) credit. However, in the Philadelphia Electric 
Company case, the court held that this provision of the regulations 
was invalid, being in addition to the requirements of the statute and 
unnecessary to efFectuate the statutory conditions of the credit. Under 
the court's decision, the plaintifF was allowed the dividends paid credit 
in respect of the dividends paid by it during the calendar year 1947 
on its outstanding preference common stock. 

Treasury Decision 6195, supra, amended the provisions of Regula- 
tions 111 and 118 quoted a~bove to omit the words "earnings or profits 
either currently or in liquidation" and inserted in lieu thereof the 
words "current distributions. " This amendment was made to con- 
form the regulations to the decision in the Philadelphia Electric Com- 
pany case. However, in other cases involving facts similar to those 
in the Philadelphia Electric Company case, it will be the position of 
the Internal Revenue Service that the credit in respect of dividends 
paid on public utility preferred stock is not allowable for another 
reason discussed below. 

The Philadelphia Electric Company issued its preference stock in 
1943 in the reclassification of its common stock into new common stock 
and the preference stock. At the time of such reclassification, all the 
outstanding common stock of the company was held by its parent 
corporation, which was a "registered holding company" within the 
meaning of section 2 of the Public Utility Holding Company Act of 
1035, 49 Stat. 808, 15 U. S. C. 79b(a). After the company issued 
its new common stock and preference stock to its parent corporation in 
exchange for the company's old common stock, the parent corporation 
distributed the company's new preference stock plus cash to the holders 
of the parent's preferred stock in partial liquidation and redelnption 
of such stock. The exchanges in respect of the company's new pref- 
erence stock, both between the company and its parent corporation and 
between the parent corporation and the latter's preferred stockholders, 
were made in obedience to orders of the Securities and Exchange Com- 
mission to facilitate the parent corporation's compliance with section 
11(b) of the Public Utility Holding Company Act of 1035. Such 
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exchanges were subject to the provisions of Supplement R of the 1989 
Code. See section 871 (a) and (g) of the Code. 

However, the parent corporation of the plaintiQ' company was not 
"engaged in the furnishing of telephone service or in the sale of electric 
energy, gas, or water "' " ', " and, thus, was not a "public utility" 
within the meaning of section 26(h) (2) (A) of the Code. See In the 
. 1latter of United Gag Improvement Co. , 12 S. E. C. 1080 (1948). 
Prior to the redemption of its preferred stock, the parent corporation 
was not entitled to the section 26 (h) credit in respect of. diviclends paid 
by it on its own preferred stock. As provided in section 26(h) (2) (B), 
stock issued on or after October 1, 1942, under certain circumstances 
will be considered as having been issued before October 1, 1942, for 
purposes of the section 26(h) credit. However, in the case of new 
perferred stock issued on or after. October 1, 1942, by a public utility 
to replace preferred stock of another company, as in the instant case, 
it is the position of the Service that the dividends paid credit, is not 
allowable in respect of dividends paid on the new preferred stock 
if the other company ~hose preferred stock was replaced by the 
new preferred stock was not itself a "public utility" and entitled to 
the section 26 (h) credit in respect of dividends paid by it on the pre- 
ferred stock so replaced. 

Under such circumstances, it is not believed that the allowance of 
the dividends paid credit in respect of dividends paid on the new 
preferred stock would be consistent with the intended meaning of the 
statute. It is the position of the Service that the purpose of the statu- 
tory provision relating to the replacement of preferred stock issued 
prior to October 1, 1942, by one corporation by preferred stock of 
another corporation issued on or after that date was to prevent the loss 
of credit allowable to the first corporation prior to the replacement of 
its preferred stock by the stock of the latter corporation, and not to 
grant the latter a credit not previously allo~able to the former 
corporation. 

Accordingly, it is held that a "public utility" as defined in section 
26(h) (2) (X) of the Code is not entitled to the dividends paid credit in 
respect of dividends paid on preferred stock issued by such "public 
utility" on or after October 1, 1942, pursuant to an order of the Securi- 
ties and Exchange Commission under section 11(b) of the Public 
Utility Holding Company Act of 1985, 8Mpra, to replace preferred 
stock issued prior to October 1, 1942, by another corporation, where at 
the time of such replacement such other corporation was not a "public 
utility" as defined in section 26(h) (2) (A) of the Code and had not 
been entitled to the section 26(h) credit in respect of any dividends 
paid by it on its own preferred stock so replaced. 

PART IV. — ACCOUNTING PERIODS AND METHODS OF ACCOUNTING 

SECTION 41. GENERAL RULE 

REGULATIoNs 118, SEcTION 89. 41 — 1: Computation 
of net income. 

Prepaid membership dues received by an accrual basis automobile 
club. See Ct. D. 1807, page 518. 
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SECTION 48. — PERIOD FOR WHICH DEDUCTIONS AND 
CREDITS TAKEN 

REGULATIONs 118, SECTIoN 89. 48 — 2: When charges 
deductible. 

Accrual of vacation pay by taxpayers using the accrual method of 
accounting. See Rev. Rul. 57 — 28, page 198. 

PART V. — RETURNS AND PAYMENT OF TAX 

SECTION 54. — RECORDS AND SPECIAL RETURNS 

REGULATIQNs 118, SEGTIoN 89. 54 — 1: Records and 
income tax forms. 

Effect of filing information returns in determining period of lim- 
itation on assessment of deficiencies resulting from a retroactive de- 
termination that an automobile club is not exempt from tax. See 
Ct. D. 1807, page 518. 

SECTION 55. — PUBLICITY OF RETURNS 

Inspection of certain returns by the Senate Committee on Govern- 
ment Operations. See E. O. 10699, page 486. 

Inspection of certain returns by the Committee on Un-American 
Activities, House of Representatives. See E. O. 10701, page 487. 

Inspection of certain returns by the Select Committee of the Senate. 
See E. O. 10708, page 488. 

Inspection of certain returns by the Senate Committee on the Judici- 
ary. See E. O. 10706, page 488. 

Inspection of certain returns by the Senate Committee on the 
Judiciary. See E. O. 10712, page 489. 
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SUBCHAPTER C. — SUPPLEMENTAL PROVISIONS 
SUPPLEMENT A. — RATES OF TAX 

SECTION 101. — EXEMPTIONS FROM TAX ON 
CORPORATIONS 

REGULATIONS 118, SECTION 39. 101(9) — 1: Social 
clubs. 

(Also Sections 41, 54, 275, 3791(b); Regula- 
tions 118, Sections 39. 41 — 1, 39. 54 — 1, 39 075 — 1. ) 

Ct. D. 1807 

INCOME TAX — INTERNAL REVENUE CODE OF 1939 — DECISION OF 
COURT 

1. EKEMPT CCRPCRATICNs — RETiioAcTIVK RKvocATICN oF EXEMP- 
TION. 

The Commissioner was not estopped from revoking a ruling 
holdin that an automobile club was exempt from income tax 
where such ruling was based on a mistake of law. The action of 
the Commissioner retroactively revoking taxpayer's exemption was 
not an abuse of discretion. 
2. STATUTE OF LIMITATIONS ON ASSESSMENT OF DEFICIENCIES — RE- 

TURN NCT FILED BEGAUsE oF EKEMPTICN. 
The statute of limitations on assessment of defieiencies did not 

begin to run from the date on which a return should have been 
filed by an organization which was retroactively declared not to 
be exempt from tax but from the date on which returns were 
actually filed. Returns on Form 990 did not start the running 
of the limitations period. 
3. TAxABLE YEAR oF INcLUsICN oF INcoME — PBEPAID MEMBKRsHIP 

DUEs. 
Membership dues received by an accrual basis automobile club 

one year in advance were includible in income in the year re- 
ceived since they were held under a claim of right without re- 
striction on their disposition. 
4. JUDGMENT AFFIRMED. 

5. JUDGMENT OF THE UNITED STATES COURT OF APPEALS FOR THE 
SIXTH CIROUIT, 230 FED. (2D) 585, AFFIRMED. 

SUPREME COUBT OF THE UNITED STATES 

Automobile Club of Ifiehigan, petitioner, v. Commissioner of Internal Revenue 
On writ of certiorari to the United States Court of Appeals for the Sixth Circuit 

[April 22, 1957] 

OPINION 

MR. JUsTIOE BRENNAN delivered the opinion of the Court. 
In 1945, the Commissioner of Internal Revenue revoked his 1934 and 1938 

rulings exempting the petitioner from federal income taxes, and retroactively 
applied the revocation to 1943 and 1944. The Commissioner also determined that 
prepaid membership dues received by the petitioner should be taken into income 
in the year received, rejecting the petitioner's method of reporting as income 
only that part of the dues as were recorded on petitioner's books as earned in the 
tax year. The Tax Court sustained the Commissioner's determinations, ' and 
the Court of Appeals for the Sixth Circuit affirmed. ' This Court granted 

The Commissioner had determined in 1934 that the petitioner was a "club" 
entitled to exemption under provisions of the internal revenue laws corresponding 
certiorari. ' 

r 20 T. C. 1038. 
e 230 F. 2d 585, 
e 352 U. S. 817. 
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to section 101(0) of the Internal Revenue Code of 1080, ' notifying the petitioner 
that "* " " future returns, under the provisions of section 101(9) 
will not be required so long as there is no change in your organization, your 
purposes or iiiethods of doing business. " In 1988, the Commissioner confirmed 
this ruling in a letter stat[«g: "* * s as it appears that there has been no 
change in your form of organization or activities which would a]feet your status 
the previous ruling of the Bureau holding you to be exempt from filing returns 
of income is affirmed * * * *" According]y the petitioner did not pay federal 
taxes from 1988 to 1945. The Commissioner revoked these rulings in 1045, how- 
ever, and directed the petitioner to file returns for 1948 and subsequent years. ' 
Pursuant to this direction, the petitioner filed, under protest, corporate income 
and excess profits tax returns for 1048, 1044 and 1045. 

The Commissioner's earlier rulings were grounded upon an erroneous inter- 
pretation of the term "club" in section 101(0) and thus were based upon a mis- 
take of law. It is conceded that in 1948 and 1044 petitioner was not, in fact 
or in law, a "club" entitled to exemption within the meaning of section 101(0), 
and also that petitioner is subject to taxation for 1045 and subsequent years. ' 
It is nevertheless contended that the Commissioner had no power to apply the 
revocation retroactively to 1048 and 1944, and that, in any event, the assess- 
ment of taxes against petitioner for 1948 and 1944 was barred by the statute 
of limitations. 

The petitioner argues that, in light of the 1984 and 1988 rulings, the Com- 
missioner was equitably estopped from applying the revocation retroactively. 
This argument is without merit. The doctrine of equitable estoppel is not a 
bar to the correction by the Commissioner of a mistake of law. ' The decision 
in Stockstroin v. Commissioner, 190 F. 2d 288, to the entent that it holds to the 
contrary, is disapproved. 

Petitioner's reliance on II, 8. D. Co. v. Xavanagh, 191 F. 2d 881, and Woodtcorth 
v. Eales, 26 I'. 2d 178, is misplaced because those cases did not involve correction 
of an erroneous ruling of law. Reliance on Lesavotf Foundation v. Commissioner, 
288 F. 2d 580, is also misplaced because there the court recognized the power in 
the Commissioner to correct a mistake of law, but held that in the circumstances 
of the case the Commissioner had exceeded the bounds of the discretion vested 
in him under section 8701 (b) of the 1980 Code. ' 

The Commissioner's action may not be disturbed unless, in the circumstances 
of this case, the Coiumissioner abused the discretion vested in him by section 
8791(b) of the 1080 Code. That section provides: 

' RETRGAGTIVITT oF RKGULATIGNS oR RULINGs. — The Secretary, or the Com- 
missioner with the approval of the Secretary, may prescribe the extent, if 
any, to which any ruling, regulation, or Treasury Decision, relating to the 
internal revenue laws, shall be applied without retroactive etfect. " 

The petitioner contends that this section forbids the Commissioner taking retro- 
active action. On the contrary, it is clear from the language of the section and 

' Section 101(9) provided as follows: 
"The following organizations shall be exempt from taxation under this chapter— 

"(9) Clubs organized aud operated exclusively for pleasure, recreation, and other non- 
profitable purposes, no part of the net earnings of which inures to the benefit of any 
private shareholder * * '" 53 Stat 88, 26 U. S. C. (1934 ed. , Supp. V) sec. 101(9). 

The earlier statute sections were identical to the 1930 section. 52 Stat. 480 (1938); 
49 Stat. 1678 (1936); 48 Stat. 700 (1934); 47 Stat. 193 (1932). s The letter of revocatioa stated that in order to qualify as a club under sec. 101(9), the cu * s organization should be so composed aad its activities be such that fellowship 
among the members plays a material part in tbe life of the organization. * * *" It w« 
then stated that the previous rulings were revoked because "[t]he evidence submitted 
shows that fellowship does not constitute a material part of the life of * s s [pftb tioner's] organization aud that * * s [petitioner's] principal activity is the rendering 
of commercial services to * s * [its] members. " 

s Petitioner renders various services for its members. Among these are emergency road 
service when a car is disabled; furnishing maps, road and other travel information; 
and publishing a monthly magazine containiag news of travel and of laws pertaining to 
the use of automobiles. ' Keystone Auto. Club v. Com&nissioner, 181 F. 2d 402; Sehafer v. Helvering, 83 F. 2d 
817, aff'd, 299 U. S. 171 [Ct. D. 1188, C. B. XV-2, 197]; John M. Parker Co. v. Com- 
missioner, 49 F. 2d 254; Southern maryland Agricultural Fair Assn. v. Como&issioner, 
40 B. T. A. 549; yokohama Ki-Ito K&eaisha, 5 B. T. A. 1248; see siso, Chattanooga Auto. 
Club v. Commissioner, 182 F. 2d 551 (by implication); Warren Auto. Club v. Commissioner, 
182 F. 2d 551 (by implication): Smytli v, California State Auto. Assn. , 175 F. 2d 752 (bv 
implication): Automobile Club of St, paul v. Commissioner, 12 T. C. 1152 (bv implication). ' 53 Stat. 467, 26 U. S. C. sec. 3791(b). 
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its legislative history' that Congress thereby confirmed the authority of the 
Comlnissiouer to correct any ruling, regulation or Treasury decision retroactively, 
but enlpowered him, in his discretion, to limit retroactive application to the 
extent necessary to avoid inequitable results. 

The Petitioner, citing Hclvering v. Reynolds, 806 U. S. 110 [Ct. D. 1888, C. E. 
1989 — 1 (Part 1), 225], ar "ues that resort by the Commissioner to section 8791(b) 
was precluded in this case because the repeated re-enactments of section 101(9) 
gave the force of law to the provision of the Treasury regulations relating to that 
section. These regulations provided that when an organization had established 
its rig'ht to exelnption it need not thereafter make a return of income or any 
further showing rvith respect to its status unless it changed the character of its 
operations or the purpose for which it was originally created. "' IIelverlng v. 
Reynolds is inapplicable to this case. As stated by the Tax Court: "The regula- 
tions involved there [Kelverlng v. Reynolds] s * * purported to determine what 
did or did not constitute gain or loss. The regulations here. . . in no wise pur- 
ported to determine whether any organization was or was not exempt. "" These 
regulations did not provide the exemption or interpret section 101(9), but merely 
specified the necessary information required to be filed in order that the Com- 
missioner might rule whether or not the taxpayer was entitled to exemption. 
This is thus not a case of ". . . administrative construction embodied in the 
regulation [8]. . . " which, by repeated re-enactment of section 101(9), ". . . Con- 
gress must be taken to have approved. . . and thereby to have given. . . the 
force of law. " Helvering v. Reynolds, 806 U. S. , at 114, 115. 

We must, then, determine whether the retroactive action of the Commissioner 
was an abuse of discretion in the circumstances of this case. The action was the 
consequence of the reconsideration by the Commissioner, in 1948, of the correct- 
ness of the prior rulings exempting automobile clubs, initiated by a General 
Counsel Memorandum interpreting section 101(9) to be inapplicable to such 
organizations. " The Commissioner adopted the General Counsel's interpretation 
and proceeded to apply it, effective from 1948, indiscriminately to automobile 
clubs. " We thus find no basis for disagreeing with the conclusion, reached by 
both the Tax Court and the Court of Appeals, that the Commissioner, having 
dealt with petitioner upon the same basis as other automobile clubs, did not 
abuse his discretion. Nor did the two-year delay in proceeding with the peti- 
tioner's case, in these circumstances, vitiate the Commissioner's action. 

The petitioner's contention that the statute of limitations barred the assess- 
ment of deficiencies for 1948 and 1944 is also without merit. Its returns for 
those years were not filed until October 22, 1945. Within three years, on August 
25, 1948, the petitioner and the Commissioner signed consents extending the 
period to June 80, 1949. The period was later extended to June 20, 1950. Notice 
of deficiencies was mailed to petitioner on February 20, 1950. The assessments 
were therefore vithin time under sections 275(a) and 276(b)" unless, as the 
petitioner asserts, the statute of limitations began to run from the dates when, 
if there was a duty to file, the statute required filing. " The petitioner argues 
that because its omission to file on March 15, 1944, and March 15, 1945, was in- 
duced by the Commissioner's 1984 and 1988 rulings, it is only equitable to interpret 
the statute of limitations as running from those dates in the circumstances of this 

s H. R. Rep. Ko. 704, 78d Cong. , 2d Sess. 38; S. Rep. No. 558, 73d Cong. , 2d Sess. 48. 
&s Tress. Keg. 86, Art. 101 — 1 (1934); Tress. Reg. 94, Art. 101 — 1 (1936); Tress. Reg. 

103, sec. 19. 101-1 (1939). n 20 T. C. , at 1041. "G. C. M. 23688, 1943 Cum. Bull. 288. 
&s See, e. g. , Chattanooga Auto. Club v. Commissioner, 182 F, 2d 551; Warren Auto. 

Club v. Commissioner, 182 F. 2d 551; Keystone Auto. Club v. Commissioner, 181 F. 2d 
402; Smyth v. Californ(a State Auto. Assn. , 175 F. 2d 752; Automobile Club of St. Paul v. 
Commissioner, 12 T. C. 1152. 

"Section 275 (a) provides as follows: 
"Except as provided in section 27b- 
"(a) GENERA RvLE. — The amount oi' income taxes imposed by this chapter shall be 

assessed within three years after the return was filed, and no proceeding in court without 
assessment for the collectiton of such taxes shall be begun after the expiration of such 
period. " 53 Stat. 86, 26 U. S. C. sec. 275(a). 

Section 276(b) provides as follows: 
"(b) Watvza. — Where before the expiration of the time prescribed in section 275 for 

the assessment of the tax, both the Commissioner and the taxpayer have consented in writ- 
ing to its assessment after such ti&ne, the tax may be assessed at any time prior to the 
expiration of the period agreed upon. The period so agreed upon may be extended by sub- 
sequent agreements in writing made before the expiration of the period previously agreed 
upon. " 53 Stat. 87, 26 U. S. C. sec. 276(b). 

&s The 1943 tax return was due on March 15, 1944. The 1944 tax return was due on 
blarch 15, 1945. 
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case. But the express condition prescribed by the Congress was that the statute 
was to run against the United States from the date of the actual filing of the 
return, and no action of the Coininissioner can change or modify the conditions 
under ivhich the United consents to the running of the statute of limitations 
against it. In Lucas v. Pilliod Lumber Co. , 281 U. S. 245, 249 [Ct. D. 266, C. B. 
IX-2, 396 (1980) ], this Court beld: 

"Under the established general rule a statute of limitations runs against 
the United States only when they assent and upon the conditions prescribed. 
Here assent that the statute might begin to run was conditioned upon the 
presentation of a return duly sworn to. No ofiicer had power to sub- 
stitute something else for the thing specified * s e. "" 

It is also argued that the Form 990 returns filed by the petitioner in compli- 
ance with section 54(f) of the 1989 Code, as amended, " constituted the filing 
of returns for the purposes of section 275(a). But the Form 990 returns are 
merely information returns in furtherance of a congressional program to secure 
information useful in a determination whether legislation should be enacted 
to subject to taxation certain tax-exempt corporations competing with taxable 
corporations. " Those returns lack the data necessary for the computation and 
assessment of deficiencies and are not therefore tax returns within the contem- 
plation of section 27o(a). Cf. Commissioner v. Lane-Wells Co. , 821 U. S. 219 
[Ct. D. 1602, C. B. 1944, 589]. 

The final issue argued concerns the treatment of membership dues and arises 
because such dues are paid in advance for one year. The dues upon collection 
are deposited in a general bank account and are not segregated from general 
funds but are available and are used for general corporate purposes. For book- 
keeping purposes, however, the dues upon receipt are credited to an account 
carried as a liability account and designated "Unearned Membership Dues. " 
Durin" the first month of membership and each of the following eleven months 
one twelfth of the amount paid is credited to an account designated "Membership 
Income. " This method of accounting was followed by petitioner from 1984. 
The income from such dues reported by petitioner in each of its tax returns for 
1948 through 1947 was the amount credited in the year to the "Membership 
Income" account. The Commissioner determined that the petitioner received 
the prepaid dues under a claim of right, without restriction as to their disposition, 
and therefore the entire amount received in each year should be reported as 
income. The Commissioner relies upon cYorth American Oil Co. v. Burnet, 286 
U. S. 417, 424 [Ct. D. 499, C. B. XI — 1, 298 (1982) ], where this Court said: "If a 
taxpayer receives earnings under a claim of right and without restriction as to 
its disposition " * * [it] has received income which s s * [it] is required to 
return " * *" 

The petitioner does not deny that it has the unrestricted use of the dues in- 
come in the year of receipt, but contends that its accrual method of accounting 
clearly reflects its income, and that the Commissioner is therefore bound to 
accept its method of reporting membership dues. We do not agree. Section 
41 of the Internal Revenue Code of 1989 required that "[t]he net income shall 
be computed * * * in accordance with the method of accounting regularly em- 
ploved in keeping the books s * "' but * * " if the method employed does not 
clearly reflect the income, the computation shall be made in accordance with 
such method as in the opinion of the Commissioner does clearly reflect the in- 
come * * ""'" The pro rata allocation of the membership dues in monthly 
amounts is purely artificial and bears no relation to the services which peti- 
tioner may in fact be called upon to render for the member. " Section 41 vests 
the Commissioner with discretion to determine whether the petitioner's method 
of accounting clearly reiiects income. We cannot say, in the circumstances 
here, that the discretionary action of the Commissioner, sustained'by both the 

"To the extent that the decision in Balkan, Mat. Ins. Co. v. Commissioner, 101 F. 2d 75, is to the contrary, it is disapproved. 
m 53 Stat. 28, as amended, 58 Stat. 86, 26 U. S. C. sec. 54(f). m H. R. Rep. No. 871, 78th Cong. , 1st Sess. 24-25; S. Rep. No. 627, 78th Cong. , 1st Sess. 21. "53 Stat. 24. 26 I'. S. C. sec. 41. 
so Beacon publishing Co. v. Commissioner, 218 F. 2d 697, and Schueseler v. Commis- 

sioner, 230 F. 21 722, are distinguishable on their facts. In Beacon, performance of the 
subscription, in most instances, icas, in part, necessarily deferred until the publication dates after the tax year. In Schueesler, performance of the service agreement required the taxpayer to furnish services at specified times in years subsequent to the tax year. In 
this case, substantially all services are performed only upon a member's demand and the 
taxpaver's performance was not related to axed dates after the tax vear. We express no 
opinion upon the correctness of the decisions in Beacon or Schneseler. 
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Tax Court and the Court of Appeals, exceeded permissible limits. See IIro4on 
v. Hclocri ap, 2'91 IJ. S. 193, 204 — 205 [Ct. D. 786, C. B. XIII — 1, 223 (1934) ]. 

Affirmed. 
Ma. JvsTICE WHITTAKER took no part in the consideration or decision of 

this case. 
Ms. JvsTIcE BvRTON, whom Mr. Justice Clark joins, concurring in part and 

dissenting in part in a separate opinion. 
MR. JUsTIcE HxavAN, dissenting in a separate opinion. 

SUPPLEMENT B. — COMPUTATION OF NET INCOME 

SECTION 113(a). — ADJUSTED BASIS FOR DETERMINING 
GAIN OR LOSS: BA. SIS (UNA. DJUSTED) OF PROPERTY 

REovI ATIQNs 118, SEGTIoN 89. 113 (a) (5) — 1: Basis Rev. Rul 57 — 287 
of. property acquired by bequest devise or 
inheritance. 

Where a trust indenture provides that trust income is payable to 
the grantor during her lifetime and reserves to the grantor at all 
times up to her death the right to revoke the trust with the consent 
of named trustees, none of whom has any adverse interest in the 
trust, the trust comes within the meaning of secton 113(a) (5) of 
the Internal Revenue Code of 1939 and the basis of the property 
transferred to the trust is its fair market value at the date of the 
grantor's death (or optional valuation date). 

Revenue Ruling 55 — 502, C. B. 19o5 — 2, 560, modified. 

Advice has been requested whether the decision of the Tax Court of 
the United States in B'azel B. Behrman Trust et oL v. Commisgio7ter, 
26 T. C. 1172, acquiescence, page 9, this Bulletin, will affect the posi- 
tion taken by the Internal Revenue Service in Revenue Ruling 55 — 502, 
C. B. 1955-2, 560. 

In Revenue IbIling 55 — 502, supra, the grantor created a trust with 
a portion of the trust income to be paid each year to her husband and 
the balance of the trust income to be paid to her during her lifetime. 
The t'rust instrument provided that the grantor with the consent of 
her husband could modify, alter, or revoke the trust instrument. The 
grantor died in 1954 with her husband surviving and the question was 
presented whether the trustee was entitled to a basis under section 
113 (a) (5) of the Internal Revenue Code of 1989. 

It was stated in Revenue Ruling 55 — 502, 874pra, that, in order for 
section 118(a) (5) of the 1989 Code to be applicable, the right to 
revoke or change must be entirely in the grantor, for only in such 
circumstances is the corpus of the trust to be viewed in practical 
efFect as belonging to the grantor. A right to revoke or change in 
conjunction with another party is not completely in the grantor, par- 
ticularly where, as in that case, the right was at all times until the 
grantor's death, exercisable only in conjunction with one having an 
adverse interest. Revenue Ruling 55 — 502 held, accordingly, that the 
trust property sold would not take a basis under section 113(a) (5) 
but would be determined under section 113(a) (2) of the Code, 

In the Beckman case, the grantor created a trust and transferred 
certain shares of stock to it. The trust indenture provided that the 
trust income was payable to the grantor during her lifetime and 
reserved to the grantor at all times up to her death the right to revoke 

4347S7' — SS S4 
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the trust with the consent of named trustees, none of whom had any 
adverse interest in the trust. 

The Commissioner contended that the case came within the provi- 
sions of section 118 (a) (2) of the Code on the theory that, before section 
118(a) (5) can be apphed, it must be shown that the grantor retained 
such complete control that the trust property should be considered 
as belonging to the grantor, and that this requirement is not met 
where the grantor possesses the right of revocation in conjunction 
with another person, even though such person is a trustee not having 
a substantial adverse interest in the trust. The court held in effect 
that section 118(a) (5) is applicable if the reserved right to revoke 
is held in conjunction with another or others not having an adverse 
interest. 

It is accordingly held. that where a trust indenture provides that 
trust income is payable to the grantor during her lifetime and re- 
serves to the grantor at all times up to her death the right to revoke 
the trust with the consent of named trustees, none of whom has any 
adverse interest in the trust, the trust comes within the meaning of 
section 118(a) (5) of the Internal Revenue Code of 1989 so that the 
basis of the property transferred to the trust is its fair market value 
at the date of the grantor's death (or optional valuation date). 

Revenue Ruling 55 — 502, supra, is modified insofar as it holds that 
section 118(a) (5) of the Code is applicable only if the right to revoke 
or change the trust is completely and unqualifiedly in the grantor. 

SECTION 114. — BASIS IVOR DEPRECIATION AND 
DEPLETION 

REGIJLATIONs 118, SECTIoN 89. 114 — 1: Basis for Rev. Rul. 57 — 288 
allowance of depreciation and depletion. 

(Also Section 28(m), Section 89 28(m) — 5. ) 
The stated rate of percentage depletion for dolomite contained 

in section 114(b) (4) of the Internal Revenue Code of 1939 pre- 
cludes the application of the end-use test for determining the per- 
centage rate allowable. Consequently, dolomite is entitled to a fiat 
rate of ten percent, irrespective of its use. 

Revenue Ruling 55 — 700, C. B. 1955 — 2, 569, and Revenue Ruling 
56-582, C. B. 1956 — 2, 981, modified. 

The Internal Revenue Service has been requested to reconsider 
its position with respect to the percentage depletion rate allowable 
for dolomite in the light of the decision of the Tax Court of the 
United States in the case of Uirginian Limestone Corporation v. 
Commi88ioner 26 T. C. 558, acquiescence page 9, this Bulletin. 

Heretofore, the Service has followed the position set forth in 
Revenue Ruling 55 — 700, C. B. 1955 — 2, 569, to the eQect that, for pur- 
poses of the Internal Revenue Code of 1989, the application of the 
end-use test was proper in the determination of the percentage de- 
pletion rates allowable for dolomite used or sold for use as metal- 
lurgical grade and chemical grade limestone or as stone proper. That 
ruling was based on the theory that there is no clear line of distinc- 
tion between dolomite and limestone, as one grades into the other in 
relation to the amount of magnesium it contains. 
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In the Virginian Limestone case, the Tax Court of the United States 
held that dolomite is entitled to a fiat rate of ten percent, the deple- 
tion rate prescribed for dolomite by section 114(b) (4) of the Internal 
Revenue Code of 1939. The findings of fact in that case read in part 
as follows: 

All of the rock quarried and sold by petitioner was dolomite, 
within the commonly understood commercial meaning of that term. 
The term "dolomite, " when used with reference to rock, is one of 
specific desi nation, and has reference to a particular class of 
sedimentary rock, commonly known by that name, which is rich 
in magnesium carbonate; whereas, "stone" and "limestone" are 
terms of more general classification, and may refer to rocks which 
contain little or no magnesium carbonate. 

All of petitioner's rock was of essentially the same chemical and 
mineral composition. It has a high magnesium carbonate content, 
ranging from about 35 to about 42 percent; and its average chemi- 
cal composition, stated in terms of carbonates, was about 37 to 
40 percent magnesium carbonate, and about 52 to 56 percent calcium 
carbonate. 

The interpretation by the court in the Virginian Limestone case, 
that the percentage allowance for dolomite is specifically prescribed 
for in section 114(b) of the 1989 Code, obviates the necessity of 
applying the end-use test. A. ccordingly, it is now recognized by the 
Service that a calcium magnesium carbonate of the composition de- 
termined by the Tax Court of the United States to be dolomite is 
entitled to the rate specified in section 114(b) (4) of the 1939 Code, 
irrespective of its use. 

In view of the above, Revenue Ruling 55 — 700, C. B. 1955 — 2, 569, 
is modified to the extent that any limestone rock which has a mag- 
nesium carbonate content of N percent or higher shall be designated 
as dolomite and entitled to percentage depletion at a Oat rate of ten 
percent irrespective of its use. Any limestone rock which does not 
contain magnesium carbonates, in accordance with the foregoing spe- 
cification, will continue to be classified on the basis of the end-use test 
as set forth in Revenue Ruling 55 — 700, 8upra. Revenue Ruling 56— 
58o, C. B. 1956 — 2, 981, to the extent that it refers to dolomite is also 
modified. 

SECTION 117(a). — CAPITAL GAINS AND LOSSES: 
DE I'INITIONS 

RzouLArloNs 118, SEcTloN 39. 117(a) — 1: Meaning Rev. Rul. 57 — 29 
of terms. 

I. T. 3721, C. B. 1945, 164, sets forth the treatment, for Federal 
income tax purposes, of transactions in connection with the purchase 
and sale, on a "when, as and if issued" basis, of securities of corpora- 
tions. In explaining how the amount of a loss sustained by a tax- 
payer on the disposition of a contract to buy or sell securities on a 
"when, as and if issued" basis should be determined where such a 
contract did not cost him anything, the third, fourth, fifth, and last 
paragraphs beginning on page 171 of C. B. 1945, have been incorrectly 
construed to mean that such a contract may have a, basis other than 
zero. In computing the cost basis of assets for any purpose, the 
Internal Revenue Service does not recognize an obligation of a tax- 
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payer reflected in an executory contract prior to the performance of 
the contract. Such an executory contract to buy or sell securities 
which has cost the taxpayer nothing has a basis of zero to him, for 
Federal income tax purposes, in computing his gain or loss on a subse- 
quent sale or disposition thereof prior to performance on the contract. 

In order to clarify the position of the Service on this matter I. T. 
8721, supra, is hereby modified by eliminating therefrom the para- 
graphs referred to above. 

SECTION 194. — AMORTIZATION DEDUCTION 

Ct. D. 1801 REGULATIoNs 111, SEOTIQN 29. 124 — 6: Adjusted 
basis of emergencv facility. 

INCOME TAX — INTERNAL REVENUE CODE OF 1939 — DECISION OF 
SUPREME COURT. 

1. AMORTIZATION OF EMERGENCY FACILITIES — CERTIFICATION OF 
PoRTIQN oF CCST Bv WAR PRODUGTIGN BOARD. 

The War Production Board had the authority under section 124 
of the Internal Revenue Code of 1939 to issue certifieates certifying 
that only part of the cost of essential wartime improvements was 
necessary to the national defense. Accordingly, taxpayer was not 
entitled to accelerate amortization with respect to the entire cost of 
certain emergencv facilities where only part of the cost of such 
facilities had been certified by the Board as necessary in the interest 
of national defense. 

2. JUDGMENT REVERSED. 

Judgment of the United States Court of Claims, 134 Ct. Cl. 800, 
reversed. 

SUPREME CoURT oF TILE UNITED STATEs 

The United. States, petitioner, v. The Allen-Bradley Company 

On writ of certiorari to the United States Court of Claims 

[January 22, 1997] 

OPINION 

r 54 Stat. 998 — 1003, as amended 26 U. S. C. sections 23(t), 124. 

Mr. Justice Black delivered the opinion of the Court. 
In 1940 this country embarked on the greatest program of defense prepared- 

ness in its history. Such an undertaking called for a vast expansion of the 
nation's industrial capacity. New and improved facilities were desperately 
needed, not only for the production of guns, planes and the other obvious weap- 
ons of war, but also for the innumerable items that are essential to the prose- 
cution of large scale confiict. This unprecedented program of expansion 
demanded the full and immediate cooperation of everyone who could lend 
assistance. While the Government attempted to secure the necessary facilities 
by building them itself or by extending emergency construction loans to private 
business, it soon appeared that these methods would not be adequate to meet 
the needs of defense. Private capital was called on for assistance in the task. 
However business exhibited a reluctance to build new war plants because of 
widespread fears that such facilities would become wholly useless when the 
emergency had passed. In response to these fears, Congress acted to lessen 
the financial risks involved in the private construction of emergency facilities. 
Among other things it amended the 1939 Internal Revenue Code by adding sec- 
tions 23(t) and 124, ' which allowed business to write off the cost of new facili- 
ties as a deduction against taxable income within a period of five years or less, 
regardless of the actual economic life of the facilities, provided they had been 
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certified by the proper executive agency as "necessary in the interest of na- 
tional defense. " This accelerated amortization privilege generally enabled those 
businesses receiving it to reduce their federal income taxes &vith the net result 
that a large part of the construction costs was, at least temporarily, borne by 
the Federal Government through a reduction in its tax receipts. 

This case involves a question of the proper interpretation of section 124(f), 
a vital part of these accelerate&l amortization provisions. The essential facts 
are not in dispute. Durin" the Second World War the respondent A. lien-Bradley 
Company produced radio parts and other materials needed by the Government 
to carry on the war. These products were in critically short supply and at the 
request of government procurement officers respondent repeatedly increased 
and improved its facilities in order to boost its output. In connecton with such 
expansions it applied to the IVar Production Board, which was then the certify- 
ing authority, for certificates that the improvements were necessary to the 
national defense. The Board issued nine different certificates of necessity to re- 
spondent but the dispute here involves only three of these certificates. Each of 
these three stated that the facilities covered by it were necessary in the interest 
of national defense but only up to a speciQed percentage of their total cost. This 
"partial certification" was made pursuant to a policy adopted by the Board in 
1943 that it lvould certify essential facilities, which could reasonably be expected 
to have peacetime utility, only to the extent that their costs were attributable to 
the wartime increase in prices. Respondent accepted these partial certifications, 
proceeded with the expansion and in its tax returns for 1944 and 1945 deducted 
an amount based on the accelerated amortization of that part of the total cost 
which had been certified by the Board. 

In 1953 respondent first raised the claim which is the basis of this suit that 
the Board had no authority to certify only part of the cost of a necessary emer- 
gency facility. Respondent concedes that the Board had discretion to refuse 
to issue any certificate at all, but contends that once it decided that a facility 
was necessary to the national defense its function was at an end and that any 
attempt by it to limit the certification to a part of the cost of such facility was a 
nullity. Therefore, respondent contends, it was entitled to accelerate the amorti- 
zation of the full cost of those facilities covered by the three partial certificates 
and not just that part of the full cost which had been certified by the Board. 
On the basis of these contentions respondent filed the present action in the Court 
of Claims to recover an alleged overpayment of its 1944 and 1945 income taxes. 
The Court of Claims accepted respondent's arguments and rendered judgment 
for it. 134 Ct. Cl. 800. We granted certiorari-because of the coniiict between 
this decision and that of the Court of Appeals for the Second Circuit in Commis- 
sioner v. National Lead Co. , 280 F. 2d 161 [Ct. D, 1802, page 522, this Bulletin]. 

The language of the crucial section 124(f) is ambiguous. It speciQes that in 
determining the amount of the wartime construction costs which are to be avail- 
able for the special amortization privilege: 

"(1) There shall be included only so much of the amount * * * as 
is properly attributable to such construction * e ' after December 81, 
1989, as [the War Production Board) has certified as necessarv in the in- 
terest of national defense during the emergency period 

Respondent argues that the phrase "only so much of the amount" in this section 
refers simply to that part of the cost of facilities that is attributable to construc- 
tion after 1989. On the other hand the Government contends that this qualif ring 
phrase refers not only to those costs incurred after 1989, but also to that portion 
of those costs which the War Production Board has certified is necessary to the 
national defense. We believe that either interpretation is possible; that neither 
is compelled. But those who were responsible for the administration of the 
Act consistently interpreted section 124(f) as authorizing them to certify that 
only a part of the costs of construction after 1939 was necessary to the national 
defense. ' 

The legislative history shows that Congress intended that the administrators of 
the certification program were to have broad discretion in exercising their power. 
These administrators were faced with extremelv complicated problems in at- 
tempting to accomplish the desired objective of Congress in the face of constant 

' See War Department Regulations, Issuance of necessity Certificate, I (red. Reg. 4223 
(1942); War Production Board Regulations, Issuance of Necessity Certiiicates, 8 Fed. 
Reg. 1694 (1949). And compare Tress. Reg. 111, &1 29. 124 — 6, 
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and drastic changes in conditions. And as the nation's industrial capacity be- 
came more adequate they carefully balanced the need for the proposed expansion 
against the loss of revenue to the Government caused by accelerated amorti- 
zation before issuing a certificate. The power to certify only a portion of the 
cost gave them a more flexible instrument to balance these conflicting objectives. 

It appears that Congress kept close supervision over the ccrtification program 
and the special amortization privilege. For example, section 124 was amended 
five times during the war;' two of these amendments altered section 124(f) 
itself in a manner which did not at'feet the language decisive to the present con- 
troversy. But no attempt was made to restrain the administrators from issuing 
certificates covering only a part of the cost of necessary facilities, although it 
seems apparent that responsible cominittees of Congress vvere aware that section 
124(f) had been consistently interpreted and applied by the certifying authori- 
ties as permitting them to issue such certifications. In fact a special Senate 
"watch-dog" committee was established to continually study and investigate the 
program for construction of war plants and facilities including the ""' e * bene- 
fits accruing to contractors with respect to amortization for the purposes of taxa- 
tion or otherwise 

Perhaps section 124(f) could have been construed difierently. But it was 
not. Construed as it was, it served its purpose. It contributed materially to 
the phenomenal expansion of our industrial plant which was so necessary for 
successful prosecution of the war. Certificates issued for only a portion of the 
cost of necessary facilities were accepted by business in general, and respondent 
in particular — apparently without substantial objection. The technique em- 
ployed in section 124(f) was a new one and those who drafted that section could 
not be certain how it mould work in practice. They could not foresee the many 
problems that would arise in the administration of this sweeping power which 
could be used to encourage expansion of any industry producing materials 
useful in the all-out war eifort. Therefore it is not strange that the provi- 
sion was loosely draw:i and, in some respects, imprecise. However it would 
have been strange in these circumstances if Congress had embarked on this 
new course without leaving wide discretion for tiexible administration in the 
light of the day-to-day grind of experience. The language of section 124(f) 
lends itself to such flexibility. 

We hold that the Board had authority under section 124 (f ) to issue certificates, 
as in this case, certifying that only a part of the cost of essential wartime im- 
provements was necessary to the national defense. Therefore, the judgment 
of the Court of Claiins must be reversed. 

It is so ordered. 
Mr. Justice Harlan concurring in a separate opinion. 

Ct. D. 1802 

INCOME TAX — INTERNAL REVENUE CODE OF 1989 — DECISION OF 
SUPREME COURT. 

1. AMCRTIzATICN oF EMERGENcY FAcILITIEs — CERTIFIcATICN GF 
PCRTICN oF CCST RY WAR PRGDUcTIGN BCARD. 

The War Production Board was empowered under section 124 of 
the Internal Revenue Code of 1939 to issue certificates covering 
only a part of the cost of petitioner's wartime improvements. 
Accordinglv, petitioner was not entitled to accelerate the amortiza- 
tion of the full cost of those facilities covered by the Board's 
"partial certifications. " 
2. DECISION FOLLOWED. 

United States v. Allen-Bradley Company (U. S. Supreme Court 
Opinion dated Januarv 22, 1957) followed. 
8. JUDGMENT AFFIRMED. 

Judgment of the United States Court of Appeals for the Second 
Circuit, 230 F. 2d 161, ai'firmed. 

s 55 Stat. 4, 55 Stat. 757, 56 Stat. 50, 56 Stat. 851 and 59 Stat, 525. 
4 S. Res. 71, 77th Cong. , 2d Sess. (87 Cong. Ree. 1615), and S. Res. 6, 78th Cong. , 1« 

Sess. (89 Cong. Ree. 331). 
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SUPREME COURT OF THE UNITED STATES 

National Lead Company, petitionci', v. Commissioner of Internal Revenue 
On writ of certiorari to the United States Court of Appeals for the Second Circuit 

[January 22, 1057] 

OPINION 

Mr. Justice Black delivered the opinion of the Court. 
This is a companion case to No. 78, United States v. Allen-Bradley Company, 

[Ct. D. 1801, page 17, this Bulletin] which was also decided today. During World 
War II petitioner manufactured engine bearings. In 1944 petitioner expanded its 
plant in an effort to increase the output of these essential war products. At the 
same time it applied to the War Production Board for certification that the vari- 
ous additions were necessary in the interest of national defense. However the 
Board, as in Allen-Bradley, granted certificates of necessity for only a part of 
the cost of petitioner's neiv facilities. In its income tax return for 1944 petitioner 
exercised the privilege such certification conferred by taking as a deduction a 
sum based on the accelerated amortization of that part of the costs which had 
been certified by the Board. 

In 1951 the Commissioner of Internal Revenue asserted a deficiency against 
petitioner on grounds unrelated to the present controversy. Petitioner subse- 
quently tiled a petition for redetermination with the Tax Court claiming that 
it was entitled to a refund for overpayment of income taxes in 1944. The amount 
of this overpayment was calculated on the basis that petitioner was entitled to 
accelerate the amortization of the full cost of those facilities covered by the 
Board's "partial certifications. " Petitioner contends that the Board was not 
authorized to certify only a part of the cost of a facility when the Board had de- 
termined that the facility as a whole was necessary to the national defense. The 
Tax Court granted petitioner's claim, but on appeal the Second Circuit reversed, 
holding that petitioner had forfeited its right to challenge the Board's action by 
waiting too long after accepting the tax benefits of the "partial certificates" to 
attack their validity. 280 F. 2d 161. The Court of Appeals did not reach the 
question whether the Board was authorized to issue such "partial certificates. " 
For reasons stated in our opinion in No. 78, United, States v. Allen-Bradley Com- 
pany, we hold that the Board was empowered to issue certificates covering only 
a part of the cost of petitioner's improvements. Accordinglv, we aflirm the 
judgment of the Court of Appeals. 

Affirmed. 
'lir. Justice Harlan joins in the Court's decision for the reasons stated in his 

concurring opinion in United States v. Allen-Bradley Company, ante. 

Ct. D. 1806 
INCOME TAX — INTERNAL REVENUE CODE OF 1939 — DECISION OF 

SUPREME COURT 

1. AMoRTIEATIGN oF EMERGENcx FAcILITIEs — PRCOEDURE — CoURT RULEs 
AS To FINALITY. 

The finality provisions of the Supreme Court rules do not bar the 
Court from vacating sua sponte its order derying Government's petition 
for writ of certiorari some sixteen months after such order and some six 
months after subsequent denial of two successive petitions for rehearing, 
where the interests of justice would make unfair the strict application 
of the rules. The tax question is resolved on the basis of companion 
cases of United States v. Allen-Bradley Co. , 852 U. S. 806, and National 
Lead Co. v. Commissioner, 852 U. S. 818, in which the court held that 
the War Production Board had authority to certify part, as well as all, 
of new facility's cost for accelerated amortization. 
2. JUDGMENT REvERSED. 
8. JUDGMENT OF THE UNITED STATES COURT OF CLAIMS, 129 F. SUPP. 215, 

REVERSED PER CURIAM. 
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SUPREME GQURT oE THE UNITED STaTEs 

United States of America, petitioner, v. The. Ohio Poicer Company 
On petition for rehearing 

[April 1, 1957] 

PPR, CURIAM: On June 11, 1956, ee unaniinously vacated sua sponte our 
order of December 5, 1955 (850 U. S. 919), denying the timely petition for re- 
hearing in this case (851 U. S. 980), so that this case might be disposed of 
consistently with the companion cases of United, States v. Allen-Bradley Co, , 
852 U. S. 806, [Ct. D. 1801, page 520 of this Bulletin] and National Lead Co. v. 
Commissioner, 852 U. S. 818, Ct. D. 1802, [page 522 of this Bulletin] in which we 
had granted certiorari the same day, viz. June 11, 1956. 851 U. S. 981. If there is 
to be uniformity in the application of the principles announced in those two com- 
panion cases, the judgment below in the instant case cannot stand. Accord- 
ingly we now grant the petition for rehearing, vacate the order denying cer- 
tiorari, grant the petition for certiorari, and reverse the judgment of the Court 
of Claims on the authority of United States v. Allen-Bradley Co. , supra, and 
Rational Lead Co. v. Comniissioner, supra. 

We have consistently ruled that the interest in finality of litigation must 
yield where the interests of justice would make unfair the strict application 
of our rules. This policy Ands expression in the manner in which we have 
exercised our power over our own judgments, both in civil and criminal cases. 
Clark v. Jfanufacturers Trust Co. , 887 U. S. 958; Goldbaum v. United States, 
847 U. S. 1007; Bantis v. United States, 847 U. S. 1007; ttfcF'ee v. United States, 
847 U. S. 1007; Itemmer v. United States, 848 U. S. 904; Florida ea rel. Haick- 
ins v. Board of Control, 850 U. S. 418; Boudoin v. Lykes Bros. S. S. Co. , 850 
U. S. 811; Cahill v. tireic York, iV. H. d H. R. Co. , 851 U. S. 188; Achilii v. 
United States, — U. S. —. 

Reversed. 
Mr. Justice Brennan and Mr. Justice Whittaker took no part in the con- 

sideration or decision of this case. 
Mr. Justice Harlan, whom Mr, Justice Frankfurter and Mr. Justice Burton 

join, dissenting in a separate opinion. 

SUPPLEMENT C. — CREDITS AGAINST TAX 

SECTION 181(a) . — TAXES OF FOREIGN COUNTRIES 
AND POSSESSIONS OF UNITED STATES: ALLOWANCE 
OF CREDIT 

RKGULAYIONS 118, SKGTION 89. 181 (a) — 2: Countries 
which do or do not satisfy similar credit 
requirement. 

Evidence acceptable from an alien resident of the United States or 
Puerto Rico in a case where a determination as to his entitlement to 
credit against his United States income tax for taxes paid or accrued 
to a foreign country is required. See Rev. Rul. 57 — 158, page 248. 
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SECTION 131(h). — TAXES OF FOREIGN COUNTRIES AND 
POSSESSIONS OF UNITED STATES: CREDITS FOR 
TAXES IN LIEU OF INCOME, ETC. , TAXES 

REGULATIGNs 118, SEGTIGN 30. 131 (h) — 1: Meaning CC. D. 1808 

INCOME TAX — INTERNAL REVENUE CODE OF 1989 — DECISION OF COURT 

1. FCREIQN TAx CREDIT — CUBAN PRoDUGTIoN TAx 
Production taxes, known as Speyer loan taxes, paid to Cuba for the 

years 1944 and 1945, qualify as taxes paid in lieu of income taxes 
within the meaning of section 181(h) of the 1989 Code, where the 
only thing that exempted payers of the production tax from paying 
the profits tax, which was admitted to be an income tax of general 
application, was the specific provision in the profits tax law that 
exempts payers of the production tax from paying the profits tax. 

IN THE UNITED STATES COURT OF CLAIMS 

No. 49070 

Compania Embotelladora Coca-Cola, S. A. , v. the United States 

[Decided April 8, 1956] 

OPINION 

MEssRs. WILLIAM P. McCLURE and JoHN E. MCCI. URE for plaintiff. MEssRs. 
PQPE F. BRocK and JoHN D. Goour. oE were on the briefs. 

MR. DAvID R. FRAzER, with whom was MR. AssIsTANT ATTDRNET GENERAL H. 
BRIAN HQLLA. ND, for defendant. MR. ANDREW D. SHARPE was on the brief. 

LITTLETON, Judge, delivered the opinion of the court: 
The plaintiff sues to recover $45, 894. 46 representing Federal income taxes 

and interest paid for the calendar years 1944 and 1945, with interest thereon. 
The question presented is whether the Cuban production tax paid by plaintiff 
during 1944 and 1945 was a tax paid in lieu of a foreign income tax within the 
meaning of section 181(h) of the Internal Revenue Code of 1989, as amended, 
26 U. S. C. section 181. 

Section 181 provides: 
(h) CREDIT FoR TAZEs IN LIEU oF INco&E, ETc. , TAxEs. — For the 

purposes of this section and section 28(c) (1), the term "income, war-profits, 
and excess-profits taxes" shall include a tax paid in lieu of a tax upon 
income, war-profits, or excess-profits otherwise generally imposed by any 
foreign country or by any possession of the United States. " ". 

If the Cuban production tax paid by plaintiff for 1944 and 1945 was paid in 
lieu of a foreign income tax within the meaning of section 181(h), plaintiff is 
entitled under section 181(a) to credit those taxes against the income taxes 
imposed by the United States. The pertinent part of section 181(a) provides: 

* * * AILowANCE oF CREDIT. — If the taxpayer chooses to have the benefits 
of this section, the tax imposed by this chapter, "' '" * shall be credited 
with: 

(1) CITIzENs AND DOMEsTic coRPoRATIQNs. — In the case of a citizen 
of the United States and of a domestic corporation, the amount of any 
income, war-profits, and excess-profits taxes paid or accrued during 
the taxable year to any foreign country or to any possession of the 
United States; * * ~ 

The plaintiiT is a corporation organized on December 16, 1942, under the laws 
of the State of Delaware. Since its organization plaintif'f's business has been 
that of manufacturing and selling a soft drink beverage in Cuba under the 
trade-mark "Coca-Cola. " 

In 1900, the provisional government of Cuba directed publication of Military 
Order No. 463, thereby establishing a general profits tax. This was a tax on 
the profits of corporations and was the first general income tax established in 
Cuba. 

On February 27, 1908, a production tax was enacted which levied a tax on 
the manufacture, sale, or consumption of certain classes of articles such as 
alcoholic liquors, tobacco, playing cards, soft drinks and prepared water. This 
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tax was enacted to guarantee payment of a $35, 000, 000 loan and is known as 
the Speyer Loan production tax. As a result of the Cuban administrative 
interpretation, payers of the production tax were not required to pay the profits 
tax. 

In 1927, the profits tax of 1900 was amended and, inter alia, payers of the 
production tax were specifically exempted from payment of the profits tax. 
In 1981, the profits tax wa. , revised, the base was broadened to include the 
profits of individuals and unincorporated concerns, and the rate was made 
progressive. Also, those companies or persons paying the production tax of 
1908 were continued to be si&ecifically exempt from payment of the profits tax 
for the reason that "they are already taxed. " On December 81, 1941, a surtax 
of 20 percent was imposed on the profits tax. 

On December 81, 1941, the President of Cuba sanctioned Resolution Laiv 
Xo. 1 which imposed an income tax on the net profits of the natural or juridic 
persons who engaged in the manufacture of liquor, cider, table waters, soft 
drinks, tobacco and playing cards (payers of the production tax), and on sal- 
aries, wages, pensions, dividends, interest, proceeds, and any other kind of 
personal revenue. On April 5, 1948, the rates with respect to both the profits 
tax and the income tax were increased and a so-called tax on capital was 
imposed. 

The plaintift paid the Cuban production tax for the years 1944 and 1945. 
The plaintiff also paid for those years the Cuban income tax and the so-called 
tax on capital. In computing the Cuban income taxes for those years, deduc- 
tions were allowed for the amount of the production taxes paid. 

In its United Sta. tes tax returns for the years 1944 and 1945, plaintiff claimed 
foreign tax credits under section 181(a) for the Cuban incomes ta~es and so- 
called taxes on capital, as income taxes paid in a foreign country. Credits were 
also claimed under section 181(a) for those years for the production taxes, as 
taxes paid in lieu of foreign income taxes within the meaning of section 181(h). 

The Coinmissioner of Internal Revenue allowed the credits for the Cuban in- 
come taxes and so-called taxes on capital, ' but denied the credits for the pro- 
duction taxes. The Commissioner allowed deductions from income for the 
production taxes. The Commissioner assessed an income tax deficiency for 
1944 in the amount of $26, 548. 72, plus interest of $8, 880. 10, or a total of $80, - 
428. 82, and for 1945 in the amount of $14, 288. 95, plus interest of $1, 226. 69, or a 
total of $15, 465. 64. The piaintiff paid these deficiencies and interest in the 
total amount of $45, 894. 46 on Septeinber 4, 1947. Timely claims for refund 
were filed, reiected, and this suit followed. 

The defendant concedes that the Cuban profits tax was before and after 
1941 an income tax of general application. The defendant further concedes 
that prior to the promulgation of the 1941 income tax law the payment of the 
production tax was the pavment of a tax in lieu of an income tax within the 
meaning of section 181(h), 

The plaintiff contends that the payment of the production tax continued to be 
in lieu of the profits tax after 1941. The defendant contends that the 1941 
income tax was equivalent to the profits tax and was imposed as a substitute 
for the profits tax and, therefore, payers of the production tax, after 1941, 
were, in effect, paying the profits tax through the payment of the income tax 
We agree with the plaintiff's contention for the reason that the only thing that 
exempted payers of the production tax from paying the profits tax, which is 
admitted to be an income tax of general application, is the specific provision in 
the profits tax law that exempts payers of the production tax from paying the 
profits tax. If the plaintiff had not paid the production tax, it would have 
been required to pay the profits tax under the terms of the profits tax law, re. 
gardless of whether it paid the income tax. 

The defendant's contentions are not supported by the record. The record 
fails to show that the 1941 income tax was equivalent to the profits tax. The 
rates of the profits tax were considerably higher than the rates of the income 
tax. We see no reason in the record to label the income tax as a substitute 
for the profits tax — it was simply an additional tax imposed on the payers « 
the production tax and others who were not directly' paying an income tax 
If the income tax imposed on the payers of the production tax was equivalent to, 
and intended to be a substitute for, the profits tax, it would appear that in 

'The Commissioner of Internal Revenue held this tax to bc an income tax for purpasss 
of allowing a foreign tax credit. Rev. Ruh 56 — 51, C. B. 1956 — 1, 320. 
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reality payment of the income tax was in lieu of the profits fax, although tech- 
nically it was not. 

The defendant states that since every Cuban taxpayer paid either the income 
tax or the profits tax and never both, the income tax is paid in lieu of the 
profits tax. The record does not sustain this contention for the reason that it 
fails to show that the income tax was paid in lieu of the profits tax. If the 
1941 income tax had a specific provision stating that those persons who paid 
the income tax would not be required to pay the profits tax, it then could 
be said that payment of the income tax was in lieu of the profits tax because 
the profits tax would not be required to be paid regardless of whether the 
production tax was paid. However, there is no such provision in the 1941 
Cuban income tax law. The only thing that relieves payers of the production 
tax from paying the profits tax is the specific exemption as to the profits tax 
contained in the profits tax law. If the production tax were repealed the 
payers of the production tax would be required to pay the profits tax under 
the language of the profits tax law regardless of whether they also paid the 
income tax, in the absence of some further statutory provision to the contrary. 
If the income tax were abolished the payers of the production tax would have 
to continue paving the production tax or they would be required to pav the 
profits tax. 

The fact that plaintiff was allowed a deduction for its production taxes in 
computing its Cuban income tax does not, of course, afIect the allowance of 
credits for the actual taxes paid. The deduction merely reduces the amount of 
Cuban income taxes and thus reduces the amount of the credit. 

The plaintiff paid the incorue taxes and the so-called taxes on capital and 
has been allowed credits for them. The plaintiff paid the production taxes in 
lieu of the profits tax within the meaning of section 131(h) and should accord- 
ingly be allowed credits for those taxes under section 131(a). 

The plaintift is entitled to recover. Jud ment is entered for plaintiff in the 
amount of $45, 894. 46, with interest as provided by law. 

It is so ordered. 
L~MoEK, Judge; MEDEN, Judge; WxnTsKEn, Judge; and JoNxs, Chief Judge, 

concur. 
FINDINGS OF FACT 

The court, having considered the evidence, the briefs and arguments of counsel, 
and the report of Commissioner George H. Foster, makes the following findings 
of fact: 

1. Plaintiff is a corporation organized on December 16, 1942, under the laws 
of the State of Delaware. Since its organization, the plaintiff's business has 
been that of manufacturing and selling a soft drink beverage in Cuba under the 
trademark "Coca-Cola". 

2. At all times material plaintiff kept its books and filed its Federal income 
and declared value excess profits tax returns on the calendar-year basis and in 
accordance with the accrual method of accounting. 

3. Following the revolt of the people of Cuba against the Spanish Government 
and the ensuing Spanish-A. merican War, a peace treaty was signed in Paris on 
December 10, 1898, wherein Spain relinquished all rights to Cuba. The treaty 
provided for temporary occupation of Cuba by American military forces. The 
American military occupation of Cuba lasted until May 20, 1902. 

4. During the period of the American military occupation the governmental 
affairs of Cuba were administered by American military governors. 

5. On November 13, 1900, the American military governor of Cuba, General 
Leonard Wood, directed the publication of Order Vo. 463, which provided for a 
"profits tax" of general application. It provided in part as follows: 

The Military Governor of Cuba, upon the recommendation of the Sec- 
retary of Finance, directs the publication of the following order in sub- 
stitution of Civil Order No. 306, suspended by Civil Order No. 312, c. s. , 
these Headquarters: 

I. From this date, Order No. 106 of July 11th, 1899, Headquarters Division 
of Cuba and all other provisions in force containing the form of State and 
Municipal Taxation of Ranks and Companies, enumerated in sections 5, 6, 
7 and 8 of Tariff Second of the Industrial Tax are hereby modified in ac- 
cordance with the following articles: 

II. The following shall pay taxes to the State at the rate of 8 percent 
of their net profits: 
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(a) Banks of issue and discount transacting business either on real 
estate or on personal property, 

(b) Stock Companies, except minin" conlpanies s;ivings banks and such 
Governinent loan and pledge companies as may be oificially recognized and 
included accordingly in the list of tax exemptions. 

III. The following shall pay taxes to the State at the rate of 6 percent 
of their net profits: 

(a) Railroads of general service, or namely, those destined to public ex- 
ploitation of the transportation of passengers and the traffic of merchandise, 
either belonging to coinpanies or to private parties conformably to legisla- 
tion in force on the matter. 

(b) Shipping Companies. 
IV. Insurance Companies shall pay 2~a percent of the preiniums annually 

collected from the insured. I'rom said tax are exempted Mutual Insurance 
Corporations where no proiits are distributed and whose operations may 
cousist only in assessing the stockholders for the proportional amount of 
damages that any of theni may have suffered. 

The tax on the commission of the agents is hereby suppressed. 
The adniinistration, investigation and collection of the tax shall be' in 

accordance with the provisions in force. 

XI. Banks, Corporations and Companies exercising solely industries that 
are expressly comprised in the Tariff of Industrial Tax shall only pay the 
Municipalities the quotas corresponding to the kinds of industries that they 
exercise in each municipal district. 

6. On May 5, 1902, the ffrst Congress of Cuba convened in Havana. On May 20, 
1902, Major General Leonard Wood formally surrendered his executive powers 
to Estrada Palms, President of Cuba. 

7. Under the Cuban Constitution, laws are enacted by Congress and must be 
"sanctioned" or approved by the President before thev are put into effect. If 
the President refuses to sanction a law, he must return it to Congress within 
ten days after it has been submitted to hiin, and the measure may still become a 
law if it is then approved by a special two-thirds majority of both Houses of 
Congress. 

A presidential decree, on the other hand, is a measure enacted by the President 
of the Republic pursuant to the authority granted to hiin by Article 142 of the 
Constitution of the Republic of Cuba, which provides as follows: 

142. It will be the function of the President, assisted by the Cabinet: 
(a) To sanction and promulgate the laws, to execute them and see to 

their execution; to issue, when Con ress has not done so, regulations for 
their best execution; and to issue the decrees and orders which are advis- 
able for this purpose and for whatever is pertinent to the government and 
administration of the Nation, without in any case contravening' what is es- 
tablished by law. 

Although it is sonietimes difficult to determine whether a certain matter may 
be regulated by a presidential decree as being "pertinent to the government and 
administration of the Nation, " there are certain matters in respect to which it 
is speciiica. lly provided that they must be governed solely by congressional laws, 
and not by presidential decrees or orders. Article 134 of the Constitution in- 
cludes, among the faculties of Congress which may not be delegated, the 
following: 

(a) To draw up codes and laws of a general character; to determine the 
regimeu of elections; to enact provisions relative to the national, the pro- 
vincial and the niunicipal adininistrations, and all other laws and resolu- 
tions that it deems advisable on any other matters of public interest oi' 
that are necessary for the effectiveness of 'this Constitution. 

(b) To establish the taxes and imposts of a national character that are 
necessary for the needs of the Nation. 

(c) To discuss and approve the budget of expenditures and revenues of 
the Nation. 

Presidential Decree 1117 of 1939 (referred to in finding 17) containing the 
"Regulations for the General Tax on Profits, " is a typical instance of the exer- 
cise by the President of the regulatory powers given him under paragraph (a) 
of Article 142. In accordance with the cited constitutional provision, this de- 
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cree could not have been issued if Congress had reserved for itself the right to 
regulate the profits tax law, which was then the law of January 29, 1931 (still 
in etfect as amended). 

A presidential decree may in no sense contravene or modify a law of Con- 
gress. On the other hand, a law may repeal or modify a decree, in the sam« 
manner as it may repeal or modify a prior law. 

Therefore, regulations for a certain tax enacted by a presidential decree in 
the abseuce of congressional action for this specific purpose, have full force and 
effect and iuay be legally vulnerable only insofar as they may result in actually 
broadening or limiting the scope of the tax, thus resulting in a modification of 
the law which such decree purports to regulate. For example, Presidential De- 
cree 2008 of December 28, 1926 (referred to in finding 11) was intended as a 
measure "clarifving" or interpreting Article XI of Order No. 463 of 1900, in the 
sense that this provision should not be construed as establishing an exemption 
from the tax on profits in favor of stock companies paying an industrial tax 
to the municipalities. Decree 2008 met with strong opposition on the ground 
that in issuing a decree which under the guise of an interpretation really enacted 
a new tax, the executive had overstepped the constitutional bounds of its powers. 
To meet this opposition, the Governnient found it expedient to obtain a la. w of 
Congress (law of January 27, 1927, referred to in tlnding 12) confirming the 
provisions of Decree 2008. 

8. On Februarv 27, 1908, the Congress of Cuba duly enacted and the President 
of Cuba approved the so-called Speyer Loan production tax. This is the tax 
which plaintiff claims should be allowed as a credit under the provisions of sec- 
tion 131(h) of the Internal Revenue Code of 1939, and which, accordingly, 
presents the issue of this ease. This law provided in part as follows: 

ToM&s Esmark~ P~M~, Constitutional President of the Republic of Cuba. 
HEREBY MEKES KNOWN: That Congress has enacted and he has approved 

the following 
LAW: 

ARrrcLE 1. — The President of the Republic shall contract, in behalf of the 
Nation and as soon as possible, a loan of thirty-five million dollars in gold 
coin of the United States of America, at the minimum rate of issue of ninety 
per cent of its value and with interest at the maximum rate of five per cent 
per annum. 

ARrrcLE 3. — In order to secure and effect the payment of the amortization 
and interest of the Loan, a special permanent tax shall be created on the 
manufacture, sale or consumption of the articles hereafter mentioned: 

Section fourth: 
A. Every ease of twenty-four half bottles of artificial water manufactured 

in Cuba shall pay five cents. 
B. Every siphon of one liter capacity of artificial water manufactured 

in Cuba shall pay one-half cent. 
C. Every cylinder of artificial water manufactured in Cuba shall pay 

five cents. 
D, Every ease of twenty-four half bottles of artificial cider (name of a 

refreshment) manufactured in Cuba shall pay five cents. 
E. Artificial waters or prepared refreshments which may be imported 

will pay, in addition to the Customs duties, the special tax in the same 
amount as those manufactured in the country. 

Section eleventh: 
For the duration of the special tax established by this Law, all articles 

or objects subject thereto may not be the subject of new industrial taxes 
levied by the State, the Province or the Municipalities. 

9. On January 25, 1904, the Congress of Cuba duly enacted and the President 
of Cuba approved a law supplementing and amending the law of February 27, 
1903. Said law of January 2o, 1904, provided in part as follows: 

ToMi, s Esraxns. Par. Mi, Constitutional President of the Republic of Cuba. 
HEREBY HAKEs KNowN: That Congress has enacted and I have approved 

the following 
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LAW: 

ARTTcLE FTRET: The Law of February 27, 1908 regarding the thirty five 
million dollar loan shall be amended as follows: 

Section four: 
A. Every case of twenty-four half bottles of artificial water, manufactured 

in Cuba, will pay five cents, 
B. Every siphon of one liter capacity of artificia water manufactured in 

Cuba will pay one-half cent. 
C. Every cylinder of artificia water manufactured in Cuba will pay five 

cents. 
D. Every ease of twenty-four half bottles of artificial cider (refreshment 

known by that name), manufactured in Cuba, will pay five cents. 
E. Artifieial waters or prepared refreshments which may be imported will 

pay, in addition to the Custom duties, the special tax in the same amount as 
those manufactured in Cuba. 

Section eleven: 
For the duration of the special tax established by this Law, all articles 

or objects subject thereto may not be subjected to new industrial taxes by 
the State, the Province or the Municipalities. 

10. On May 11, 1904, the 85 million-dollar loan was obtained and the Speyer 
Loan production taxes were pledged to service said loan. 

11. In 1926 Presidential Decree No. 2008 was issued to require all stock com- 
panies theretofore exempt from the profits tax to file under the profits tax with 
respect to transactions taking place after July 21, 1925. This decree provided 
in part as follows: 

FTRsT: That all stock companies be required to file their balance sheets 
covering all transactions effected after July 21, 1925, for the purposes of the 
tax to which they are subject pursuant to Paragraph "b" of Article II of 
Order 468 of 1900, inasmuch as Article XI of the said Order contains no 
exemption from State profits taxes, which are established in a general way 
under the said Paragraph "b", indicating only, together with the following 
Article XII aud applying to the entities mentioned therein, the sole municipal 
taxes that may be collected from the said companies: without prejudice to 
ruling in the future as to operations prior to the aforementioned date. 

12. Since Decree No. 2008 construed Article (or section) XI of Military Order 
468 of 1900 as not establishing an exemption from the profits tax for those com- 
panies paying an industrial tax to the municipalities, the decree met strong 
opposition on the grounds that the President, in issuing it, had really enacted a 
new tax and had thus overstepped the constitutional bounds of his powers. To 
meet this criticism, the Government found it expedient to obtain a law of Congress 
(law of January 27, 1927) confirming the provisions of Decree No. 2008. Article 
I of this law specifically exempted from pavment of. the profits tax those organiza- 
tions or companies subject to the production tax of February 27, l908. . This law 
provided in part as follows: 

I, GER&Rno MPH&no x MCR~Es, President of the Republic of Cuba, 
MAKE KNOWN: That Congress has passed, and I have approved, the 

following 
LA%V: 

ARTIGLE I. Article XI of Order 463 of 1900 does not exempt the Banks, 
Organizations or Companies to which it refers, from the National taxes, fixed 
and regulated by Article II of this Order, limiting itself to indicating that 
they will pay the Municipality only the quota to which they are subject 
because of the industries in which they are engaged, that is, to the exclusion 
of all other Municipal taxes. 

Organizations or companies which manufacture or sell the articles or 
objects subject to the Law of February 27, 1908, as well as corporations 
publishing newspapers, and companies engaged in the lease of eitv properties, 
u hich pay by way of klunicipal tax a certain percentage of the revenues or 
profits which thev receive, are excepted from the tax established in said 
Article II. 
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ARTIOLE II. All taxes on account of the 8 per cent on profits imposed bv 
section "b" of Article II of Order 468 of 1900, are remitted, up to July 20, 
192O, the date of repeal of the 4 per cent tax, the conditions of that Order 
continuing in force from that date, and said companies in consequence being 
obligated to pay the tax fixed on profits. 

In consequence, residential Decree 2008 of 1926 is confirmed, as respects all 
effects thereof. Nevertheless, the balances of corporate operations for the 
year which expired on December 31, 1926, shall pay 8 per cent on fifty per 
centum of the profits for that year. Previous and subsequent balances will 
be taxed in accordance with the provisions of Order 468 of 1900 and those 
established by this Law, and other current regulations. 

18. On July 6, 1928, the Congress of Cuba duly enacted and the President of 
Cuba approved a law which made the aforesaid exemption set forth in Article I 
of the law of January 27, 1927 (i. e. , the provision specifically exempting those 
companies paving the production tax from payment of the profits tax) retroactive 
to operations undertaken since July 21, 1925. This law provided in part as 
follows: 

ARTIOLE XLI. The exception established in the second paragraph of Article 
I of the Law of January 27, 1927, which clarifies the provisions of Article II 
in its relation to Article 2, paragraph (b) of Military Order 468 of 1900, 
shall be understood to extend to operations undertaken since July 21, 1925 
by corporations or societies subject to the payment of the taxes created by 
Article 8 of the Law of February 27, 1908, and Laiv of January 25, 1904 on 
"Alcoholic Beverages, Domestic and Foreign, " "Manufacture and Use of 
Playing Cards, " since this has been the true spirit of the exemption contained 
in Article 1, paragraph 2, of the Law of January 27, 1927. 

14. On September 25, 1928, Presidential Decree 1626, relating to the profits 
tax enacted as Military Order 468 of 1900, as amended by the law of January 27, 
1927, and as further amended by the law of July 6, 1928, was enacted. This law 
specifically exempted certain persons and companies from payment of the profits 
tax, among which were the corporations and partnerships which paid the produc- 
tion tax and, also, foreign navigation companies engaged in transporting freight 
and passengers between domestic and foreign ports. Article 71 of said decree 
provided: 

ABTIcLE 71: The following shall be exempted from this tax: 
(a) Oificial Savings and Loan Funds and Government Pawnshops. Un- 

ofiicial Savings and Loan Funds shall be considered among those required to 
pay the tax under paragraph (b) of Article 68 of this Decree; 

(b) Newspaper publishing corporations; 
(c) Corporations or partnerships which manufacture or sell the articles 

or objects taxed by the Law of February 27, 1903, listed under Article 41 
of the Law of July 6, 1928; 

(d) Companies engaged in the leasing of urban properties and which pay 
to the Municipalities a percentage of the revenues or profits which they 
receive; 

(e) Foreign navigation companies engaged in transporting freight and 
passengers between domestic and foreign ports; 

(f) Persons or companies engaged in the sale of chattels or real estate 
on installments. 

15. On January 29, 1931, the Congress of Cuba duly enacted and the President 
of Cuba approved a law which provided in part as follows: 

I, GERARDo MACHADO v MoRAI. Es, President of the Republic of Cuba, 
MAKE KNowN: That Congress has passed, and I have approved, the follow- 

ing 

CHAPTER FIRST 

MCDIFIcATICNs GF THE TAX oN ALcoHoLIc LIquoRs, TCBAcco~ PLATING 
CARDS, SOFT DRINKS AND PREPARED WATERS 

ARTIcLE I. The first, second, fourth and sixth classes of the Law of 
February 27, 1908, as amended by the l. aw of January 25, 1904, covering the 
tax for the $35, 000, 000 loan, are modified and drawn to read as follows: 
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SEcoND CI. Ass 

DQMEBTIc AND FGREIGN PREPARED WATERs AND 80FT DRINKS 

A. Each case of 24 half bottles or smaller containers, of prepared waters, 
manufactured in Cuba shall pay 5c. 

B. Each case of 24 half bottles or smaller containers of prepared soft 
drinks shall pay 5c. 

C. Each siphon of one liter capacity of prepared water manufactured in 

Cuba shall pay I/q cent. 
D. Each cyliuder shall pay 5c. 
E. Each liter of prepared water and prepared soft drings, imported, shall 

pay, in addition to Customs duties, 5c. 
e 

CH AFTER SIETH 

GENERAL TAx ON PROFITS 

ARTICI. E I. From the time this law becomes effective a contribution or tax 
is established on net profits or benefits according to the tariffs hereinafter 
copied. 

ARTICI. E II. The payment of this contribution or tax shall be made by: 
Every person, natural or juridic, Cuban or foreign, by reason of net profits 
or benefits obtained in Cuban territory, of which are paid, within or without 
the Republic, by natural or juridic persons domiciled or residing therein, or 
which are paid in Cuban territory even though the debtor is located outside 
thereof. 

TARIFF THIRD 

ON PRCFITS oF MEROHANTs AND MANUFAcTURERs 

Individual merchants and manufacturers and all commercial and industrial 
companies or organizations, excepting those comprised in Tariff Fourth, 
shall pay in accordance with the following scale: 

From $1, 200 to $3, 000 
More than $3, 000 to $5, 000 
More than $5, 000 to $10, 000 
More than $10, 000 to $50, 000 
More than $50, 000 to $100, 000 
More than $100, 001 to $200, 000 
More than $200, 001 to $300, 000 
More than $300, 001 

TARIFF FOURTH 

ON THE PRoFITs CF BANKs AND ORGANIZATICNs 

Percent 
2 
8 
4 
6 
8 
8y, 
9 

10 

Payments shall be made by: 
(1) Corporations, silent partnerships the investment in which is repre- 

sented by shares of stock, and those of limited liability with respect to the 
profit on the shares, if any, and banks and bankers and all associations under 
the general law, whether industrial or mercantile, organized or which may 
be organized in Cuba and abroad, for the operation of the business of manu- 
facture of sugar, and individuals Ivho engage in that same industry, in 

accordance with the following scale: 
percent 

Up to $100, 000 
$100, 001 to $200, 000 8Vt 

$200, 001 to $300, 000 
$300, 001 upward 

(2) Railways and domestic navigation companies operating in coastwise 
service or on the high seas, located in the country, 6 percen. t on profits 
received. 
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Foreign navigation companies engaged in transporting freight and 
passengers between domestic and foreign ports shall be exempt from the 
tax on profits and shall pay, instead, 3 percent on the gross revenues ob- 
tained for freight and passengers taken aboard in doniestic ports, without 
prejudice to their taxation under other forms, according to the legislation 
in force. 

IfC 

EXEMPTIONS 

ARTIOI. E V. There are exemptions from this tax, in addition to those 
profits to which this law refers: 

(8) Enterprises or individuals, ou the profits derived from the publica- 
tion of newspapers, magazines, booklets and books, as well as those others 
obtained by an establishment devoted to superior or elementary instruc- 
tion in any matter, science, art or craft, and the persons or companies 
referred to in Article I of Chapter First of this Law, in connection with 
the. Law of February 27, 1908, as it was modified bv the Law of January 
25, 1904, covering the tax for the $85, 000, 000 loan, since they are already 
taxed. 

(16) Insurance companies, which shall continue to pay in the same 
manner as at present. 

REPEALS 

ARTIcI, E XXVII. Articles second and third of Military Order No. 468 of 
1900, so far as they relate to the payment of the 8 percent and 6 percent 
ta~es bv certain companies and enterprises, are repealed; and likewise the 
exemption of the commissions of insurance agents referred to in Article 
VI of the Law of January 27, 1927, such agents paying in accord with section 
(9) of Article fourth of this Chapter of the present Law. 

16. The first regulations promulgated under the law of January 29, 1981, were 
set forth in Decree No. 690, dated May 14, 1981. In accordance with the law, 
these regulations expressly exempted from the profits tax those companies 
or individuals registered to pay the production tax; foreign navigation com- 
panies engaged in transporting freight and passengers between domestic and 
foreign ports; and insurance companies. These regulations provided in part 
as follows: 

DECREE No. 690, 
In use of the faculties conferred on me by the Constitution of the 

Republic, by' the Fifteenth of the General Provisions of Chapter Fourteenth 
of the Emergency Tax Law, of January 29 of this year, and by other laws 
in force, on proposal of the Secretary of the Treasury, 

I REsoLVE: 

To approve, for the administration and collection of the General Tax 
on Profits to which Chapter Sixth of the said Law of January 29, 1981, 
refers, the following: 

REGULATIONS 

CIIAPTER III 
TAX oN NET PRQFIT8 

THOSE OBLIGATED To PAX THIS TAX 

ARTIOLE 41st. The tax on net profits obtained in Cuba shall be paid by: 
(a) Private parties or individuals who engage in any commerce or industry 

and commercial and industrial companies and organizations not comprised 
in those specified in subsequent paragraphs, payment being in accordance 
with the following tariif: 

434787' — 5S — S5 
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Percent 
From $1, 200 to $3, 000 2 
More than $3, 000 to $5, 000 3 
More than $5, 000 to $10, 000 4 
More than $10, 000 to $50, 000 6 
More than $50, 000 to $100, 000 8 
More than $100, 000 to $200, 000 8'/~ 
More than $200, 000 to $300, 000 9 
More than $300, 000 10 

(b) Corporations, silent partnerships the investment in which is repre- 
sentetl by shares of stock, and those of limited liability with respect to the 
profit on the shares, if any, and banks and bankers and all associations un- 
der the general law, whether industrial or mercantile, organized or which 
may be organized in Cuba and abroad, for the operation of the business of 
manufacture of sugar, and individuals who engage in that same industry, 
and mining companies, in accordance with the following scale: 

Percent 
Up to $100, 000 8 
From $100, 001 to $200, 000 8gt 
$200, 001 to $300, 000 9 
$300, 001 upward 10 

(c) Railways and domestic navigation companies operating in coastwise 
service and on the high seas, located in the country, 6% on profits received. 

EXEMPTIONS 

PETIOLE 42d. The following are understood as exempt from the payment of 
this tax: 

(a) Foreign navigation companies engaged in transporting freight and 
passengers between domestic and foreign ports, since they pay under an- 
other heading; 

(f) Companies or individuals who are registered as tax taxpayers under 
the taxes of the Loan of $35, 000, 000, in accordance with the law of February 
27, 1903, and subsequent concordant ones; 

(1) Insurance companies, which shall continue to pay the tax in the same 
manner as at present; 

17. On May 15, 1939, "Regulations for the General Tax on Profits, " were dulv 
promulgated by Presidential Decree No. 1117, replacing the aforesaid regulations 
promulgated under Decree No. 690. The regulations set forth in Decree No. 1117 
were in effect during the taxable years herein involved. Like their predecessor 
regulations set forth in Decree No. 690, these regulations exempted, in accord- 
ance with the Law of January 29, 1981, those companies or individuals regis- 
tered to pay the production tax; foreign navigation companies engaged in trans- 
porting freight and passengers between domestic and foreign ports; and insurance 
companies. 

The regulations promulgated in Decree No. 1117 provided in part as follows: 
Now, THEREFoRE: In use of the faculties conferred on me by the Constitu- 

tion of the Republic, and other provisions, and on proposal of the Secretary 
of the Treasury, 

I RESOLvE: 

To issue the following Regulations for the General Tax on Profits, in sub. 
stitution for Decree 690, of May 14, 1931, and all its modifications: 

CHAPTER II 
TAX oN NET PRoFIT8 

THOSE OBLIGATED To PAY THIS TAX 

MTIOLE 11. The tax on net profits obtained in Cuba shall be paid by: 
(a) Private parties or individuals who engage in any commerce or indus- 

trV and commercial and industrial companies and organizations not com- 
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prised in those specified in subsequent paragraphs, payment being in accord- 
ance with the following tariff. 

Percent 
Up to $25, 000. 00 0 
On the excess over $25, 000. 00 up to $50, 000. 00 8 
On the excess over $50, 000. 000 up to $100, 000. 00 10 
On the excess over $100, 000. 00 up to $500, 000. 00 12 
On the excess over $500, 000. 00 up to $1, 000, 000. 00 15 
On the excess over $1, 000, 000. 00 upwards 20 

(b) Corporations, silent partnerships the investment in which is repre- 
sented by shares of stocl. -, and those of limited liability with respect to the 
profit on the shares, if any, and banks and bankers and all associations un- 
der the general Law, whether industrial or mercantile, organized or which 
may be organized in Cuba and abroad, of the operation of the business of man- 
ufacture of sugar, and individuals who engage in the same industry, and 
mining companies, in accordance with the following scale: 

Percent 
Up to $100, 000. 00 10 
On the excess over $100, 000. 00 up to $500, 000. 00 12 
On the excess over $500, 000. 00 up to $1, 000, 000. 00 15 
On the excess over $1, 000, 000. 00 upwards 20 

EXEIIPTIONS 

ARTICIE 12: The following are understood as exempt from the payment 
of this tax: 

(a) Foreign navigation companies engaged in transporting freight and 
passengers between domestic and foreign ports, since they pay under another 
heading; 

(e) Companies or individuals thai, are registered as taxpayers under 
the taxes of the Loan of $35, 000, 000, in accordance with the Law of February 
2T, 1903, and subsequent concordant ones; this exception being limited to 
the operations subject to those taxes; 

(h) Mutual insurance organizations which are not of a commercial nature, 
in accordance with the provisions of the Code of Commerce; 

e 

(k) Insurance and bonding companies on their insurance and bonding 
operations properly speaking and without prejudice to paying the tax on 
items corresponding to other operations they ei'feet subject to taxes, as well 
as of the tax of 4I/R percent on premiums to which they are subject; 

Given at the Presidential Palace, Havana, May 15, 1939. 
FEDERICO LAREDO, 

President. 
OscAR GERcIE MCNTES, 

Secretary of ttte Treasrtry. 
18. On September 8, 1941, the Congress of Cuba dulv enacted and the President 

of Cuba approved Law No. 28 which provided in part as follows: 
ARTIOLE FIItsT: This Law is denominated "Emergency Tax Law" and shall 

govern according to the following sections: 
Section f. A surtax is established, up to twenty per centum (20'Yc), exigi- 

ble beginning from the eiTective date of this Law and until the new General 
Budgets of the Nation, approved by Congress, become effective, on all tariffs, 
scales and amounts of the taxes and contributions of the Nation now in force. 

The President of the Republic is authorized to suppress or reduce the 
aforesaid surtax by Decree, in the proportion that he deems pertinent, tak- 
ing into consideration the state of the revenues and the nature of each tax. 
Said Decree must be submitted for the ratification of Congress within the 
5 days following its promulgation being understood to be in force until it 
is repealed by the President or Congress. 
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19. On September 17, 1941, the President of Cuba duly executed Decree No, 
2507 which consisted of the regulations dealing with Law No. 28 enacted on 
September 8, 1041, establishing the surtax of 20 percent on the profits tax. This 
decree specifically applied the 20 percent surtax on the tax on profits referred 
to in Tariffs Third and Fourth of the law of January 29, 1981. This decree 
stated in part as follows: 

First: The surtax authorized by Section 1 of Article First of the Emergency 
Tax Law No. 28, of September 8, 1041, published in the Ofiicial Gazette of 
the Republic on the 0th, will be applied to the following taxes and tariffs, 
in the form which is specified in each case. 

(i) The tax on profits referred to in Tariffs Third and Fourth of said 
Emergency Tax Law of January 29, 1981, will be surtaxed 20 percent; 

20. On November 22, 1941, Law No. 81 was duly enacted, and it provided in 
part as follows: 

ARTTCLE I. The President of the Republic is authorized to concert with 
the Export and Import Bank of Washington, in Spanish: Banco de Expor- 
tacion e Importacion de Washington, domiciled in the City of Washington, 
District of Columbia, United States of America, hereinafter called "the 
Bank", a credit operation whereby the Republic of Cuba will borrow from 
the Banl-, all at one tim or in successive partial amounts, until June 80, 
1046, a sum of money that shall not exceed twenty-five million dollars 
($25, 000, 000, 000. 00) in monev of the United States of America, for the pur- 
poses prescribed in this law. 

ARTTCLE XXV. To guarantee the credit operation authorized by this Law, 
the following taxes are pledged: 

II. The tax of 10 cents for each sack of sugar of 825 pounds, established 
by Article Second of the Law of July 81, 1917. 

ARTIGLE XXVI. To provide the General Budget of the Nation with the 
resources equivalent to the proceeds of the tax of 10 cents for each sack of 
sugar, that have been pledged by the preceding Article, the following taxes 
are created: 

1. A surtax of 20 percent on the amount of the tariff now in force for 
contributions of banks and companies, created by Tariff Fourth of Chapter 
Sixth of the Emergency Tax Law of January 20, 1981. 

21. On November 25, 1941, the President of Cuba duly issued Decree No. 3211, 
which provided in part as follows: 

First: That the taxes and surcharges established in Law No. 81, of 
November 22, 1941, be exacted beginning with the date on which the Regu- 
lations are promulgated, that regulate the collection of said taxes. 

Second: To maintain in its full force the surcharge established in Law 
No. 28, of September 8, 1'041, in the same amount and extent that has been 
fixed heretofore. 

22. On December 81, 1941, the President of Cuba duly issued Decree No. 8520 
which provided in part as follows: 

Now THEREFQRE; In use of the facilities conferred on me, with the advice 
of the Cabinet, and on proposal of the Minister of the Treasury, 

I RESOLVE: 

First: The surtaxes referred to in Decree No. 2507, of September 17, 
1941, are extended from January 1, 1942, in the manner that thev have 
been in force, and with the modifications of the present Decree. 

Third: The surtax of 20% which, in accordance with paragraph (i) 
of Article First of Decree 2597, applies to the Tariff Fourth of the tax on 
profits, is eliminated, said surtax continuing in force with respect to the 
profits of the Tariff Third. 

Fifth: On January 1, 1942, the suspension established by Decree 8211, 
of November 25, 1941 with respect to the taxes contained in Law No. 81, 
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of November 22, 1941, is set aside and in consequence, beginning with said 
January 1, 1942, all of the taxes and surtaxes speciiied in Article XXV and 
XXVI of the aforesaid Law No. 31 will be exactable. 

23. Early in December of 1941, the Republic of Cuba declared war on the 
Japanese Empire, the German Reich, and the Kingdom of Italy. The Con- 
gress of the Republic of Cuba declared a state of national emergency by Special 
Law No. 34 of December 19, 1911, and in said law delegated to the Cuban 
Cabinet to be exercised by it during the term of 45 calendar days, certain 
functions proper to the Congress, anIong which was that of establishing certain 
taxes, Pursuant to the authority so granted, the Cabinet of Cuba on Decentber 
81, 1941, approved and the President of Cuba sanctioned Resolution Law No. 
1. This law imposed taxes on luxuries, sugar production, incomes, and ex- 
portation of money. The income tax was imposed by Chapter Third. This 
chapter states in part as follosvs: 

I, FCLOENOIO B&TIsTx T Z~Iv&R, President of the Republic of Cuba, 
MAKE KNowN: That the Cabinet has approved, and I have sanctioned, 

the following: 
e 

CHAPTER THIRD 

INcoME TAX 
Section erst 

ARTIcLE I. A tax is established on the net revenues of the natural or 
juridic persons who are engaged in the manufacture of alcohol, brandy and 
strong liquor, alcoholic ethers, alcoholates, alcoholic extracts, essences for 
liquors or any product not especially classified that contains ethylic alcohol; 
wines, sparkling wines, fruit Ivines and vermouths, cider, beer, table waters 
and soft drinks; cigars, cigarets, smoking tobacco, chewing tobacco and 
playing cards, in accordance with the following 

Scale: Pet cent 
Up to $25, 000. 00 6 
On the excess over $25, 000. 00 up to $50, 000. 00 8 
On the excess over $o0, 000. 00 up to $100, 000. 00 12 
On the excess over $100, 000. 00 up to $500, 000. 00 15 
On the excess over $500, 000. 00 20 

ARTICI. E II. Until the corresponding authority provides otherwise, the 
provisions, surtaxes and penalties contained in Chapter Second, et seq. , of 
Decree No. 1117, of 5Iay 15, 1939, will be applied in the liquidation, super- 
vision and collection of this tax. 
Section second 

ARTIcLE III. A tax is established on the salaries, wages or compensations 
and pensions of all kinds, received in a continual or occasional manner, 
which will be collected in accordance with the following 

Scale First Percent 
From $1, 200. 00 up to $2, 400. 00 1 
On the excess over $2, 400. 00 up to $3, 600. 00 2 
On the excess over $3, 600. 00 up to $6, 000. 00 8 
On the excess over $6, 000. 00 up to $10, 000. 00 5 
On the excess over $10, 000. 00 up to $18, 000. 00 7 
On the excess over $18, 000. 00 up to $50, 000. 00 9 
On the excess over $50, 000. 00 10 

ARTIcLE IV. A tax is established on the honorariums, fees or emoluments 
from the exercise of the liberal professions or from any other profession, 
art, or trade, or lucrative occupation, of a permanent or occasional character, 
in accordance with the following 

Scale Second Percent 
From $2, 400. 00 up to $3, 600. 00 1. 50 
On the excess over $8, 600. 00 up to $6, 000. 00 
On the excess over $6, 000. 00 up to $10, 000. 00 6. 25 
On the excess over $10, 000. 00 up to $18, 000. 00 8. 75 
On the excess over $18, 000. 00 up to $50, 000. 00 11. 25 
On the excess over $50, 000. 00 12, 50 
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ARTIGLE V. A tax is established on the income from all kinds of salaries, 
wages, compensation and pensions, honorariums, fees or emoluments, or from 
personal or real property, securities, stocks, bonds, obligations, "titulos" (an- 
other word for securities) of all kinds, dividends, interest, proceeds and any 
other kind of personal revenue coming from similar or analogous sources, 
in accordance with the following 

Scale Third Percent 
From $5, 000. 00 up to $6, 000. 00 2 
On the excess over $6, 000. 00 up to $8, 000. 00 2. 50 
On the excess over $8, 000. 00 up to $10, 000. 00 3. 25 
On the excess over $10, 000. 00 up to $12, 000. 00 4. 25 
On the excess over $12, 000. 00 up to $14, 000. 00 5. 50 
On the excess over $14, 000. 00 up to $16, 000. 00 7 
On the excess over $16, 000. 00 up to $18, 000. 00 8. 50 
On the excess over $18, 000. 00 10 

The remainder of the law dealing with the income tax merely set forth 
rules for applying Scales First, Second, and Third set forth in Section Second. 
Any portions of this law not herein quoted are incorporated by reference. 

24. On April 5, 1943, the Congress of Cuba duly enacted and the President of 
Cuba approved a law which increased the rates with respect to both the profits 
tax and the income tax. Thi" law states in part: 

I, FULGENOIC BATIRTA T ZALDIVAR, President of the Republic of Cuba, 
MAKE KNowN: That Congress has passed and I have approved the 

following 
LAW: 

CHAPTER IV 

TAX ON CAPITAL 

ARTIcLE 14. An annual tax of three pesos ($3. 00) is established for each one 
thousand pesos or fraction of one thousand pesos, on the capital with which 
they are operating in Cuba, calculated at its real value, of the organizations 
or companies of all kinds, whether civil or mercantile, domestic or foreign. 

ARIICLE 15. Without prejudice to the tax on profits, referred to in the 
Law of January 29, 1931, and its modifications, which will continue to be 
paid as heretofore, a tax is established of fifteen per centum (15%) addi- 
tional on any profits in excess of ten per centum of the capital taxed in the 
manner specified in the preceding Article. 

CHAPIER X 

TAX oN PRoFITs 

ARTIOLE 52. The following paragraph is added to Tariff Second of Article 
III of Chapter Sixth of the Law of January 29, 1931: 

ARTIOLE 58. The sale of Tariff Third, of Article III, Chapter Sixth, of the 
Emergency Tax Law of January 29, 1931, as modified by the Law of June 28, 
1988, shall be worded as follows: 

Percent 
U to 25000 p 9 
The excess over $25, 000 up to $50, 000 
The excess over $50, 000 up to $100, 000 15 
The excess over $100, 000 up to $500, 000 
The excess over $500, 000 up to $1, 000, 000 

e 
ARTIGLE 54. The rate of tax established by the Law of June 23, 1938, for 

the taxpayer" comprised in Section (1) of Tariff Fourth of Article III, Chap 
ter Sixth, of the Emergency Tax Law of January 29, 1931, will be replaced 
by the following scale: 
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Up to $100, 000 
The excess over $100, 000 up to $500, 000 
The excess over $500, 000 up to $1, 000, 000 
The excess over $1, 000, 000 

Percent 
15 
18 

22 o 
30 

CIIAPTER XIIII 

INGOME TAX 

ARTIGLE 75. Article I, Section First, Chapter Third, of Resolution-Law 
No. 1, of Deceinber 31, 1941, will be worded as follows: 

ARTIcI. E I. A tax is established on the net income of the natural 
or juridic persons Ivho are engaged in the manufacture of alcohol, 
brandy, and strong liquor, alcoholic ethers, alcoholates, alcoholic ex- 
tracts, essences for liquors or any product not especially classified 
that contaius ethylic alcohol; wines, sparkling wines, fruit wines and 
vermouths, cider, beer, table waters and soft drinks; cigars, cigarets, 
smolring tobacco, cheiving tobacco, matches and playing cards, in accord- 
ance with the following 

Scale: Perccn, t 
Up to $25, 000. 00 9 
On the excess over $25, 000. 00 up to $50, 000 12 
On the excess over $50, 000. 00 up to $100, 000 15 
On the excess over $100, 000. 00 up to $500, 000 18 
On the excess over $500, 000. 00 up to $1, 000, 000 22. 5 
On the excess over $1, 000, 000. 00 30 

25. When Congress authorized an external fifty-million-dollar loan by the law 
of October 9, 1922, a provision was embodied (Article 8) authorizing the Presi- 
dent of the Republic: 

to destine, bind or obligate for these purposes (security and re- 
demption of the Loan) the proceeds of all taxes or revenues in force at the 
present time which the Government may deem necessary or convenient to 
pledge, provided the said proceeds, though pledged to service other obliga- 
tions, are sufficient to permit their application for the purposes set forth 
hereunder. 

As a result of this authorization, in clause Ninth of the contract executed 
between Morgan & Company and the Cuban Government, covering the issuance 
of the fifty million-dollar loan, it was established, as a guarantee of the loan, 
that there was specifically and expressly eftected: 

(b) The surplus of the proceeds of the taxes established in 1904 to 
secure the $35, 000, 000 Loan contracted with Speyer & Company 

After total redemption of the Speyer Loan, all of the revenues obtained from 
the special taxes established by the laws of 1903 and 1904 and not just the 
"surplus" thereof, as theretofore, became part of the guarantee of the 1923 . ilorgan loan. 

26. On April 2, 1948, the Second Civil and Contentious-Administrative Chamber 
of the Court of Appeals of the Havana District rendered its Decision No. 300. 
This ease involved the question whether or not a taxpayer engaged in the 
business of manufacturing perfumes in Havana was exempt from the profits 
tax by reason of his being re istered to pay the production tax. In this case 
the taxpayer had registered to pay the production tax but had not actually paid 
such tax. The law relating to the profits tax with which the court dealt was 
that set forth in Decree No. 1117 of 1939 (the regulations dealing with the law 
of Ianuary 29, 1931, and with which the United States Court of Claims is 
concerned in the instant case). The court held against the taxpayer, stating 
that registration to pay the production tax alone was not sufflcient to exempt 
the taxpayer from paying the profits tax. The court held that in order to be 
exempt froiii the profits tax, the production tax must actually be paid. The 
court stated on this point: 

WHEREAs: that the exemption from the profits tax sought in the ad- 
ministrative proceedin" and now in the contentious appeal, is based, funda- 
mentally, on the interpretation and application of Article 12 section e 
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of Decree 1117 of 1989, which grants this benefit to companies and indi- 
viduals registered as taxpayers under the Thirty-Five Million Loan Taxes; 
which exemption is to be granted or not, depending on whether the cri- 
terion of the appellant that the "registration" is sufficient for the exemp. 
tion is accepted, or in turn the argument of the Government is accepted 
that the registration, in itself, does not entitle to exemption, but that it 
is necessary, in addition, to be effectively aml actually a taxpayer, 

WHEREAS: such elementarv rules preclude, as the appellant has done, 
that one should seek application of one single precept which is favorable 
to him, disregarding all the others contained in a single codified body of law 
and such others as bear a relation of compliance and addition thereto; 
hence: although under the letter (f) of Article 42 of Decree 690 of 1981, 
"companies and individuals registered as taxpayers under the Thirty-Five 
Million Loan Taxes, pursuant to the Law of February 27, 1908, and the 
subsequent complementary laws" are considered exempt from the tax on 
profits, it cannot be ignored that in reproducing this provision, Section (e) 
of Article 12 of Decree 1117 of 1989 added, "this exception being limited 
to the operations subject to these taxes" (thus giving the concept of taxa- 
tion and not of mere registration) and especially, that the spirit and 
purpose of the said rule, the reason for the exemption, are clearly set 
forth in ordinal eight of Article 5 of the Law of Economic Emergency, as 
amended by the law of February 27, 1904, to the effect that the same is 
granted in connection with profits because the latter "are already subject to 
the thirty-five million loan tax"; which leads without ay doubt to the 
conclusion that it is the direct taxation under this latter tax and not the 
mere registration in the Registry of Taxpayers which determines the ex- 
emption, which having been denied by the Government, did not impair any 
preestablished administrative right in favor of the taxpayer. 

27. This decision of the Court of Appeals was alfirmed by Decision No. 775 of 
the Supreme Court of Cuba on December 22, 1949. 

28. For the year 1944, the plaintiff accrued and paid to Cuba a Speyer Loan 
production tax in the amount of $164, 568. 14. 

29. After the allowance of the Speyer Loan production tax of $164, 568. 14, less 
refund of the 1948 Speyer Loan production tax in the amount of $850. 98, net 
amount of $168, 712. 16, as a deduction, plaintiiT's net income for the year 1944, as 
computed under the laws of Cuba, was $587, 808. 29. Plaintiff accrued and paid 
to Cuba as a manufacturer of soft drinks a tax on this net income under the 
provisions of Resolution Law No. 1, enacted on December 31, 1941, as amended 
by the law of April 5, 1948, in the amount of $98, 148. 24, computed as follows: 

Rate Prost (percent) Taa 
Up to $25, 000 9 ~v2, 250. 00 
From $25, 000 to $50, 000 12 8, 000. 00 
From $50, 000 to $100, 000 15 7, 500. 00 
From $100, 000 to $500, 000 18 72, 000. 00 
From $500, 000 to $587, 808. 29 22+ 8, 893. 24 

Total 93 148. 24 

30. For the year 1944 plaintiff's capital which was subjected to the Cuban tax 
on capital amounted to $4, 850, 000. For the year 1944 plaintiff in accordance 
with Chapter IV entitled "Tax on Capital" of the law of April 5, 1948, accrued 
and paid to Cuba a 15 percent additional tax upon profits computed as follows: 

Net income $587, 808. 29 
Less: 10% of capital subject to tax on capital 485, 000. 00 

Balance subject to 15% additional 52, 808. 29 
15% additional tax upon income 7, 845. 49 

31. The total of the three tax liabilities for the year 1944, was $265, 55L87, and 
consisted of the following: 

Speyer Loan production tax (finding 28) $164, 568. 14 
Manufacturer of soft drink tax upon net income (finding 29) 98, 148 24 
15% additional tax upon income (finding 80) 7, 845 49 

Total 265, 551. 87 
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32. On or about March 15, 1945, plaintiff filed with the collector of iuternal 
revenue at hyilmin ton, Delaware, its Federal corporation income and declared 
value excess profits tax return for the calendar year 1944. In said return, 
plaintiff claimed no deductiou for any of the three taxes accrued and paid to 
Cuba, as set out in finding 81. In said return, plaintiff claimed a foreign tax 
credit under section 181 of the Internal Revenue Code for said taxes on the 
grounds that: 

(a) The Speyer Loan production tax was a tax paid or accrued during 
the year to a foreign country in lieu of a tax upon income, otherwise gen- 
erally imposed, within the uieaning of subparagraph (h) of Section 131; 

(b) The tax on plaintiff as a manufacturer of a soft drink and the 15% 
additional tax were income taxes paid or accrued duriug the year to a 
foreign country, ivithin the meaning of subparagraphs (a) (1) of Section 131. 

Said return showed no United States corporation income or declared value, 
excess profits tax after the foreign tax credit. 

33. For the year 1945, the plaintiff accrued and paid to Cuba a Speyer Loan 
production tax in the amount of $212, 889. 65. 

34. After the allowance of the Spever Loan production tax of $212, 889. 65 as a 
deduction, plaintiffs net income for the year 1945 as computed under the la. ws of 
Cuba was $675, 400. 42. Plaintiff accrued and paid to Cuba as a manufacturer 
of a soft drink a tax on this net income under the provisions of Resolution Law 
No. 1 enacted on December 31, 1941, as amended by the law of April 5, 1948, in 
the amount of $124, 215. 09, computed as follows: 

Profit 
Up to $25, 000 
From $25, 000 to $50, 000 
From $50, 000 to $100, 000 
From $100, 000 to $500, 000 
From $500, 000 to $675, 400. 42 

Rate 
(p rooat) 

9 
12 
15 
18 2' 

TlW 

$2, 250. 00 
8, 000. 00 
7, 500. 00 

72, 000. 00 
89, 465. 09 

Total 124, 215. 09 
35. For the year 1945 plaintiff's capital which was subjected to the Cuban tax 

on capital amounted to $5, 000, 000. For the year 1945 plaintiff in accordance 
with Chapter IV entitled "Tax on Capitap' of the law of April 5, 1948, ac- 
crued a. nd paid to Cuba a 15 percent additional tax upon profits in the amount 
of $26, 810. 06, computed as follows: 
Net income $675, 400. 42 
Less: 10% of capital subject to tax on capital 500, 000. 00 

Balance subject to 15% additional tax 
15% additional tax upon income 

36. The total of the three tax liabilities 
consisted of the following: 
Speyer Loan production tax (finding 88) 
Manufacturer of soft drinks tax upon net 
15% additional tax upon income (finding 

175, 400. 42 
26, 310. 06 

for the year 1945, was $862, 914. 80, and 

$212, 889. 65 
income (finding 84) 124, 215. 09 
85) 26, 310. 06 

Total 862 914. 80 

37. On or about March 15, 1946, plaintiff filed with the collector of internal 
revenue at lVilmington, Delaware, its Federal corporation income and declared 
value excess profits tax return for the calendar year 1945. In said return, 
plaintiff claimed no deduction for any of the three taxes accrued and paid to 
Cuba as set out in finding 86. In said return plaintiff claimed a foreign tax 
credit under section 181 of the Internal Revenue Code for said taxes on the 
ground that: 

(a) The Speyer Loan production tax was a tax paid or accrued during 
the year to a foreign country in lieu of a tax upon income otherwise gen- 
erally imposed within the meaning of subparagraph (h) of section 181. 

(b) The tax on plaintift as a nianufacturer of a soft drink and the 15 
percent additional tax were income taxes paid or accrued during the year 
to a foreign country within the meaning of subparagraph (a) (1) of Section 
181. 
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Said return showed no United States income or declared value excess profits 
tax after the foreign tax credit, 

38. On June 27, 1947, the Commissioner of Internal Revenue determined and 
allowed as follows: 

(a) Determined that no part of the Speyer Loan production tax accrued 
and paid to Cuba by the plaintiff for the years 1944 and 1945 was a tax 
paid or accrued during said years to a foreign country in lieu of a tax 
upon income otherwise generally imposed within the meaning of subpara- 
graph (h) of section 131. 

(b) Allowed said Speyer Loan production tax as deductions for 1944 and 
1945, respectively. 

(c) Determined that plaintiff's net taxable income for the year 1944 was 
$531, 406. 04, and that its net taxable income for the year 1945 was $686, - 
517. 08. 

(d) Determined that plaintiiT's Federal income tax liabilitv, prior to 
any credit for foreign taxes for the year 1944 was $127, 537. 45, and that its 
Federal income tax liability for the year 1945, prior to any credit for for- 
eign taxes was $164, 764. 10. 

(e) Allowed plaintiff. a credit for foreign taxes for the year 1944, in the 
amount of $100, 988. 73, which consisted of the manufacturer of soft drinks 
tax of $93, 143. 24 and the 15% additional tax of $7, 845. 49 paid to Cuba 
for that year. 

(f) Allowed plaintiff a credit for foreign taxes for the year 1945, in the 
amount of $150, 525. 15, which consisted of the manufacturer of soft drinks 
tax of $124, 215. 09 and the 15% additional tax of $26, 310. 06 paid to Cuba 
for that year. 

(g) Determined a deficiency as the result of the fore. oing adjustments, 
plus certain other minor adjustments not material herein, in plaintiff's 
Federal income tax liability for the year 1944 of $26, 548. 72 and a deficiency 
in plaintiff's Federal income tax liability for the year 1945 of $14, 238. 95. 

39. Thereafter, the Commissioner of Internal Revenue made an assessment 
against plaintiff of said deficiency for the year 1944 of $26, 548. 72, plus interest 
thereon of $3, 880. 10, a total of $30, 428. 82, and made an assessment against the 
plaintiiT of said deficiency for the year 1945 of $14, 238. 95, plus interest thereon 
of $1, 226. 69, a total of $15, 465. 64. 

40. Plaintiff on September 4, 1947, paid said amounts of $30, 428. 82 and 
$15, 465. 64 to the collector of internal revenue at Wilmington, Delaware. 

41. On February 25, 1948, plaintiff filed with the collector of internal revenue 
at Wilmington, Delaware: 

(a) A claim on Treasury Department Form 843 for the refund of the 
$30, 428. 82 tax and interest so -paid for the year 1944. A true and correct 
copy of said claim is attached to the petition, and is by reference made a 
part hereof. 

(b) A claim on Treasury Department Form 843 for the refund of the 
$15, 465. 64 tax and interest so paid for the year 1945. A true and correct 
copy of said claim is attached to the petition, and is by reference made a 
part hereof. 

42. On November 2, 1948, the Commissioner of Internal Revenue by registered 
mail and pursuant to the provisions of section 3772(a) (2) of the Internal Rev- 
enue Code of 1939, gave notice to plaintiff of the disallowance in full of said 
claims for refund. 

CONCLUSION OF LAW 

Upon the foregoing findings of fact, which are made a part of the judgment 
herein, the court concludes as a matter of law that the plaintiff is entitled to 
recover, and it is therefore adjudged and ordered that it recover of and from 
the United States forty-five thousand eight hundred ninety-four dollars and 
fortv-six cents ($45, 894. 46), with interest as provided by law. 
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SUPPLEMENT F. — PARTNERSHIP' 

SECTION 182. — TAX OF PARTNERS 
REGULATIONS 118, SEcriow 89. 182 — 1: Distributive Rev. Rul. 57 — 188 

shares of partners. 

For taxable years to which the Internal Revenue Code of 1939 
applies, partners may, in accordance with the partnership agree- 
ment, allocate different itenis of partnership profit and loss in 
different ratios, provided such allocation is not for the purpose of 
avoidance of income taxes by a partner. Under such circumstances, 
only one partnership exists for Federal income tax purposes. 

Revenue Ruling 56-134, C. B. 1956-1, 649, is revoked; 0. D. 140, 
C. B. 1, 174 (1919), distinguished. 

Reconsideration has been given to Revenue Ruling 56 — 184, C. B. 
1956 — 1, 649, which holds that ivhere a domestic partnership is en- 
gaged in business in the United States and a foreign country and the 
arrangement ivith respect to the drawing accounts of the partners 
results in difFerent distributive shares of tahe partnership income with 
respect to the domestic and foreign branch, there are in each of such 
cases t~~ o common funds shared by the identical partners in difFerent 
ratios and, therefore, two partnerships rather than one for Federal 
income tax purposes. This Revenue Ruling applies only to years 
governed by the Internal Revenue Code of 1989. 

The question presented in Revenue Ruling 56 — 184, supra, is whether 
O. D. 140, C. B. 1, 174 (1919), has been overruled or modified by 
6. C. M. 18771, C. B. XIII — 2, 229 (1984), as modified by 6. C. M. 
17255, C. B. XV — 2, 248 (1986) . 

O. D. 140, supra, holds that "Income from a particular source 
cannot be allocated to one partner of a partnership for income tax 
purposes, but must be divided pro rata among the several partners. " 

6. C. M. 17255, supra, which modified G. C. M. 13771, supra, holds 
that where a nonresident alien inember of a partnership operating 
in the United States and in a foreign country, devotes his time solely 
to the foreign branch, and the partnership agreement provides that 
he shall be paid a "salary" out of the profits of the foreign branch, 
the amount of the so-called salary is part of his distributive share of 
partnership profits and constitutes income from sources without the 
United States to the extent that income of the foreign branch is avail- 
able to make such distribution. 

The partnership agreement involved in O. D. 140, supra, unlike 
that involved in 6. C. M. 17255, apparently contained no provision 
regarding the division of various items of partnership income. It 
follows, then, that O. D. 140, supra, stands only for the proposition 
that in the absence of such an agreement, partnership income must 
be divided pro rata among the several partners. Accordingly, since 
the cited rulings involve distinguishable factual situations, there is 
no apparent confiict between them. 

Moreover, it is noteworthy that, while the 1989 Code is silent with 
respect to disproportionate sharing by partners of any item of part- 
nership income, gain, loss, deduction or credit, the Internal Revenue 
Code of 1954 specifically recognizes that a partnership agreement 
may provide therefor. 
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It is stated in section 704(a) of the 1954 Code that a partner's 
distributive share of income, gain, loss, deduction or credit, except 
as otherwise provided in that section, is to be determined by the part- 
nership agreement. Section 704(b) of the Code provides, in part, 
that, if the principal purpose of any provision in the partnership 
agreement determining a partner's distributive share of a particular 
item is to avoid or evade the Federal income tax, the provision of 
the partnership agreement is to be disregarded and the partners' dis- 
tributive shares of that item are to be determined in accordance with 
the ratio in which the partners divide the general profits or losses, 
that is, the taxable income or loss of the partnership as described in 
section 702(a) (9) of the Code. See section 1. 704 — 1 of the Income 
Tax Regulations. Although, with the exception of subsection (e) of 
section 704 of the Code, all the provisions thereof are new, it is stated 
in Senate Report No. 1622, 88d Congress, Second Session, at page 
879, that such provisions are substantially in accord with existing 
practice. 

Accordingly, for taxable years to which the 1989 Code applies, 
partners may, in accordance with the partnership agreement, share 
various items of partnership profit and loss in different ratios, pro- 
vided such agreement is not for the purpose of avoidance of income 
taxes by a partner. In such a case, there is only one partnership for 
Federal income tax purposes. 

Revenue Ruling 56 — 184, C. B. 1956-1, 649, is revoked and O. D. 140, 
C. B. 1, 174 (1919), is distinguished. 

Rev. Rul. 57-208 

4 partner is required to report in his individual income tax return 
the full amount of his distributive share of a partnership loss occur- 
ring in a taxable year subject to the provisions of the Internal 
Revenue Code of 1939, notwithstanding the fact that his distributive 
share of such loss exceeds the adjusted basis of his investment in 
the partnership at the close of the partnership loss year. 

Advice has been requested whether a deduction is allowable to an 
individual partner for his full distributive share of a partnership 
operating loss in a taxable year governed by the Internal Revenue 
Code of 1989 where his share of the partnership loss exceeds the 
adjusted basis of his investment in the partnership. 

In the instant case, the taxpayer reports his income for Federal 
income tax purposes on the cash receipts and disbursements method. 
For the taxable year 1958, the partnership of which taxpayer is a 
partner sustained an operating loss. The taxpayer in his income 
tax return for 1958 claimed a deduction for his distributive share of 
the operating loss which exceeded the adjusted basis of his investment 
in the partnership. He also filed a claim for refund of income taxes 
paid for the taxable year 1952 attributable to a carryback of the net 
operating loss from 195. 

Section 182 of the Internal Revenue Code of 1989 provides thag in 
computing the net income of each partner, he shall include, whether 
or not distribution is made to him, his distributive shares of the ~ins 
and losses of the partnership from sales or exchanges of capital 
assets held for not more than six months, and from sales or exchanges 
of capital assets held for more than six months, and his distributive 
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share of the ordinary net income or the ordinary net loss of the 
partnership. 

Since tlie design of the 1989 Code and prior Revenue Acts is to tax 
the partners ratlier than the partnership upon the partnership income, 
the profits and losses realized by the partnership are the profits and 
losses of the individual partners. Thus, under. the 1939 Code, a 
partner is required to report in his individual income tax return the 
full amount of his distributive share of the partnership loss, whether 
he makes good his share of such loss out of his pocket, by way of a 
charge against his partnership capital account or with borrowed funds 
which he is obligated to repay in a subsequent year. See Fritz Vill v. 
Commissioner, 22 B. T. A. 1079, asquiescence C. B. X — 2, 31 (1931); 
augustine . ll. Lloyd et al. v. Commissioner, 15 B. T. A. 82 acquiescence 
C. B. VIII — 1, 27 (1929); A. W. D. leis v. Commissioner, 13 B. T. A. 
1284, acquiescence C. B. VIII-2, 55 (1929); Laurence D. cViller V. 
Commissioner, 7 B. T. A. . 581. 

SUPPLEMENT G. — INSURANCE COMPANIES 

SECTION 204. — INSURANCE COMPANIES OTHER THAN 
LIFE OR MUTUAI 

REGULATIQNs 111, SEcTIoN 29. 204 — 2: Gross income. 

Portions of original premiums established and segregated as a re- 
insurance reserve by a title insurance company from June 1, 1938, to 
May 31, 1945, under section 484 l. a. of the New York State Insurance 
Law, may be treated as unearned premiums under 204(b) (5) of the 
1939 Code. See Rev. Rul. 57-48, page 212. 

REGULATIQN8 118, SEGTIoN 89. 204 — 8: Deductions. 

Deductibility of a dividend declared during a taxable year in an 
amount representing the entire or a specified portion of the net 
profits of the company at the end of the taxable year. See Rev. Rul. 
57-184, page 210. 

SECTION 207. — MUTUAL INSURANCE COMPANIES 
OTHER THAN LIFE OR MARINE 

REGULATIoNS 118, SEOTIoN 39. 207-3: Dividends 
to policyholders. 

Deductibility of a dividend declared during a taxable year in an 
amount representing the entire or a specified portion of the net profits 
of the company at the end of the taxable year. See Rev. Rul. 57 — 134, 
page 210. 
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SUPPLEMENT L. — ASSESSMENT AND COLLECTION OF DEFICIENCIES 

SECTION 275. — I ERIOD OF LIMITATION UPON ASSESS- 
MENT AND COI LECTION 

REGULATICNs 118, SEGTIQN 89. 275 — 1: Period 
of limitation upon assessment of tax. 

Period of limitation on assessment of deficiencies resulting from a 
retroactive determination that an automobile club is not exempt from 
tax. See Ct. D. 1807, page 518. 

The Internal Revenue Service explains its policy and issues a guide 
for taxpayers and practitioners regarding the circumstances under 
which the securing of a waiver or consent, fixing the period of limita- 
tion upon assessment of income and profits tax, is appropriate. See 
Rev. Proc. 57 — 6, page 799. 

SUBCHAPTER D. — EXCESS PROFITS TAX 

PART I. — RATE AND COMPUTATION OF TAX 

SECTION 458. — NONTAXABLE INCOME FROM CERTAIN 
MINING AND TIMBER OPERATIONS, AND FROM NAT- 
URAL GAS PROPERTIES 

REGvLATIGNS 180, SEOTIGN 40. 458 — 1: General 
rule. 

Application of Revenue Ruling 286 to other mineral enterprises. 
See Rev, Rul. 57 — 100, page 546. 

SECTION 456. — ABNORMALITIES IN INCOME IN TAXABLE 
PERIOD 

REGvLATIGNs 180, SEGTIQN 40. 456 — 7: Explo- 
ration discovery, prospecting. 

(Also Section 458; 40. 458 — 1. ) 

Rev. Rul. 57 — 100 

Although Revenue Ruling 286, C. B. 1958 — 2, 286, is directly con- 
cerned with the application of section 456 of the Internal Revenue 
Code of 1939 to the oil and gas extraction industry, the principles 
stated therein are equally applicable to corporations eugaged in 
other mineral enterprises. Further, the provisions of section 453 
of the Code do not prevent the application of section 456(a) (2) (B), 
except to the extent that the adjustment to the excess profits net 
income for "exempt excess output" includes a portion of the net 
abnormal income. 

Rev. Rul. 236, C. B. 1958 — 2, 286, amplified. 

Advice has been requested whether the general principles stated 
in Revenue Ruling 986, C. B. 1958 — 2, 986, which ruling is directly con- 
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cerned with the application of section 456 of the Internal Revenue 
Code of 1030 to the oil and gas extraction industry, are equally 
applicable to corporations engaged in other niiner;il enterprises, and, 
furthermore, whether Code sections 453 and 450 may both be appli- 
cable in the same t;ix;ible year. 

Revenue Ruling 230, supra, states the position of the Internal 
Revenue Service with respect to the application of section 450 of 
the Internal Revenue Code of 1930, relating to excess profits tax, 
to taxpayers engaged in the extraction of petroleuin and natural gas. 
It explains the a~llocation of abnormal income resulting from explora- 
tion, discovery or prospecting. 

Section 453, a relief provision for excess output, provides the rules 
by ivhich exempt excess output inay be determined. Section 
433(a) (1) (I) provides that normal tax net income will be adjusted 
in arriving at excess profits net income, by excluding from it the 
exempt excess output determined under section 453. 

Section 456 is also a relief provision but it serves a difi'erent purpose. 
It provides an alternative method of computing the tax under sub- 
chapter D. Section 450 requires the elimination of "abnormal income" 
from the gross income of the taxable year. The excess profits net 
income, without this "abnormal income, " is then determined; to this 
is added an amount equal to the tax which would have resulted if the 
net abnormal income attributable to prior years has been included 
in the gross income of the prior years. The tax under subchapter 
D of the Code, for the current taxable year, cannot exceed this amount. 

Accordingly, it is the position of the Service that, although Revenue 
Ruling 236, C. B. 1053 — 2, 236, is directly concerned with the applica- 
tion of section 456 of the Internal Revenue Code of 1939 to the oil and 
gas extraction industry, the principles stated therein are equally 
applicable to corporations engaged in other mineral enterprises. It is 
further held that the provisions of section 453 of the Code do not 
prevent the application of section 450 (a) (2) (B), except to the extent 
that the adjustment to the excess profits net income for "exempt excess 
output" includes a portion of the net abnormal income. 

CHAPTER 5. — BOARD OF TAX APPEALS 

SUBCHAPTER B. — COURT REVIEW OF BOARD DECISIONS 

SECTION 1140. — DATE %VHEN BOARD DECISION 
BECOMES FINAL 

(Also Section 1142, ) Ct. D. 1804 

INCOME TAx — IN1'ENNAL REVENUE CODE OE 1939 — DECISION Ol"' COURT 

1. JURISDIGTIQN oF Tax CoURT — PowER To VAcATE FINM. DEOIsloN. 
A Tax Court decision becomes Qual upon expiration of the time 

for Sling a petition for review, that is, three months after the de- 
cision is rendered. After a decision has become final, the Tax Court 
has no jurisdiction to vacate, modify, or reconsider it. Accordingly, 
when, some four months after decision, taxpayers moved the Tax 
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Court to vacate its decision on ground of "excusable neglect" the de- 
cision had become final, the Tax Court was beyond its power when 
it granted the motion and rendered a second decision, and the Court 
of Appeals has no jurisdiction to review such second decision. The 
Tax Court is an administrative agency and cannot assume the equity 
powers of a court. 
2. Petition for review dismissed, 285 P. (2d) 97. 
8. Opinion afiirmed per curiam by United States Supreme Court 
Order of March 11, 1957. 

UNITED STATEs CDURT oF APPEAL8 FoR THE NINTH CIRGUIT 

Bessie Lasky and, Jesse L. Lasky, petitioners, v. Cornrnissioner of 
Internal Revenue, respondent 

Petitions for review of the decisions of The Tax Court of the United States 

Before: DENMAN, Chief Judge, LEMMDN, Circuit Judge, and SozoMoN, 
District Judge 

[June 18, 1956] 

OPINION 

DENMAN, Chief Judge: Lasky and his wife seek to petition this court for review 
of decisions of the Tax Court, "an independent agency in the Executive Branch 
of the Government". I That agency held that over $800, 000. 00 received by Lasky 
in connection with the motion picture "Sergeant York" was ordinary income 
rather than capital gain, and consequently that Lasky and his wife each owe tax 
deficiencies of over $224, 500. 00. 

The Commissioner challenges the jurisdiction of this Court of Appeals to con- 
sider the merits of the claimed right of review and moved to dismiss the peti- 
tions, contending that they were not filed within three months after the deci- 
sion of the Tax Court as was required by 26 U. S. C. f 1142 which provided: ' 

"The decisions of the Tax Court ' ' * may be reviewed by a court of 
appeals * * s if a petition for such review is filed by either the Commis- 
sioner or the taxpayer within three months after the decision was ren- 
dered "' 

and by 26 U. S. C. $ 1140 making the agency's decision final, reading: 
"$ 1140. Date when Tax Court decision becomes final 
The Decision of the Tax Court shall become final — (a) Petition for review 

not filed on time. Upon the expiration of the time allowed for filing a peti- 
tion for review, if no such petition has been duly filed within such time;" 

Clearly here the conditions precedent to the Court of Appeals' jurisdiction to 
review Tax Court action is the filing of the petition within three months of the 
Tax Court's first decision which was entered on April 8, 1954. No such petition 
was filed. Some four months after the decision, on August 28, 1954, the peti- 
tioners moved the Tax Court to vacate the decision of A. pril 8, 1954, on the ground 
of excusable neglect, ' a power formerly in the federal courts' equity jurisdiction, 
Cf. Wayne United Gas Co. v. Otvens-Illinais Glass Co. , 800 U. S. 181 (1987), and 
now contained in Rule 60 (b) F. R. C. P. which by Rule 1 is confined to the United 
States District Courts and not applicable to executive agencies. ' 

Though not a court at all but merely an administrative agency it assumed the 
power of a district court and in. December, 1954, it granted petitioners' motion to 
vacate its decision of April 8, 1954, and for the taking of additional evidence. 
After additional evidence was taken, the Tax Court rendered a second decision 
reaching the same result as in the first. The petition for review of the second 
decision was filed well within three months of the date it was entered. 

i 26 U. S. C. l 1100 [now 26 U. S. C. I 7441], reading: 
I 7441. STATus. 
The Board of Tax Appeals shall be continued as an independent agency in the Executive 

Branch of the Government, and shall be known as the Tax Court of the United States, 
The members thereof shall be known as the chief judge and the judges of the Tax Court 
Aug. 16, 1954, 9: 45 R. D. T. c. 786, 68A Stat. 879. ' Now 26 U. S. C. I 7482. ' The failure to act in the statutory period was caused by the misffliug of the Tax Court' & 
decisions in the office of petitioners' former attorney bv a member of his staff. 

s Katz v. Conunissioner of Int. Rev. , 188 F. 2d 957 (Cir. 2, 1951). 
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In Small v. Commissioner of Internal Revenue, 122 F. 2d 824 (Cir. 0), cert. 
denied, 814 U. S. 697 (1041), this Court held that a decision of this administra- 
tive agency [then called the Board of Taz Appeals] becomes final three nionths 
after it was entered and that thereafter the Taz Court has no l&ower to modify 
it or reconsider it. The decision was based on the precedent statutes applicable 
to the agency when it ivas called the Board of Taz Appeals ideritical with those 
cited supra by the Commissioner as the basis of his motion to dismiss. 

Our decision in the Small case was preceded by similar decisions of the I&'irst 
Circuit, Su&eet v. Co&nmissione&, 120 F. 2d 77, succeeded by a second decision, 
Denholm &f McIfay v. Commissioner, 182 F. 2d 248; the Second Circuit in Monjar 
v. Commissioner, 140 F. 2rl 268; and the Third Circuit in White's Will v. Con&- 
missioner, 142 F. 2d 746. 

Our Sivall case and these cases are based on our construction of the word 
"final" in the &1 1140 cited supra as the Supreme Court in Hei& ering v. Northern 
Coal Co. , 208 U. S. 101 (1084) construed the word "fiinal";is used with reference 
to that court's decisions in the Revenue Act of 1926. There the Supreme Court, 
had rendered its judgment affirming several judgments of the Board of Tax 
Appeals and issued its mandates. During the term of the court motions for 
petitions for rehearing were filed ivhich in ordinary cases the court had the juris- 
diction to entertain. It held that: 

"Section 1005 (a) (4) of the Revenue Act of 1926, c, 27, 44 Stat. 0, 110, 111, 
U. S. C. , Tit, 26, 3a 640, with respect to decisions of the Board of Tax Appeals, 
provides: 

Sec. 1005(a). The decision of the Board shall become final — *:" "' 

(4) Upon the expiration of 80 days from the date of issuance of the 
mandate of the Supreme Court, if such Court directs that the decision 
of the Board be affirme&l or the petition for review dismissed. 

In view of the authoritative and explicit requirement of the statute and of 
its application to these cases, the petitions for rehearing are severally 
denied. " 

Some nine years later the Supreme Court again held that the finality provided 
in the legislation gave it no jurisdiction to afford relief thereafter. R. Simpson 
&t Co. v. Commissioner, 821 U. S. 225, 228 et seq. [Ct. D. 1601, C. B. 1944, 477. ] 

Obviously if the Supreme Court lacks the power to reconsider because the deci- 
sion of the Board has become "final", a fortiori such an agency as the Taz Court 
likewise lacks the power by the words of Section 1140 that "The decision of the 
Tax Court shall become final * ' &' upon the expiration of the time allowed for 
filing a petition for review, if no such petition has been duly filed within that 
time" 

Counsel for the Laskys, ignoring the Congressional definition of it as an execu- 
tive agency, contend that the Tax Court is "like other courts" and hence as a 
court has the "inherent power to control, amend, open and vacate its decisions. " 

Extraordinary as it is that counsel, without mention of the statutory definition, 
seek to have us act as if it did not ezist, we find that the Sixth Circuit, in Reo 
Motors v. Commissioner, 210 F. 2d 610, similarly ignores the statute and, without 
mentioning it, treats the Tax Court not as a mere executive agency but as having 
the inherent posver of a United States Court. 

In that case the Tax Court, more than three months after its final decision, 
ordered it set aside on the ground of mutual mistake of fact of both the parties 
in presenting the case to the agency. The Sixth Circuit holds of this executive 
agency that it has the jurisdiction so to act since "as a practical matter, it is a 
court exercising inherently judicial functions and having the necessary judicial 
powers to carry out such functions. " It treats the agency as having the powers 
of a court to grant a writ of error coram nobis. 

That court relies on the case of Goldsmith v. United, States Board of Taa 
Appeals, 270 U. S. 117 (1025). There the sole question was whether the Board 
of Tax Appeals had the power to make rules governing the right to practice 
before it. The Supreme Court held the agency had this power because of its 
"quasi judicial" character, quoting the words of the statute that "The B&&ard 
shall be an independent agency in the executive branch of the governinent. " 
Nothing in that opinion remotely suggests that the agency is a court having 
the inherent power to issue writs coram nobis. Its quasi judicial powers of 
making rules, summoning witnesses, etc. , are no more than are given other 
executive agencies such as the National Labor Relations Board. 

484737' — 58 — 66 
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Further, the Sixth Circuit opinion fails to mention the Supreme Court decision 
in Helvenng v. Northern, Coal Co. , supra, nine years after the Goldsmith decision 
was rendered. Nor does it consider our decision in the Swall case or the four 
other Circuit Court decisions cited above. That is to say, it ignores both the 
governing statute and tbe precedent opinions on it. 

Both the Sixth Circuit and counsel here cite the case of La Floridienne J. 
Buttgenhach ig Co. v. Commissioner, 08 F. 2d 080 (Cir. 5, 193 ), where the court 
held solely that on, tlie stipulation of the parties the Board of Tax Appeals could 
set aside its final order more than three months after its rendition. Here there 
is no such stipulation. More important still, the La Floridienne case was decided 
in 1933, the year before the Supreme Court rendered its Northern Coal Co. 
decision in 1984, determining that where the statutes make final the action of the 
taxing agency, no jurisdiction exists after such finality to set the decision aside. 
The Buttgenbach case ivas specifically criticized in our opinion in the Sicalt 
case, supra. Though parties may stipulate to the jurisdiction of the person, 
they may not do so as to the su bj ect matter. 

Finally tbe Laskys stress the decision of the Supreme Court in Wayne Vnited 
Gas Co. v. Owens-Illinois Glass Co„800 U. S. 131 (1937). In effect they claim 
this case overrules the Northern Coal decision of 1934, though it does not mention 
it. In that case the matter in question was the power not of a mere executive 
agency but of the bankruptcy court to vacate its own order dismissing a petition 
for reorganization under 77B of the bankruptcy act, after the time for appeal had 
expired and after the terin of the court had ended. The district court held 
it bad such power. The Court of Appeals held it had not and reversed. The 
Supreme Court reversed, holding the District Court sitting in bankruptcy, had 
no terra and that it could exercise its equitable powers as a bankruptcy court 
to set aside its decision after the time for appeal had expired. 

Here was no overruling of the Northern Coal case for the bankruptcy laws 
made no such provision for finality of the court's decisions considered in that 
case, nor is there any such Congressional intent regarding the bankruptcy 
court as was expressed concerning the Tax Court agency by the Senate Com- 
mittee Report on the identical predecessor section 1005 of the Revenue Act of 1920 
now section 1140, which report stated. 

DATE oN WHIOH: DEcIsICN BEcoMEs FINAL. — Section 100o prescribes the 
date on which a decision of the Board (whether or not review thereof 
is bad) is to become final. Inasmuch as the statute of limitations upon 
assessments and suits for collection, both of which are suspended during 
review of the Commissioner's determination, commences to run upon the 
day upon which the Board's decision becomes final, it is of utmost importance 
that this time be specified as accurately as possible. In some instances in 
order to achieve this result the usual rules of law applicable in court 
procedure must be changed. For example, the power of the court of review 
to recall its mandate is made to expire 30 days from the date of issuance of 
the mandate. " [C. 13. 1939 — 1 (Part 2), 332, at 300. ] 

And as a final answer to the contention that the Wayne Gas Co. case over- 
ruled the Northern, Coal case, is the decision aflirming the Nortliern Coal case in 
Simpson Co. case, decided seven years after the Wayne Gas case. 

We hold the Tax Court was without jurisdiction to set aside its first decision 
and that this court has no jurisdiction to consider a petition for review of its 
second decision. Tbe petition for review is ordered dismissed. 

SECTION 1149. — PETITION FOR REVIEW 

Jurisdiction of the Tax Court to vacate a decision after it has be- 
come final. See Ct. D. 1804, page 54Y. 
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CHAPTER 9. — EMPLOYMENT TAXES 

SUBCHAPTER A. — EMPLOYMENT BY OTHERS THAN CARRIERS 
PART III. — GENERAL PROVISIONS 

SECTION 1426(l). — DEFINITIONS: EXEMPTIONS OF RELI- 
GIOUS) CHARITABLE, ETC. , ORGANIZATIONS 

REGULATICNs 128) SEcTICN 408. 216: Religious, 
charitable, educational, or other organizations 
exempt from income tax under section 101(6) 
of the Internal Revenue Code. 

Interim instructions for applving the provisions of section 8121(k) 
of the Federal Insurance Contnbutions Act, as amended by the Social 
Security Amendments of 1956. See Rev. Rul. 57 — 11, page 344. 

CHAPTER 15. — TOBACCO, SNUFF, CIGARS, AND 
CIGARETTES 

SUBCHAPTER F. — MISCELLANEOUS PROVISIONS 

SECTION 2198. — REDEMPTION OF STAMPS ON PACKAGES 
WITHDRA WN FROM MARKET 

For the filing of claims by a successor to the manufacturer of 
taxpaid tobacco products, see Rev. Rul. 57 — 121, page 429. 

CHAPTER 30. — TRANSPORTATION AND COMMUNICATION 

SUBCHAPTER E. — TRANSPORTATION OF PROPERTY 

SECTION 8475. — TRANSPORTATION OF PROPERTY 
REGULATIoNs 113~ SEGTIQN 143. 1: Meaning of 

terms. 
(Also Part I, Section 4271. ) 

Section 143. 1(d) of Regulations 118, relating to the tax on the 
transportation of property, provides that the term "transportation" 
includes accessorial services furnished in connection with a trans- 
portation movement, such as loading, unloading, blocking and staking, 
elevation, transfer in transit, ventilation, refrigeration, icing, storage, 
demurrage, lighterage, trimming of cargo in vessels, wharfage, han- 
dling, feeding and watering livestock, and similar services and fa- 
cilities. In 8' ft ck Company v. United Stateg, 144 Fed. Supp. 956, 
the United States Court of Claims did not sustain the position of the 
Government that the term "transportation" includes the services 
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of icing and salting furnished by a carrier in connection with a 
transportation movement and held that the amounts paid for such 
services are not subject to the tax imposed by section 8475 of the 
Internal Revenue Code of 1989. Although a petition for certiorari to 
the Supreme Court of the United States will not be Gled in this case, 
the decision of the Court of Claims will not be considered by the 
Internal Revenue Service as a precedent in the disposition of other 
cases involving a similar factual situation. This will apply whether 
the situation arises under the provisions of section 8475 o& the 1989 
Code or under the similar provisions of section 4271 of the Internal 
Revenue Code of 1954. 

CHAPTER 37. — ABATEMENTS, CREDITS, AND REFUNDS 

SECTION 8771. — INTEREST ON OVERPA. YMENTS 

Statutory period in which a claim must be Gled or action taken for 
interest on a refund of tax overpayment. See Rev. Rul. 57-242, 
page 452. 

CHAPTER 38. — MISCELLANEOUS PROVISIONS 

SECTION 8791(b). — RULES A. ND REGULATIONS: RETRO- 
ACTIVITY OF REGULATIONS OR RULINGS 

Retroactive revocation of exemption of automobile club. See Ct. 
D. 1807, page 518. 

SECTION 8801(b). — MITIGATION OF EFFECT OF LIMITA- 
TION AND OTHER PROVISIONS IN INCOME TAX. CASES: 
CIRCUMSTANCES OF ADJUSTMENT 

REGULATIONS 118, SECTION 89. 8801 (b) — 9: Dis- 
allowed deductions or credits. 

Rev. Rul. 57-18 

Taxpayer, a corporation employing the accrual method of account- 
ing, has, for 1958 and prior calendar years, erroneously deducted New 
Jersey property taxes in the year of payment instead of the year of 
assessment, as required by G. C. M. 15805, C. B. XIV — 2, 80 (1985) 
During the year 1958, the taxpayer paid and deducted the taxes for 
1952 (a year now barred by the statute of limitation) . Under author- 
ity of G. C. M. 15805, hula, the taxpayer also deducted the taxes as- 
sessed and therefore accruable in the year 1958. HeM, the deduction 
for the New Jersey property tax which accrued in 1952, is not a proper 
deduction for 1958, when paid and, therefore, is not allowable. How- 
ever, since a credit or refund attributable to the deduction for such 
tax for 1952 was not barred by the statute of limitations, at the time 
such deduction was originally claimed in 1958, the wrong year, and 
since 1958 is not barred by the statute of limitation, an adjustment 
for 1952 is permissible under section 8801(b) (6) of the Internal Reve- 
nue Code of 1989, provided the provisions of section 8801 are otherwise 
complied with. 



SUBPART B. — RULINGS AND DECISIONS UNDER THE 
FEDERAL FIREARMS ACT 

Rulings and decisions published in Part II, Subpart B, of the In- 
ternal Revenue Bulletin are based on the application of provisions 
of the Federal Firearms Act. 

SECTION 1 
o6 CFR 815. 27: Firearm. 

For the classification of an extension barrel for use on industrial 
guns, see Rev. Rul. 57 — 84, page 434. 

For classification of "DEw~vs" and "unserviceable Grearms" see Rev. 
Rul. 57 — 297, page 483. 





PART III 
ALCOHOL TAX RULINGS AND DECISIONS 

SUBPART A. — RULINGS AND DECISIONS UNDER THE 
INTERNATIONAL REVENUE CODE OF 1954 

Rulings and decisions published in Part III, Subpart A. , of the In- 
ternal Revenue Bulletin are based on the applicatIon of provisions 
of the Internal Revenue Code of 1954 and, unless otherwise noted 
therein, are published without consideration as to any application 
of the provisions of the Internal Revenue Code of 1939, the Federal 
Alcohol Administration Act, or other public laws. 

SUBTITLE E. — ALCOHOL, TOBACCO AND CERTAIN 
OTHER EXCISE TAXES 

CHAPTER 15. — DISTILLED SPIRITS, WINES, AND BEER 

SUBCHAPTER A. — GALLONAGE AND OCCUPATIONAL TAXES 
PART I. — GALLONAGE TAXES, SUBPART A. — DISTILLED SPIRITS 

SECTION 5001. — IMPOSITION', RATE AND ATTACHMENT 
OF TAX 

26 CFR 251. 40: Distilled spirits. Rev. Rul. 57 — 186 
(Also Sections 5041 and 5051; Sections 

251. 42 and 251. 45. ) 
It is held in Revenue Ruling 54-417, C. B. 1954 — 2, 475, that the 

internal revenue tax paid on imported vermouth received in the 
United States and subsequently returned to the foreign country from 
which shipped is not refundable. This ruling also applies in the case 
of tax paid on imported wines other than vermouth and in the case 
of tax paid on imported distilled spirits and beer. The tax, imposed 
by. sections 5001, 5041, and 5051 of the Internal Revenue Code of 1954, 
on distilled spirits, wine, and beer, respectively, brought into the 
United States from a foreign country and paid at the time such 
products were withdrawn from customs custody, can not be refunded, 
even though the products are subsequently returned to the shipper in 
the foreign country. Revenue Ruling 54-417, supra, is hereby sup- 
plemented accordingly. 

(555) 
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For the liberalization in requirements with respect to the listing of 
various tax rates on liquors imported from Puerto Rico and the 
distilled spirits, see Rev. Rul. 57 — 122 below. 

SECTION 5008. — STRIP STAMPS FOR DISTIILED SPIRITS 
T. D. 6224 ' 26 CFR 250. 127: Report of red strip stamps 

used. 
(Also Section 5001; 251. 40. ) 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PARTS 

250 and 251 

Records and reports 

TREASURV DEPARTMENT, 
OFFICE OF COMMISSIONER OF INTERNAL REVENUE 

Washington 86, D. G. 
To Ogcers and jurnp/o~ees of the Internal Revenue Serv7'ee and Others 

Goncerned: 
On September 28, 1956, a notice of proposed rulemaking with respect 

to amendments of. 26 CFR Parts 250 and 251 was published in the 
Federal Register (21 FR 7452). The purposes of the proposed 
amendments as set, forth in the notice are (a) to simplify record- 
keeping and reporting requirements, and (b) to delete the detailed 
listing of various tax rates. 

In accordance with the notice, interested parties were aÃorded an 
opportunity tn submit written data, views, or arguments pertaining 
thereto. No written comlnents were received within the 80-day 
period prescribed. Accordingly, the amendments so published are 
hereby adopted as set forth below: 

PARAGRAPH 1. 26 CFR Part 250, "Liquors and Articles from Puerto 
Rico and the Virgin Islands, " is amended as follows: 

(A) Section 250. 127 is amended to read: 
The insular internal revenue agent will record and report the use of red strip 
stamps on taxpaid spirits bottled for sale to tourists in Puerto Rico as provided 
in f 250. 146. 

(8) Section 250. 146, and the headnote thereto, is amended to read 
as follows: 

' 22 F. R. 657. 

$ 250. 146 REcoED AND REPQRT oF RED STRIP STAMPs. — Insular internal revenue 
agents having custody of red strip stamps will keep a daily record, by denomina- 
tion, of red strip stamps received, used, mutilated, unaccounted for, destroyed 
and on hand at the beginning and end of the day. No form is prescribed for the 
daily records but such records shall be retained to support the monthly report 
At the close of the month, or within 10 days thereafter, the insular internal 
revenue agent will prepare a report, in quadruplicate, of the strip stamps re- 
ceived and used during the month on Form 2260, properly modified. The agent 
will retain one copy and forward three copies to the treasurer; the treasurer 
will retain one copy, forward one copy to the United States Internal Revenue 
Service office, and one copy to the assistant regional commissioner. (68A Stat 
602; 26 U. S. G. 5008) 

(C) Subpart H is amended to read as follows: 
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SUBPART H. — RECORDS AND REPORTS OF LIQUORS FROM PUERTO 
RICO 

( 250, 168 GENERAL REqUIREMENTS. — Except as provided in $ 250. 164, every 
person, other than a tourist, bringing liquors into the United States from Puerto 
Rico shall keep records and render reports of the physical receipt and disposition 
of such liquors in accordance Ivith Part 194 (" Liquor Dealers" ) of this chapter: 
Provided, That regardless of who takes actual physical possession of the liquors 
at the time of their release from customs custody, the records and reports of 
the person actually responsible for such release shall refiect the transaction. 
Records and reports will not be required under this part with respect of liquors 
while in customs custody. (68A Stat. 619, 681; 26 U. S. C. 5114, 5555. ) 

$ 250. 164 PROFRIETORS oF TAxFAm PREMIsEs. — Transactions involving the 
bringing of liquors into the United States from Puerto Rico by proprietors of 
industrial alcohol plants or bonded warehouses, registered distilleries, fruit 
distilleries, and internal revenue bonded warehouses operating taxpaid premises, 
and proprietors of taxpaid bottling houses and rectifying plants shall be recorded 
and reported in accordance with the regulations governing the operations of each 
such premises. (68A Stat. 619, 681; 26 U. S. C. 5114, 5555. ) 

PROCUREMENT OF FORMS 

$250. 16O FORIrs To BE PRCVIDED BY UBERs AT OwN ExFENsE. — Forms 52A, 
52B, and 888 shall be purchased by users from commercial printers and must be 
in the form prescribed: Provided, That, with the approval of the Director, 
Alcohol and Tobacco Tax Division, they may be modified to adapt their use to 
tabulating or other mechanical equipment. (68A. Stat. 619, 681; 26 U. S. C. 
5114, 555o. ) 

(D) The title of Subpart N is amended to read, "REcoRDs AND RE- 
PORTS OF LIQIIORS FROM THE VIRGIN ISLANDS 

(E) Section 250. 274, and the headnote thereto, is amended to read 
as follows: 

)250. 274 GENERAL REqUIREMENTS. — Except as provided in $ 250. 275, every 
person, other than a tourist, bringing liquors into the United States from the 
Virgin Islands shall keep records and render reports of the physical receipt and 
disposition of such liquors in accordance with Part 194 (" Liquor Dealers" ) 
of this chapter: Provided, That regardless of who takes actual physical pos- 
session of the liquors at the time of their release from customs custody, the 
records and reports of the person actually responsible for such release shall refiect 
the transaction. Records and reports will not be required under this part with 
respect of liquors while in customs custody. (68A Stat. 619; 26 U. S. C. 5114. ) 

(F) Section 250. 275 and the headnote thereto is amended to read 
as follows: 

f 250. 275 PRCPRIETCRS oF TAxPAID PREMIsEs. — Transactions involving the 
bringing of liquors into the United States from the Virgin Islands by proprietors 
of industrial alcohol plants or bonded warehouses, registered distilleries, fruit 
distilleries, and internal revenue bonded warehouses operating taxpaid prem- 
ises, and proprietors of taxpaid bottling houses and rectifying plants shall be 
recorded and reported in accordance with the regulations governing the oper- 
ations of each such premises. (68A Stat. 618, 619, 681; 26 U. S. C. 5112, 5114, 
5D55. ) 

(G) Section 250. 276 is revoked. 
H) Section 250. 277 is revoked. 
I) Section 250. 278 is revoked. 
J) Section 250. 279 is revoked. 
K) Section 250. 280 is revoked. 

(L) Section 250. 281 and the undesignated centerhead immediately 
preceding that section are revoked. 

(M) Section 250. 282 is revoked, 
(N) Section 250. 288 is revoked. 
(0) Section 250. 284 is amended as follows: 



5 5008. ] 558 

(1) By striking from the first sentence the phrase "Form 52 F 
Record 52, and". 

(2) By striking from the first sentence the phrase 
": Provided, fmrfher, That where the form is printed in book form (includ 
ing loose-leaf books), the instructions may be printed on the cover or the 
ily leaf of the book instead of on the individual form. ". 

PAR. 2. 26 CFR Part 251, "Importation of Distilled Spirits, Wines, 
and Beer, " is amended as follows: 

(A) Section 251. 40 is amended as follows: 

(1) By striking from the first sentence the phrase "of $10. 50 
per" and inserting in lieu thereof the phrase "prescribed by law on 
each". 

(2) By striking the last sentence. 

(B) Section 251. 41 is amended as follows: 

(1) By strikino from the first sentence the phrase "of $10. 50 per 
wine gallon" anf inserting in lieu thereof the phrase "prescribed 
by law on each wine gallon, ". 

(2) By striking the last sentence. 

(C) Section 251. 42 is amended as follows: 

(1) By placing the phrase "including imitation, substandard, 
or artificial wine, and compounds sold as wine, having not in 
excess of 24 percent of alcohol by volume" in the first sentence 
within parenthesis. 

(2) By striking from the, first sentence the phrase "rates shown 
below, such taxes to be" and inserting in lieu thereof the phrase 
"rates prescribed by law; such tax to be". 

(3) By inserting in the third sentence, which begins "Fractions 
of less", immediately after the phrase "converted to the next", the 
word "full". 

(4) By striking paragraphs (a), (b), (c), (d), and (e). 
(5) By striking the paragraph designation only from para- 

graph (f). 
(D) Section 251. 45 is amended as follows: 

(1) By striking from the first sentence the phrase "an internal 
revenue tax of $9. 00" and inserting in lieu thereof the phrase "the 
internal revenue tax prescribed by section 5051, I. R. C. , ". 

(2) By striking the second sentence, which begins "on and 
after". 

(E) Subpart I is amended to read as follows: 

SUBPART I. — IMPORTER'S RECORDS AND REPORTS 

REcoRD AND REPDRT oF RED STRIP STAMPs 

$251. 130 DAILT REcoRD, PART I, FoRM 96. — Importers shall keep a daily 
record on part I of Form 96 of red strip stamps procured and used. A separate 
page in a single copy is required for each denomination of stamps. (68A Stat 
612, 619; 26 U. S. C. 5008, 5114. ) 

$ 251. 131 MDNTHT REPDRT, PARTs II AND III, FoRM 96. — At the close of the 
month, importers shall prepare parts II and III of Form 96, in triplicate, report- 
ing on part II the red strip stamps procured and used during the month, and oa 
part III the stamps shipped abroad to importer's agents. On or before the 10th 
day of the succeeding DIonth, one copy shall be forwarded to the assistant «- 
gional commissioner of the region in which the business of the importer is con- 
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ducted, and one copy shall be forwarded to the collector of customs who approved 
the importer's requisitions. The reruaining copy shall be retained for filing in 
accordance with $ 251. 136. (68A Stat. 602; 26 U. S. C. 5008. ) 

) 251. 132 SEPARATE RzcoRD FoR EAcII PLAcE oF BUsINzss. — Where an importer 
has more than one place of business, a separate record on part I of Form 96 shall 
be maintained on the premises of each place of business. A separate monthly 
report (parts II and III) shall also be rendered for each place of business. 
Where an agent procures stamps for several importers, the agent shall keep a 
separate record for each importer on part I of Form 96 of all stamps sent abroad 
or retained on his premises for the account of the importer, Separate monthly 
reports (parts II and III) shall be rendered by the agent in the name of each im- 
porter to the assistant regional commissioner of the region in which the stamps 
are procured. (68A Stat. 602, 681; 26 U. S. C. 5008, 5555. ) 

REcoRD AND REPoRT oF IMPoRTED LIqUCRB 

) 251. 133 GENzRAI, REQUIREMENTs. — Except as provided in $ 251. 134, every 
importer who imports distilled spirits, wines, or beer shall keep records and 
render reports of the physical receipt and disposition of such liquors in accord- 
ance with Part 194 (" Liquor Dealers" ) of this chapter: Provided, That re- 
gardless of who takes actual physical possession of the liquors at the time of 
their release from customs custody, the records and reports of the person actually 
responsible for such release shall reflect the transaction. Records and reports 
will not be required under this part with respect of liquors while in customs 
custodv. (68A Stat. 619, 681: 26 U. S. C. 5114, 5555. ) 

$ 2O1. 134 PzoPRIETozs oF TAxPAID PREMIszs. — Importing operations conducted 
by proprietors of industrial alcohol plants or bonded warehouses, registered 
distilleries, fruit distilleries, and internal revenue bonded warehouses operating 
taxpaid premises, and proprietors of taxpaid bottling houses and rectifying 
plants shall be recorded and reported in accordance with the regulations gov- 
erning the operations of each such premises. (68A Stat. 619, 681; 26 U. S. C. 
5114, 5555. ) 

5251. 135 FoRMs To BE Pzovmzn Rx UsERs AT OwN ExPENsE. — Forms 52A, 
52B, and 338 shall be provided by importers at their own expense, but must be 
in the form prescribed: Provided, That with the approval of the Director, Alco- 
hol and Tobacco Tax Division, they may be modified to adapt their use to 
tabulating or other mechanical equipment. (68A Stat. 618, 619, 681; 26 U. S. C. 
5112, 5114, 555O. ) 

FILING AND RETENTION OF RECORDS AND REPORTS 

$251. 136 FII, ING. — If the importer maintains loose-leaf records of receipt 
or disposition, one legible copy of each such record shall be marked or stamped 
"Government File Copy", and shall be filed not later than the close of the business 
day next succeeding that on which the transaction occurred. All records 
required by this part, and legible copies of all reports submitted to the assistant 
regional commissioner shall be filed separately, chronoligically, and in numerical 
sequence within each date, at the importer's place of business to which they 
relate: Provided, That upon application, the assistant regional commissioner 
may authorize the files, or any individual file, to be maintained at other 
premises under control of the importer, if he finds that such maintenance will 
not delay the timely filing of any document, or cause undue inconvenience 
to internal revenue officers desiring to examine such files. Supporting documents, 
such as consignors' invoices, delivery receipts, bills of lading, etc. , or exact 
copies thereof, may be filed in accordance with the importer's customary 
practice. Documents supporting records of disposition shall have noted thereon 
the serial numbers of the records of disposition to which they refer. (68A. Stat. 
619, 681; 26 U. S. C. 5114, 5555. ) 

$251. 137 RETzNTIoN. — All records prescribed bv this part, documents or 
copies of documents supporting such records, and file copies of reports submitted 
to the assistant regional commissioner shall be preserved for a period of not 
less than two years, and during such period shall be available, during business 
hours, for inspection and the taking of abstracts therefrom by internal revenue 
officers. Any records, or copies thereof, containing any of the information 
required by this part to be prepared, wherever kept, shall also be made available 
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for such inspection and the taking of abstracts therefrom. (68A Stat. 619, 
681; 26 U. S. C. 5114, 5555 ) 

This Treasury Decision shall be effective on the first day of the 
first month which begins not less than 30 days after the date of 
publication in the Federal Register. 

(This Treasury Decision is issued under the authority contained jn 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805) . ) 

O. GORDol DEI, K. , 
Acting Cornrnwsioner of Interna/ Remen)Ae. 

RALPH KELLY& 
Cornrnissioner of Customs. 

Approved January 29, 1957. 
~. RANDOLPI'I BURGESS) 

Acting 8ecretary of the Treasury. 
(Filed by the Division of the Federal Register on January 81, 1957, at 8: 50 a. m. , 

and published in the issue of the Federal Register for February 1, 1957, . 22 
F. R. 657. ) 

SUBPART B. — RECTIFICATION 

SECTION 5021. — IMPOSITION AND RATE OF TAX 

26 CFR 280. 189: Reduction of spirits. 

For use of partially demineralized water in reducing the proof of 
distilled spirits, see Rev. Rul. 57 — 122 below. 

Rev. Rul. 57-122 26 CFR 285. 845: Form 27 — B Supplemental. 
(Also Section 230. 189. ) 

The Internal Revenue Services discusses the extent to which par- 
tially demineralized water may be used in reducing the proof of dis- 
tilled spirits without such use constituting taxable rectification. 

Rev, Rul. o4-619, C. B. 1954 — 2, 461, supplemented. 

Advice has been requested whether partially demineralized water 
may be used in reducing the proof of spirits without such use con- 
stituting taxable rectification. 

Revenue Ruling 54 — 619, C. B. 1954 — 2, 461, holds that the use of 
demineralized (deionized)) water treated with a small quantity of 
citric acid or hydrochloric acid (approximately one-half pound of 
acid per 1, 000 gallons of water) in the reduction in proof of spirits 
constitutes taxable rectification. Since publication of the ruling, it 
has been brouf)ht to the attention of the Internal Revenue Service that 
partially demineralized water may be similar to completely deionized 
water treated as provided therein. 

The use of. partially demineralized water will be permitted in re- 

ducing the proof of spirits only as follows: 
(1) The use of water, treated by a demineralization process ill 

which the pH is not reduced below 5, after boiling to remove 
carbondioxide, will be allowed for reducing the proof of dis- 

tilled spirits without incurring the rectification tax and without 
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the necessity of submitting a statement of the demineralization 
pl'ocess. 

(2) '8 hen a process of partial demineralization, in which the 
pH is reduced below 5 but not below 8. 2, is to be used in preparing 
water for use in reducing the proof of distilled spirits, water 
sa, mples representative of the process must be submitted, by each 
distiller or rectifier, to the appropriate. field once laboratory 
for examination. The rectification tax will not be incurred by 
the use of demineralized water in this pH range. 

(8) Water treated by demineralization or other process, in 
which the pH is reduced below pH 8. 2, may not be used for 
reducing the proof of distilled spirits unless it can be shown that 
such use would not present a health hazard. The use of water 
having an acidity below pH 8. 2 would constitute rectification, and 
any questions concerning its use for reducing the proof of dis- 
tilled spirits must be referred to the Director, Alcohol and 
Tobacco Tax Division, Washington 25, D. C. 

Revenue Ruling 54 — 619, C. B. 1954 — 2, 461, is hereby supplemented. 

SUBPART C. — WINES 

SECTION 5041. — IMPOSITION AND RATE OF TAX 
26 CFR 285. 465: Additional wine tax. 

For the revision in the listing of various tax rates applicable to 
liqueurs, cordials, and wines, see T. D. 6221, page 56. 

26 CFR 251. 42: Wines. 

For information with respect to tax paid on wine imported into 
the United States and subsequently returned to the shipper, see Rev. 
Rul. 57 — 186, page 555. 

SECTION 5042. — EXEMPTION FROM TAX 
26 CFR 240. 544: General. Rev. Rul. 57 — 158 

Unfermented cider, or natural cider containing not more than 
one-half of one percent alcohol by volume is not subject to the wine 
provisions of the Internal Revenue Code. Fermented cider is the 
non-effervescent product of the normal alcoholic fermentation of 
apple juice only. For fermented cider to be exempt from tax and 
the wine provisions of the Code, it must be produced on other than 
bonded wine cellar or bonded winery premises, without the use 
of preservative methods or materials, and must be sold or offered 
for sale as cider and not as wine or as a substitute for wine. 

Advice has been requested regarding the production, labeling, and 
sale of fermented cider, otherwise than on bonded wine cellar or 
bonded winery premises, and the application thereto of section 
5042(a) (1) of the Internal Revenue Code of. 1954 and section 240. 544 
of the Wine Regulations. 
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Unfermented cider, or natural cider containing not more than one- 
half of one percent of alcohol by volume, whether or not made with 
the use of preservative methods or materials, is not subject to the pro- 
visions of chapter 51 of the Internal Revenue Code. 

The fermented cider which is exempt from the wine tax and the 
provisions of subchapter F of chapter 51 of the Code is the non-efi'er- 
vescent product of the normal alcoholic fermentation of apple juice 
only. To be within the statutory exemption, such eider must be pro- 
duced on other than bonded wine cellar or bonded winery premises 
without the use of preservative methods or materials and must be 
sold or ofFered for sale as cider and not as wine or as a substitute for 
wine, as provided by section 5049(a) (1) of the Code and section 
240. 544 of the Wine Regulations. 

The pasteurization of fermented cider has the efiect of preserving 
or stabilizing the product and, therefore, makes the product subject 
to the provisions of internal revenue law relating to wine, including 
the wine tax. Other processes or materials which have the e8ect of 

reserving such cider or changing its character from that prescribed 
y the law likewise make the product subject to the provisions of 

internal revenue law relating to wine, including the wine tax. Ac- 
cordingly, sweetening fermented. cider with sugar or syrup removes 
such cider from the statutory exemption. Ordinary methods of fil- 
tration, with or without the use of a filter aid, or refrigeration, would 
not efiectively preserve or stabilize fermented cider for commercial 
distribution, and therefore, the use of such methods would not, in 
the absence of any specific findings to the contrary, constitute the use 
of preservative methods or materials prohibited by the Code for the 
production of tax-free cider. 

It is also held that compliance with the requirements of state law 
providing that a producer of fermented cider must obtain a license 
and that the product may be sold only by the producer or by beer 
and liquor dealers would not necessitate a determination that the 
product must be made on bonded wine cellar premises subject to the 
wine tax, provided the product is labeled clearly as cider and the 
label does not indicate or infer that the product is wine or a substitute 
for wine. 

SUBPART D. — BEER 

SECTION 5051. — IMPOSITION AND RATE OF TAX 
96 CFR 251. 45: Rate of tax. 

For information with respect to tax paid on beer imported into 
the United States and subsequently returned to the shipper, see Rev. 
Rul. 57 — 186, page 555. 
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SECTION 5057. — REFUND AND CREDIT OF TAX, OR 
RELIEF FROM LIABILITY 

26 CFR 245. 1. 60 '. Beer returned for recondi- 
tioning, use as material or destruction. 

Section 5057 of the Internal Revenue Code of 1954 provides in part 
that any tax paid by any brewer on beer produced in the United States 
may be refunded or credited to him, or, if the tax has not been paid, 
the brewer may be relieved of liability therefor, if such beer is removed 
from the market before transfer of title thereto to any person, and 
such beer is returned to the brewery for reconditioning, for use as 
materials, or is destroyed under the supervision required by the regu- 
lations. FIeld, where beer is removed from the brewery to adjacent 
premises for package testing purposes and subsequently destroyed 
under Government supervision, such beer was not placed on the market 
for sale and removed therefrom within the meaning of section 5057 
of the Code, but was removed for package testing only and was not 
intended for sale. Accordingly, the tax on such beer cannot be re- 
funded or credited to the brewer. For a ruling with respect to the 
removal of beer free of tax for such testing purposes, see Revenue 
Ruling 56 — 236, C. B. 1956 — 1, 705. 

26 CFR 245. 163: Beer lost or destroyed by Rev. Rul. 57 — 83 
fire, casualty, or act of God. 

The tax or beer lost through breakage after removal from the 
brewery and upon or after receipt of the beer on the premises of a 
brewer's wholesale branch is subject to the refund provisions of section 
245. 168 of the Beer Regulations, provided the branch is wholly owned 
and operated by the producing brewer and that t-'tie to the beer remains 
with the brewer at the time of the loss. No official forms or records 
have been prescribed solely for the purpose of supporting claims for 
refund of taxes on such losses. Ho~ever, if the records of receipts, 
sales, inventories, and breakage are kept accurately at the branch pur- 
suant to section 245. 225 of the regulations, such records will, in most 
cases, adequately support a claim for refund. See also Revenue Rul- 
ing 55 — 343, C. B. 1955 — 1, 568, which relates to the monthly filing of 
claims for losses due to breakage, etc. , before title to the beer is trans- 
ferred to another person. 

SUBPART E. — GENERAL PROVISIONS 

SECTION 5062. — REFUND AND DRAWBACK IN CASE OF 
EXPORTATION 

26 CFR 252. 54: Gauging of spirits and wines. Rev. Rul. 57 — 159 

Section 5062(b) of the Internal Revenue Code of 1954 provides in 
part for the allowance, under regulations, of drawback equal in 
amount to the tax found to have been paid on domestic distilled spirits, 
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upon the exportation thereof. VeM, in calculating the proof gallons' 
per case of distilled spirits bottled especially for export with benefit 
of drawback, the result may be carried to more than one decimal, 
depending upon the size of the bottles, number of bottles per case, 
and the proof of the spirits, since the claimant is entitled to drawback 
of the tax paid on the total proof gallons involved. Ordinarily the 
computation of proof gallons is carried out to two decimal places, but, 
in cases where the claimant would lose an appreciable amount of tax, 
the calculation may be extended to three decimal places. For example, 
1, 000 cases of distilled spirits bottled at 87 degrees of proof in four- 
fifths quart bottles contain 2, 088. 0 proof gallons on which the tax was 
paid, or 2. 088 proof gallons per case. If the tax per case is computed 
to only one decimal, the claimant would lose the tax on 88 proof gal- 
lons. Should only two decimal points be used, the bottler would 
still lose the tax on eight proof gallons. 

PART II. — OCCUPATIONAL TAX 

SUBPART A. — RECTIFIER 

SECTION 5082. — DEFINITION OF RECTIFIER 

26 CFR 285. 35: General. Rev. Rul. 57 — 84 

Section 5082 of the Internal Revenue Code of 1954 defines a rectifier 
as a person who "rectifies, purifies, or refines distilled spirits or wines 
by any process * * *, and every wholesale or retail liquor dealer who 
has in his possession any still or leach tub, or who keeps any other 
apparatus for the purpose of refining in any manner distilled 
spirits, * * ~. " Veld, in order to subject a wholesale or retail liquor 
dealer who possesses rectifying equipment other than a still or leach 
tub to liability for the rectifiier's special tax, it must appear that the 
equipment is kept by him for the purpose of refining distilled spirits. 

SUBPART C. — MANUFACTURERS OF STILLS 

SECTION 5104. — METHOD OF PAYMENT OF TAX ON 
STILLS 

26 CFR 196. 34: Special tax return. Rev. Rul. 57-98 
(Also Section 6651. ) 

A manufacturer of stills intended for distilling failed to pay the 
special (commodity) tax on a still and condenser removed from the 
place of manufacture. Section 5104 of the Internal Revenue Code 
of 1954 provides that the tax on stills or worms shall be paid by 
stamp, denoting the tax, under such regulations as the Secretary of 
the Treasury or his delegate may prescribe. Section 196. 34 of the 
Regulations relating to Stills provides that the tax shall be paid by the 
manufacturer pursuant to the filing of Form 11, Special Tax Return 
Section 196. 88 of the regulations contains a specific requirement that 
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the special (commodity) tax be paid before the still, worm, or con- 
denser is removed from the place of manufacture. Section 6651 of the 
Code provides for the assertion of a delinquency penalty for failure to 
file a return unless such failure is due to reasonable cause. Held, 
because of the failure of a manufacturer to file a return and make pay- 
ment of the tax before removal of the still and condenser, the delin- 
quency penalty is due, computed from the time the still and condenser 
were removed from the place of manufacture, unless reasonable cause 
for the delinquency exists. 

SUBPART D. — WHOLESALE DEALERS 

SECTION 5113. — EXEMPTIONS 
26 CFR 194. 169: Persons having right 

of succession. 
Rev. Rul. 57 — 172 

A receiver for a solvent partnership mav succeed to the special 
tax stamp as a retail liquor dealer provided a return on Form 11, 
showing the basis of the succession, is timely filed. The partnership 
would not incur a new special tax liability in the event business op- 
erations were resumed by it during the period covered by the exist- 
ing special tax stamp provided an amended return is timely filed 
showing resumption of activities. 

Advice has been requested whether a reciver for a solvent partner- 
ship, who has been appointed for a limited period of time, may suc- 
ceed to the retail liquor dealer special tax stamp issued to the 
partnership and also v;hether the original partnership would incur a 
new liability from the date business operations were again resumed 
by it. 

Section 194. 168 of the Regulations relating to Liquor Dealers pro- 
vides in part that certain persons other than the special taxpayer may, 
without incurring additional special tax liability, carry on the same 
business at the same address for the remainder of the taxable period 
for which the special tax w@s paid. To secure such right, the person 
or persons continuing the business must file with the District Director 
of Internal Revenue, within 80 days after the date upon which the 
successor begins to carry on the business, Form 11, Special Tax Re- 
turn, showing the basis of the succession. Section 194. 169 of the regu- 
lations lists the persons having such right of succession and includes a 
receiver or trustee in bankruptcy, or an assignee for the benefit of 
creditors. 

It is held that a receiver for a solvent partnership, as in the case 
of an insolvent taxpayer, may succeed to a special tax stamp, provided 
a return on Form ll is filed in accordance v ith the provisions of sec- 
tion 194. 168 of the regulations. It is further held that the partnership 
would not incur a new special tax liability in the event business opera- 
tions were resumed by it during the period covered by the special tax 
stamp if a timely return on Form 11 showing resumption of operations 
by the partnership v-ere filed with the appropriate District Director 
of Internal Revenue. 

484787' — 58 87 
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SECTION 5114. — RECORDS 

26 CFR 194. 215: Proprietors, 

(Also Sections 5041, 5197; 285. 465, 221. 728. ) 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PARTS 194, 

195, 216, 220, 221, 225, 280, 295, AND 240 

T. D. 6221 ~ 

Records and reports 

TREASURY DEPARTMENT) 
OFFICE OI' COMMISSIONER OF IXTKRXAL REVENUE, 

W'ashi ngton 8G, D. C. 
To Officers and Employees of the Internal Revenue Service and 

Others Concerned: 
On September 20, 1956, a notice of proposed rulemaking with re- 

spect to amendments of 26 CFR Parts 194, 195, 216, 220, 221, 225, 280, 
235, and 240 was published in the Federal Register (21 FR 7148), 
The purposes of the proposed amendments as set forth in the notice 
are (a) to simplify recordkeeping and reporting requirements, (b) to 
delete detailed listing of various tax rates, and (c) to eliminate re- 
quirements for submission of reports on Form 1686 by storekeeper- 
gaugers. 

In accordance with the notice, interested parties were afForded an 
opportunity to submit written data, views, or arguments pertaining 
thereto. No written comments )vere received within the 80-day period 
prescribed. The amendments as so published have been modified and 
are hereby adopted as set forth below: 

PARAGRAPII 1. 26 CFR Part 194, "Liquor Dealers, " is amended as 
follows: 

(A) Section 194. 215, and the headnote thereto, is amended to read: 
$ 104. 215 PnopniEroas. — Wholesale liquor dealer operations conducted by pro- 

prietors of industrial alcohol plants or bonded warehouses, registered distill- 
'eries, fruit distilleries, internal revenue bonded warehouses, taxpaid bottling 
houses, and rectifying plants shall be recorded and reported in accordance with 
the regulations governin the operations of each such premises. (68A Stat. 
610, 687, 652; 26 U. S. ( . 5114, 5107, o285. ) 

(8) Section 194. 260, and the headnote thereto, is amended to read: 

Nw 
184. 260 REqvzaEMENrs ANn pnocEnvRE. — Wholesale dealers in liquors may 

package alcohol for industrial purposes in containers in excess of 1 ivine gallon 
and less than 5 wine gallons aud shall be governed as to such operations by those 
provisions of Part 280 of this chapter which are applicable. Form 27 E, 
properly modified, must be submitted to, and be approved by, the assistant 
regional commissioner before any packaging operations may be conducted. The 
provisions of part 280 relatin" to procuring, accounting for, overprinting as to 
denomination, and attaching red strip stamps must be folloived, except that 
requisitions on Form 428 for red strip stamps will be submitted to the assistant 
regional commissioner for approval. Tbe wholesale dealer shall keep records, 
dailv, shoiving the bulk alcohol received, dumped, packaged, and disposed of, 
and the name and address of each consignor and consignee. paekagin" opera- 
tions will be carried on without the supervision of a storekeeper-gauger, and 
the preparation of Forms 260 will not be required. A monthly report of 
strip stamp transactions on Form 2260, and of alcohol transactions on Form 

' The publication of this Treasury Decision in 22 F. R. 111 dated January 4, 195L 
contains (1) a series of instruct(uri for modifying the notice of proposed rulemaldng 
published in 21 F. R. 7148, dated September 20, 1956, and (2) the full context of the 
regulations with such modifications. As here published the Treasury Decision refiects 
the full context of such regulations, with modifications. The individual instructions 
have been omitted. 
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52 D properly modified, shall be submitted to the assistant regional commissioner, 
as prescribed in Part 280. Records, documents or copies of documents support- 
ing such records, and copies of reports submitted to the assistant regional 
commissioner shall be filed on the wholesale dealer's premises, and shall be 
retained as prescribed in $ 194. 284. (GSA Stat. 602, 639; 26 U. S. C. 5008, 5214, ) 

Par. 2. 26 CFR 195, "Production of Vinegar by the Vaporizing 
Process, " is amended as follows: 

(A) Section 195. 152 is amended by striking the second and third 
sentences and inserting in lieu thereof the sentence, "The quantities 
of fermenting and distilling materials received and used must be 
determined and recorded at the time of receipt and use as provided 
in NI 195. 175. ". 

(B) Section 195. 158, and the headnote thereto, is amended to read: 
(I 195. 158 REMovAL oF FKRIfENTING MATERIAL FRGM PREbfisES. — The removal 

of fermenting material from the premises shall be recorded in the records 
required by $ 195. 175, and reported on the monthly report, Form 1628. The 
reasons for such removal shall be stated in the record. 

(C) Section 195. 155 is amended by striking the phrase "Form 
1628. " and inserting in lieu thereof the phrase "the record required by 
f 195. 175. ". 

(D) Section 195. 159 is amended by striking from the second 
sentence, which begins, "The receiving tanks", the phrase "on Form 
1628, as indicated by the headings of the columns and the instructions 
printed on the form" and inserting in lieu thereof the phrase "by the 
proprietor on the records required by I) 195. 175". 

(F) Section 195. 160 is amended by striking the words "manufacture 
of vinegar: Provided, That the quantity thus removed or used is 6rst 
accurately ascertained, and recorded on Form 1628" and inserting 
in lieu thereof, "manufacture of vinegar. The quantity thus re- 
moved or used must b'e determined and recorded by the proprietor on 
the records required by $ 195. 175. ". 

(F) Section 195. 161 is amended as follows: 
(1) By striking the phrase "reported monthly" and. inserting 

in lieu thereof the phrase "reported in the proprietor's monthly 
report, Form 1623". 

(2) By striking the second and third sentences. (6) Subpart, 
L is amended to read as follows; 

SUBPART L. — PROPRIETOR'S RECORDS AND REPORTS 

(I 195. 175 DAIL+ REconns. — The proprietor of every vinegar factory shall 
keep daily records of operations which shall contain all data necessary (1) to 
enable internal revenue otficers to verify and trace each lot of low wines from 
receipt of material to production of finished vinegar, and to ascertain whether 
there has been compliance with all internal revenue laws and regulations relat- 
ing thereto, and (2) to provide the proprietor with records for compiling the 
monthly report on Form 1623. Such records shall clearly and accurately refiect 
the following: 

(a) The receipt and disposition of each lot of fermenting or distilling 
material. 

(b) The kind and quantity of fermenting material used, the quantity of 
mash sct, and the quantity of distilling material produced (serial numbers of 
fermentcrs shall be shown on such records). 

(c) The quantity of distilling material used, and thc quantity of low 
wines produced. 

(d) The quantity of vinegar produced. 
(e) The quantity of vinegar removed (including losses). 



$ 5114. j 

In addition to any other information shown therein, the records shall show 
the date of each transaction or operation and, where applicable, the indentity of 
each consignor and consignee. Quantities of fermenting materials shall be given 
in terms of poumls of dry measure and wine gallons of liquid measure. Quan 
tities of low wines shall be given in terms of proof gallons. Quantities of vinegar 
shall be given in ternis of gallons of 100-grain strength. All information required 
to be shown in the daily records required by this section shall be assembled or 
entered, as the case may be, by the close of the business day next succeeding the 
day on which the transaction occurs. The assistant regional commissioner may 
require additional information which he considers necessary. 

$ 195. 176 MONTHLY REPoRT, FoRM 1628. — At the end of each month the pro- 
prietor shall prepare a report on Form 1626, in duplicate, showing a monthly 
summary account of fermenting and distilling materials, low wines, and vinegar. 
On or before the 10th day of the succeecling month, the proprietor shall forward 
the original to the assistant regional commissioner and retain the duplicate. 

$ 195. 177 FILING AND RETENTIDN oF REcoans AND REPGRTs. — All records 
required to be maintained by this part, and legible copies of all reports submitted 
to the assistant regional commissioner, shall be Gled and maintained by the pro- 
prietor for a period of not less than two years in such manner as to facilitate 
inspection by internal revenue oificers. Records and reports shall be available 
during regular business hours for examination and taking of abstracts therefrom 
by internal revenue oillcers. 

(H) Section 195. 202 is amended by changing the first sentence to 
read, "The predecessor shall report on his Form 1628 all fermenting 
or distilling materials, materials in process, and low wines transferred 
to his successor, who shall in turn report such items on his Form 1628 
as received from his predecessor. ". 

(I) Section 195. 208 is amended by striking the last sentence and 
inserting in lieu thereof the following new sentence, "The fiduciary 
will make appropriate notation on Form 1628, and the records required 
by $ 195. 175, of his succession and the date thereof. ". 

(J) Section 195. 210 is amended by striking the last sentence and 
inserting in lieu thereof. the following new sentence, "All fermenting 
and distilling materials, low wines, and vinegar must be accounted 
for on Form 1628, the original of which must be marked 'Final report, 
permanent discontinuance of business, ' and must be submitted to the 
assistant regional commissioner. ". 

PAR. 8. 26 CFR Part 216, "Denaturation of Rum, " is amended as 
follows: 

(A) Section 216, 211 is amended by placing a period after the 
phrase "will not be required" and striking the remain8er of the section. 

(B) Section 216214 is amended to read: 
All samples of denatured rum furnished by the proprietor shall be recorded 

in the records required by g 216. 615. 

(C) Section 216. 248 is amended by striking the fifth and sixth 
sentences, which begin, "TJpon removal" and "The foreign", respec- 
tively, and inserting in lieu thereof the following new sentence, "The 
proprietor shall record the removal of the denatured rum from the 
warehouse on the records required by $ 216. 815. ". 

(D) Section 216, 285 is amended by striking all sentences except the 
first. 

(E) Section 216. 297 is revoked. 
(F) Subpart X is amended to read as follows: 
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SUBPART X. — PROPRIETOR'S RECORDS AND REPORTS 

)216. 815 DESILT RECDEDS. — The proprietor shall keep daily records of de- 
naturing operations which shall contain all data necessary (1) to enable internal 
revenue oificers to identify and trace the movement of each lot of rum from re- 
ceipt to disposition, and to ascertain whether there has been compliance with 
all internal revenue laws and regulations relating to such rum, and (2) to pro- 
vide the proprietor with records for compiling his monthly report on Form 575, 
Such records shall clearly and accurately rellect the following: 

(a) The receipt of each lot of rum. 
(b) The quantities of rum and denaturant used. 
(c) The quantity of denatured rum produced. 
(d) The quantity of denatured rum packaged. 
(e) The quantity of denatured rum removed from the premisis (includ- 

ing samples and losses) . 
In addition to any other information shown thereon, the records shall show the 
date of the transaction or operation, the number of packages and their serial 
numbers (identifying pipeline receipts as such), the identity of each consignor 
and consignee, and, where available, the serial numbers of applications and 
basic permits. In the ease of exportations, the number of the car and the route, 
or the name of the vessel by Ivhich, and the port through v hich, the denatured 
rum is to be exported, will be shown. Quantities shall be recorded in wine gal- 
lons except that the quantity of rum received shall be recorded in proof gallons, 
and the quantity of rum used for denaturation shall be shovvn in wine and proof 
gallons. All information required to be shown in the daily records required by 
this section shall be assembled or entered, as the case may be, bv the close of the 
business day next succeeding the day on which the transaction occurs. The as- 
sistant regional commissioner may require additional information which he con- 
siders necessary. (68A Stat. 681; 26 U. S. C. 5555. ) 

)216. 816 MONTIILT REPoaT, FoaM 575. — At the end of each month the pro- 
prietor shall prepare a report on Form 575, in duplicate, showing a monthly sum- 
mary account of all rum, denaturants, and denatured rum. Form 575 shall be 
prepared and executed in accordance with the instructions on the form, and as 
required by this part. The quantities of rum, denaturant, and denatured rum 
reported as on hand at the end of the month shall be deterroined by actual in- 
ventory: Provided, That in the absence of any evidence of casualty or theft, the 
transfer gauge of packages of rum, and the fillin gauge of packages of denatured 
rum may be used as the inventory of such packages. The actual quantities of 
rum, denaturant, and denatured rum held in tanks must be ascertained. On or 
before the 10th day of the succeeding month, the proprietor shall submit both 
copies of the report to the storekeeper-gauger. 

) 216. 817 FILING AND RETENTIDN oE REcoRDs AND REPoRT8. — All records re- 
quired to be maintained by this part, and legible copies of all reports submitted to 
the assistant regional commissioner shall be filed and maintained by the pro- 
prietor for a period of not less than two years in such manner as to facilitate 
inspection by internal revenue oificers. Records and reports shall be available 
during regular business hours for examination and taking of abstracts there- 
from by internal revenue officers. 

(6) Section 916. 325 is amended to read: 
Where denatured rum is for any reason returned to the denaturing bonded 

warehouse by a bonded dealer or manufacturer or by the carrier, as provided in 
Part 182 of this chapter, the proprietor will maintain a record of the return as 
required by II '216. 815. The total quantity of such rum, identified as "Denatured 
rum returned, " will be entered as a debit on the monthly report, Form 575. 
Shipments of such rum will be included in the total of removals for the month. 

(H) Section 216. 331 is amended to read: 
Separate records will not be required for operations under a new individual 

or corporate name, or under each trade name or style, but the proprietor must 
note on each record, and on the monthly report, Form 575, the individual or 
corporate name or the trade names or styles under which operations were con- 
ducted during the month, and the dates of operation under each. 
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(I) Section 216. 841 is amended as follows: 
(1) By striking the word "enter" in two places in the first sen- 

tence and inserting in lieu thereof the word "report". 
(2) By striking from the last sentence the phrase "on Form 575 

of his succession" and inserting in lieu thereof the phrase "of his 
succession, and the date thereof, on Form 575 on the records re- 
quired by $ 216. 815". 

PAR. 4. 26 CFR Part 220, "Production of Distilled Spirits, " is 
amended as follows: 

(A) Section 220. 867 is amended as follows: 
(1) By striking from the first sentence the word "distilling". 
(2) By inserting in the first sentence, immediately after the 

phrase "distillery premises", the phrase "for use in the production 
of distilled spirits, ". 

(3) By striking from the second sentence the phrase "or bills of 
lading" and inserting in lieu thereof the phrase ", bills of lading, 
or prescribed forms". 

(4) By inserting a comma after the phrase "commercial in- 
voices" in the third sentence. 

(B) Section 220. 369, and the headnote thereto, is amended to read: 
$ 220. 369 DETERMINING QUANTITIES oF MATERIALs UBED. — The distiller shall 

determine daily the quantity of (a) each lot of materials used in the production 
of each type of spirits, and (b) each lot of materials capable of producing spirits 
used in preparing yeast mash. He shall prepare dated, signed quantity reports, 
in duplicate, and shall furnish the original thereof to the storekeeper-gauger 
not later than the morning of the business day next succeeding the day on which 
the materials were weighed or measured. The quantities determined by the dis- 
tiller shall be refiected in the records of production prescribed by $22(). 755. 
Where materials are to be used for producing spirits, the quantity reports shall 
show the tvpe of mash being set (" molasses, " "wheat, " "corn in excess, " "rve 
in excess, " etc. ) and the serial number of each fermenter being filled. (68A Stat. 
637; 26 U. S. C. 5197. ) 

(C) Section 220. 870 is revoked. 
(D) Section 220. 871 is revoked. 
(K) Section 220. 878 is revoked. 
(F) Section 220. 874 is amended by changing the first sentence to 

read, "The distiller will not be required to prepare weight or quantity 
slips of materials used in preparing pure yeast cultures or jug yeast 
which is added to the yeast mash, or to record the same on his records 
of production. ". 

(6) Section 220. 879 is amended as follows: 
(1) By changing the headnote to read "Measurement of fer- 

menters". 
(2) By striking the phrase "Form 1598" in the first sentence, 

and inserting in. lieu thereof the phrase "the record of production 
required by $ 220. 755". 

(8) By striking the remaining sentences of the section. 
(H) Section 220. 881 is revoked. 
(I) Section 220. 889 is amended by changing the last sentence to 

read, "The quantity of finished spirits produced will be determined 
and recorded daily on the record of production required by I) 220. 755. " 

(J) Section 220. 409 is amended as follows: 
(1) By striking from the second sentence the word "imme- 

diat. e". 
(2) By striking the last sentence. 
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K) Section 220. 416 is revoked. 
L) Section 220. 417 is amended as follows: 

(1) By inserting a period after the phrase "removed for de- 
naturation or destroyed" and striking the remainder of the sen- 
tence. 

(2) By adding at the end of the section the following new 
sentence, "The distiller shall maintain records of the removal or 
destruction of such distillates, as required by $ 220. 756. ". 

(M) Section 220. 420 is amended as follows: 
(1) By striking the second sentence, which begins, "Such 

gauge 
(2) By striking from the fourth sentence, which begins, "The 

destruction must", the word "immediate". 
(3) By striking the last sentence and inserting in lieu thereof 

the following new sentence, "The destruction will be reported by 
the distiller on Form 1598. ". 

(N) Section 220. 424 is amended by striking the last sentence and 
inserting in lieu thereof the following new sentence, "The distiller 
shall inaintain a record of all removals of distilled water, showing the 
date of removal, the name and address of the consignee, and the 
quantity removed. ". 

(0) Section 220. 433 is amended as follows: 
(1) By striking the second sentence, which begins, "Such 

removals". 
(2) By adding at the end of the section the following new 

sentence, "The distiller shall maintain records showing the date 
of removal, the name and address of the consignee, and the quan- 
tity removed. ". 

(P) Section 220. 434 is amended as follows 
(1) By striking from the second sentence, which begins, "If 

the washwater", the phrase "Form 1598 or 1686" and inserting in 
lieu thereof the phrase "the distiller's records". 

(2) By striking the last sentence and inserting in lieu thereof 
the following new sentence, "The distiller shall maintain records 
showing the date of destruction and the quantity (proof gallons) 
destroyed. ". 

(Q) Section 220. 4M is amended as follows: 
(1) By striking from the first sentence the phrase "thoroughly 

washed or scrubbed and purified" and inserting in lieu thereof 
the phrase "so treated as". 

(2) By striking the last sentence and inserting in lieu thereof 
the following new sentence, "No record need be made of such 
disposition. ". 

(8) Section 220. 449 is amended as follows: 
(1) By striking from the first sentence the phrase "quantity 

of. spirits received will be ascertained by appropriate gauge and 
immediately transferred" and inserting in lieu thereof the phrase 
"quantity will be determined and the spirits will be promptly 
transferred". 

(2) By striking from the last sentence the phrase "making or 
verification of entries in monthly records and reports, " and in- 
serting in lieu thereof the phrase "verification of records and 
reports". 
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(S) Section 220. 451 is amended by changing the third sentence, 
which begins, "The spirits introduced", to read, "The spirits intro- 
duced into the distilling system shall be recorded as materials used 
(in proof gallons and by &lass and type) on the proprietor's records 
of production required by $ 220. 755. ". 

(T) Section 220. 452 is amended as follows; 
(1) By changing the second sentence to read "In any case where 

the deficiency in redistillation of any particular lot or lots of 
spirits exceeds that which may be attributed to normal redistilla- 
tion deficiencies, the distiller will make explanatory statements 
relative to such deficiencies in the production record required by 
$ 220. 755. ". 

(2) By inserting the following new sentence at the end of the 
section, "The storekeeper-gauger will make proper inquiry and 
appropriate investigation to determine the cause of the deficiency, 
and will make a full report thereof to the assistant regional 
commissioner. ". 

(U) Section 220. 455 is amended to read, "Spirits removed from a 
registered distillery to another distillery for redistillation shall be 
recorded by the distiller on the record of removals required by 
f 220. 756, and shall be reported on Form 1598. ". 

(V) Section 220. 487 is amended to read, "Taxable samples shall be 
recorded by the distiller on the record of removals required by 
$ 220. 756, and shall be included in the report on Forni 1598. ". 

(3V) Section 220. 541 is amended by striking the last sentence. 
(X) Section 220. 580 is amended as follows: 

(1) By striking from the first sentence the phrase "properly 
filled out". 

(2) By striking the second and third sentences, which begin, 
"The district director" and "The remaining", respectively. 

(Y) Section 220. 582 is amended by striking from the last sentence 
"1697" and inserting in lieu thereof "2260". 

(Z) Section 220. 585 is amended by striking from the last sentence 
"1697" and inserting in lieu thereof "2260". 

(AA) Section 220. 586, and the headnote thereto, is amended to read 
as follows: 

&&220. 586 MONTIILY REPoRT oF DIsTILLED SPIRITs STEMPs. — %t the end of 
each month the distiller shall prepare a report on Form 2260, in duplicate, show- 
ing a summary monthly account of distilled spirits excise tax stamps. The 
original copy shall be submitted to the assistant regional commissioner on or 
before the 10th day of the succeeding month. The duplicate copy shall be 
retained on the premises for a period of not less than two years, and during 
such period shall be available during business hours for examination by internal 
revenue officers. (68A Stat. 614; 26 U. S. C. 5061) 

(BB) Section 220. 624 is amended to read, "The distiller shall main- 
tain records of removals of distilled spiiits from the distillery in 
accordance with the provisions of $ 220. 756. ". 

(CC) Section 220. 649 is amended to read, "The distiller shall main- 
tain a record shoiving the nature and extent of any loss of distilled 
spirits, the date the loss was discovered, and the proof gallons lost, and 
shall report such losses on Form 1598. ". 

(DD) Section 220. 662 is amended as follows: 
(1) By striking from the headnote the word "returns" and 

inserting in lieu thereof the phrase "Form 1598". 
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(2) By striking from the first sentence the phrase, "Upon 
receipt of the distiller's monthly return, Form 1598, Part 3, " and 
inserting in lieu thereof the phrase, "On receipt of Form 1598 
from the distiller, ". 

(EE) Section 220. 697 is amended by striking the last two sentences 
and inserting in lieu thereof the following new sentence, "The re- 
moval of finished spirits shall be recorded in the records of the 
distiller by the trade name or style under which the spirits were 
finished. ". 

(FF) Section 220. 698 is amended as follows: 
(1) By striking from the first sentence the phrase, "Separate 

record" and inserting in lieu thereof the phrase, "Separate 
records, and separate reports". 

(2) By striking from the first sentence the phrase, "such 
record" and inserting in lieu thereof the phrase, "his records of 
operation, and his report on Form 1598, ". 

(8) By striking the second sentence, which begins, "The store- 
keeper-gauger". 

(66) Section 220. 712 is amended as follows: 
(1) By striking from the first sentence the phrase "will com- 

plete his record, Form 1598, and the storekeeper-gauger his 
record, Form 1686, as to" and inserting in lieu thereof the phrase, 
"shall show on the record of production required by $220. 755 
and on Form 1598". 

(2) By striking from the second sentence, which begins, "If 
the distillates", the phrase "Form 1598" and inserting in lieu 
thereof the phrase "the distiller's records and on Form 1598". 

(8) By striking the third sentence, which begins, "The store- 
keeper-gauger". 

(4) By striking from the fourth sentence, which begins "The 
distiller", the phrase", and the storekeeper-gauger will continue 
to maintain a record on Form 1686". 

(5) By changing the fifth sentence to read, "Where the plant 
is operated as a registered distillery in two or more periods 
during the same mouth by the same proprietor, the operations of 
such proprietor will be recorded on one record of production and 
reported on one Form 1598. ". 

(6) By adding the following new sentence at the end of the 
section, "Appropriate notations will be made to show the dates 
the distillery was operated as a fruit distillery or an industrial 
a, lcohol plant and the names under which it was so operated. ". 

(HH) Section 220. 718 is amended as follows: 
(1) By changing the first sentence to read, "The succeeding 

roprietor will record all materials in process received from 
is predecessor on the appropriate records and reports prescribed 

by Part 182 of this chapter if the distillery is to be operated as 
an industrial alcohol plant, or on the appropriate records and 
reports prescribed by Part 221 of this chapter if the distillery 
is to be operated as a fruit distillery. ". 

(2) By striking from the last sentence the phrase ", and the 
storekeeper-gauger". 

(II) Section 220. 728 is amended as follows: 
(1) By changing the first sentence to read, "The outgoing dis- 

tiller shall show on his record of production, and report on Form 
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1598, all materials in process and all unfinished spirits outside the 
cistern room which are transferred to his successor, who shall in 
turn show such items on his record, and report on Form 1598, as 
received from his predecessor. ". 

(2) By striking from the fourth sentence, which begins "A&ere 
the distillery", the phrase "keep a separate Form 1598" and in- 
serting in lieu thereof the phrase "maintain separate records and 
submit separate monthly reports on Form 1598". 

(8) By striking from the fifth sentence, which begins "~en 
operations", the phrase "entered on the same" and inserting in 
lieu thereof the phrase "recorded on the same set of records, and 
reported on the same". 

(4) By striking from the fifth sentence the phrase "on the sep- 
arating lines". 

(5) By striking the sixth sentence, which begins "The store- 
keeper-gauger". 

(6) By striking from the last sentence the figures "220. 756" 
and inserting in lieu thereof the figures "220. 757". 

(JJ) Section 220. 724 is amended by changing the last sentence to 
read, ' In the case of such change, the fiduciary shall make appropriate 
notation on his records, and on Form 1598, of his succession and the 
date thereof. ". 

(KK) Section 220. 745 is revoked. 
(LL) Section 220. 746 is revoked. 
(MM) Subpart FF is amended to read as follows: 

SUBPART FF. — DISTILLER'S RECORDS AND REPORTS 

RECORDS AND REPORTS OF DISTILLERY OPEM. TIONS 

$ 220. 755 REcoRD OF PRonvcTIoN. — The distiller shall maintain at his distil- 
lery daily records of production which shall include all data necessary (1) to en- 
able internal revenue oificers to identify and trace the movement of all materials 
and spirits through the various processes from the use of materials to the de- 
posit of the finished spirits in receiving cisterns, and to ascertain whether there 
has been compliance with all internal revenue laws and regulations relating 
to such materials and spirits, and (2) to enable the distiller to properly mark 
and brand packages of distilled spirits, and to provide him with records for 
compiling the monthly report, Form 1598. Such records shall accurately and 
clearly reflect the following: 

(a) The kind and quantity of materials used, in terms of pounds of dry 
measure and gallons of liquid measure (giving the sugar content for 
molasses), 

(b) The type and quality of mash set in each fermen«r. 
(c) The type and quantity of beer distilled. 
(d) The type and quantity of spirits produced. 

Where distillates from two or more types of mash are produced, the distiller 
shall maintain a separate record for each type of distillate, and each such record 
shall show, by kind, proof, and proof gallons, the deposits in unfinished spirits 
tanks, charges to the various stills for redistillation, redeposits in unfinished 
spirits tanks, and other movement of the distillate. Each such record of the 
movement of distillates shall also show the fermenter number and the date 
set, or a symbol or lot number which will enable ready identification of the 
mash from which the spirits were produced. In addition to any other infor 
mation shown therein, the records required by this section shall show the date 
of the transaction or operation, and, as applicable, the serial numbers of fer- 
menters, unfinished spirits tanks, and receiving cjsterns. The date of produc- 
tion shall be the date of gauge and removal from the receiving cisterns, and 
the quantity produced shall be the quantity reported on Form 1520 covering 
such removal. (68A Stat. 037; 26 U. S. C. 5197. ) 
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$220. 756. REcoaos op REMovAI, s. — The distiller shall maintain at his dis- 
tillery daily records of removals which shall include all data necessary (1) to 
enable internal revenue officers tb identify each lot of distilled spirits destroyed 
or removed from the premises, and to verify such destruction or removal, and 
to ascertain whether there has been compliance with all internal revenue laws 
and regulations relating to such spirits, and (2) to provide the distiller with 
records for compiling the monthly report, Form 1598. Such records shall ac- 
curately and clearly refiect the following; 

(a) The date of the transaction. 
(b) The serial number of the cistern (or unfinished spirits tank) from 

which the spirits are drawn for destruction or removal from the premises. 
(c) The name, address, and registry nu&nber of the consignee. 
(d) The kind, number, aud serial numbers of containers. 
(e) The kind of spirits. 
(f) The tax gallons removed. 
(g) The purpose of the removal, such as taxpayment, transfer to internal 

revenue bonded warehouse (distinguishing between transfers to warehouses 
on or contiguous to the distillery premises and all others), transfer to de- 
naturing bonded warehouse or denaturing plant, redistillation, destruction, 
etc. 

All information required to be shown in the daily records required by this 
section and by 5 220. 755 shall be assembled or entered, as the case may be, be- 
fore the close of the business day next succeeding the day on which the operation 
or transaction occurs. (68 A Stat. 687; 26 U. S. C, 5197. ) 

&j 220. 757 MONTHIT REpoRT, FoRM 1598. — At the end of each month the dis- 
tiller shall prepare a monthly report on Form 1598, in duplicate, and deliver 
both copies to the storekeeper-gauger on or before the 5th day of the month 
succeeding that for which the report is rendered. Form 1598 shall be prepared 
and executed in accordance with the instructions on the form and as required 
by this part. (68 A Stat. 687; 26 U. S. C. 5197. ) 

TAXPAID PREMIBEs 

I'I 220. 758 REcoRns AT TAxPAm PREMIsEs. — Every distiller who maintains tax- 
paid premises in connection with his distillery shall keep daily records of the 
receipt and disposition of distilled spirits at such premises. By taxpaid premises 
is meant the "taxpaid" or "free" warehouse or room maintained in conjunction 
with the distillery, or premises maintained at other locations, for the receipt, 
storage, and disposition of taxpaid distilled spirits. Separate records must be 
kept for each such premises. The records shall contain all data necessary (1) to 
enable internal revenue oificers to identify and trace such receipts and disposi- 
tions, and to ascertain whether there has been compliance with all internal 
revenue laws and regulations relating thereto, and (2) to provide the distiller 
with records from which the monthly report on Form 888 may be compiled. 
Such records, in addition to any other information shown therein, must clearly 
and accurately reiiect the following: 

(a) The date of the transaction (or date of discovery in the case of 
casualty or theft). 

(b) The name and address of each consignor and consignee. 
(c) The actual quantity of distilled spirits involved (proof gallons if in 

packages, wine gallons if in bottles). 
(d) The serial numbers of packages or cases. 
(e) The name of the producer. 
(f) The country of origin, if imported. 

All information required to be shown in the daily records required by this section 
shall be assembled or entered, as the case may be, before the close of the business 
day next succeeding that on which the transaction occurs. (68A Stat. 619; 26 
U. S. C. 5114. ) 

5220. 759 REPoRTs FRoM TAxPAIO PREMIsEs. — At the end of each month the 
distiller shall, for each taxpaid premises, prepare a report (or reports) on Form 
388 showing, separately as to bulk and bottled spirits, the total quantities of tax- 
paid distilled spirits received and disposed of during the month and on hand at 
the beginning and end of the month. The report shall be prepared in duplicate. 
The original shall be submitted to the assistant regional commissioner not later 
than the 10th day of the month next succeeding that for which rendered, and the 

&duplicate shall be retained by the distiller. Distilled spirits in bulk containers 
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shall be reported in proof gallons, and distilled spirits in bottles shall be reported 
in wine gallons. When reporting bulk spirits Form 838 should be modified to show 
that bulk containers are involved, and that quantities are being reported in terms 
of proof gallons. Form 888 will be provided by users at their own expense, and, 
except for modification as above, must be in the form prescribed by the Director, 
Alcohol and Tobacco Tax Division. 

FILING AND RETENTIGN QF REcoRDs AND REPGRTS 

$ 220. 760 FILING AND RETENTIQN GF REcoRDS AND REPoRTB. — All records re- 
quired by this part, all auxiliary or supplemental records of individual operations 
and transactions fr&&&D which such records are compiled, and copies of all reports 
submitted to the assistant regional commissioner shall be filed and maintained 
by the distiller for a period of not less than two years in such manner as to facili- 
tate inspection by internal revenue officers. Records and reports of noncontig- 
uous taxpaid premises shall be filed at such premises unless the assistant regional 
commissioner authorizes their filing at some other location. The files of records 
and reports shall be available during regular business hours for examination and 
taking of abstracts therefrom by internal revenue officers. 

PAR. 5. 26 CFR Part 221, "Production of Brandy, " is amended as 
follows: 

(A. ) Section 221. 355 is amended as follows: 
(1) By striking from the first sentence the phrase "distilling 

materials" and inserting in lieu thereof the phrase "materials 
(fermented or unfermented) ". 

(2) By inserting in the first sentence, immediately following 
the phrase "distillery premises", the phrase "for use in the pro- 
duction of brandy". 

(3) By striking from the second sentence, which begins "Where 
commercial invoices", the word "or" and inserting in lieu thereof 
a comma. 

(4) By inserting in the second sentence, immediately following 
the phrase "bills of lading", a comma and the phrase "or 
prescribed forms, ". 

(B) Section 221. N7 is amended as follows: 
(1) By striking from the first sentence the phrase "on Form 

15". 
(2) By changing the last sentence tc read, "Where wine, or 

brandy for redistillation, is received the alcohol content thereof 
will also be entered on the record required by $ 221. 655. ". 

(C) Section 221. 358 is amended as follows: 
(1) By striking from the third sentence, which begins "Where 

water", the phrase "so entered on Form 15" and inserting in lieu 
thereof the phrase "will be recorded in the record required by 
$ 221. 655". 

(2) By striking from the last, sentence the phrase "alcoholic 
strength" and inserting in lieu thereof the phrase "alcohol 
content". 

(D) Section 221. 660 is amended as follows: 
(1) By striking from the first sentence the phrase "Forni 15" 

and inserting in lieu thereof the phrase "the production record 
required by $ 221. 770". 

(2) By striking from the last sentence the word "form" and 
inserting in lieu thereof the word "record". 

(E) Section 221. 661 is amended as follows: 
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(1) By changing the word "alcoholic" in the headnote and in 
the first sentence to "alcohol". 

(2) By striking from the last sentence the phrase "entries on 
Form 15" and inserting in lieu thereof the word "records". 

(F) Section 221. 862 is amended as follows: 
(1) By changing the word "alcoholic" to "alcohol" in the first, 

fourth, eighth, and ninth sentences. 
(2) By striking from the ninth sentence, which begins "The 

kind", the phrase "Form 15" and inserting in lieu thereof the 
phrase "the production record required by $ 221. 770". 

(8) By striking the tenth and eleventh sentences, which begin 
"AVhere two" and "Each page", respectively. 

(G) Section 221. 868 is amended as follows: 
(1) By striking from the first sentence the phrase "Form 15" 

and inserting in lieu thereof the phrase "the distiller's records". 
(2) By striking from the last sentence the word "reporting" 

and inserting in lieu thereof the word "recording". 
(H) Section 221. 866 is amended by striking from the last sentence 

the phrase "recording on Form 15 prior to" and inserting in lieu 
thereof. the phrase "recording on the distiller's records prior to". 

(I) Section 221. 870 is amended by striking the phrase "such quan- 
tity entered" and inserting in lieu thereof the phrase "included in 
the total of unfinished. spirits reported". 

(J) Section 221. 886 is amended by striking the second and third 
sentences and inserting in lieu thereof the following new sentence, 
"The distiller shall maintain records showing the date of removal, 
kind of material, quantity, and the name and address of each con- 
signee if the material has been disposed of to other persons. ". 

(K) Section 221. 888 is amended by striking from the last sentence 
the word "entered" and inserting in lieu thereof the word "reported". 

(L) Section 221. 414 is amended by striking from the second sen- 
tence, which begins "The destruction", the word "immediate". 

(M) Section 221. 420 is amended as follows: 
(1) By inserting a period after the phrase "removed for de- 

naturation" in the first sentence and striking the remainder of 
the sentence. 

(2) By inserting, immediately after the first sentence the fol- 
lowing new sentence, "The distiller shall maintain records of the 
removal or destruction of such distillates as required by 
$ 221. 771. ". 

(N) Section 221. 428 is amended as follows: 
(1) By striking the second sentence, which begins "Such 

gauge". 
(2) By striking from the fourth sentence, which begins "The 

destruction", the word "immediate". 
(8) By striking the last sentence and inserting in lieu thereof. 

the following new sentence, "The destruction will be reported by 
the distiller on his monthly report, Form 15. ". 

(0) Section 221. 425 is amended as follows: 
(1) By changing the second sentence, which begins "Distilled 

water", to read "lJnder no circumstances may distilled water be 
drawn oR or removed through the receiving room, brandy deposit 
room, or bonded warehouse. ". 
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(2) By changing the third sentence to read, "Barrels which 
have been used to package distilled spirits may not be used for 
the removal of distilled water. ". 

(8) By adding after the last sentence the following new sen- 
tence, "The distiller shall maintain a record of all removals of 
distilled water, showing the date of removal, the name and ad- 
dress of the consignee, and the quantity removed. ". 

(P) Section 221. 4:37 is amended as follows: 
(1) By striking the first sentence. 
(2) By inserting at the end of the section the following new 

sentence, "The distiller shall maintain records showing the Sate of 
removal, the name and address of the consignee, and the quan- 
tity removed. ". 

(Q) Section 221. 438 is amended as follows: 
(1) By striking from the second sentence, which begins "If the 

washwater", the phrase "Form 15" and inserting in lieu thereof 
the phrase "the distiller's records". 

(2) By changing the word "alcoholic" in the last sentence to 
"alcohol". 

(3) By inserting a period after the phrase "on Form 152" in 
the last sentence and striking the remainder of the sentence. 

(4) By adding at the end of the section the following new 
sentence, "The distiller shall maintain records showing the date 
of destruction and the quantity (proof gallons) destroyed. ". 

(R) Section 221. 489 is amended as follows: 
(1) By striking from the first sentence the phrase "thoroughly 

washed or scrubbed and purified to" and inserting in lieu thereof 
the phrase "so treated as to". 

(2) By striking the third, fourth, and fifth sentences, which 
begin "Where the washwater", "Where the washwater", and "An 
approved", respectively. 

(8) By striking the last sentence and inserting in lieu thereof 
the following new sentence, ONo record need . be made of such 
disposition. ". 

(S) Section 221. 467 is amended as follows: 
(1) By striking from the second sentence, which begins "In 

any case", the phrase "submit explanatory statements relative to 
such deficiencies with Form 15" and inserting in lieu thereof the 
phrase "make explanatory statements relative to such deficiencies 
in the production record required by ) 221. 770". 

(2) By striking from the last sentence the word "thereof" and 
insertino. in lieu thereof the phrase "of the deficiency and will 
make a Full report thereof to the assistant regional commissioner". 

(T) Section 221. 470, and the headnote thereto, is amended to read 
as follows: 

$ 221. 470. REcoRD oF REMovALs FQR REDIsTILLATIoN. — Brandy removed from 
a fruit distillery to another distillerv for redistillation shall be recorded by 
the consignor distiller on the record of removals required by g 221. 771 and shall 
be reported by him on Form 15. (68K Stat. 634, 667; 26 U. S, C. 5194, 5197 ) 

(U) Section 221. 580 is amended as follows: 
(1) By striking from the first sentence the phrase "prop«ly 

filled out". 
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(2) By striking the second and third sentences, which begin 
"The district director" and "The remaining copy", respectively. 

(V) Section 221. 582 is amended by changing the phrase "Form 
1697" in the last sentence to read "Form 2260". 

(W) Section 221. 585 is amended by changing the phrase "Form 
1697" in the last sentence to read "Form 2260". 

(X) Section 221. 586, and the headnote thereto, is amended. to read 
as follows: 

$ 221. 586 MoNTHLY REPCRT oE DIETILLED SPIRITs ExcIsE TAx STAMPS. — At 
the end of each month the distiller shall prepare a report on Form 2260, in 
duplicate, showing a sumInary monthly account of distilled spirits excise tax 
stamps. The original shall be submitted to the assistant regional commissioner 
on or before the 10th day of the succeeding month. The copy shall be retained 
on the premises for a period of not less than two years, and during such period 
shall be available during business hours for examination by internal revenue 
officers. (68A Stat. 614; 26 U. S. G. 5061. ) 

(Y) Section 221. 598 is amended by changing the figures "221. 173" 
in the last sentence to read "221. 541". 

(Z) Section 221. 654 is amended to read, "Where brandy is lost or 
destroyed, after it has been gauged for removal or for deposit in the 
brandy deposit room, appropriate notation shall be made by the dis- 
tiller in the record of removal required by $ 221. 771, and. on Form 15. 
The loss or destruction of brandy before it has been gauged shall be 
recorded and explained in the record of production required by 
$ 221. 770, and on Form 15. ". 

(AA) Section 221. 667 is amended as follows: 
(1) By striking from the headnote the word "returns" and 

inserting in lieu thereof the phrase "Form 15". 
(2) By striking from the first sentence the phrase "Upon re- 

ceipt of the distiller's return, Form 15, Part 8, " and inserting in 
lieu thereof the phrase "On receipt of Form 15 from the distiller, ". 

(BB) Section 221. 713 is amended as follows: 
(1) By inserting in the first sentence, immediately after the 

phrase "Separate records", the phrase ", and separate reports". 
(2) By striking from the first sentence the phrase "such record" 

and inserting in lieu thereof the phrase "his records of operations 
and his report on Form 15". 

(CC) Section 221. 727 is amended as follows: 
(1) By changing the first sentence to read, "The outgoing dis- 

tiller shall show on the record of production required by $ 221. 770, 
and on Form 15, the transfer to the successor of materials in 
process, and the removal from the distillery of all brandy pro- 
duced by the outgoing distiller. ". 

(2) By inserting m the second sentence, immediately follow- 
ing the phrase "will be made on", the phrase "the distiller's rec- 
ords and on" 

(8) By changing the last sentence to read, "Where the plant is 
operated as a fruit distillery in two or more periods during the 
same month by the same proprietor, the operations of such pro- 
prietor will be recorded on one record of production, and reported 
on one Form 15". 

(4) By adding at the end of the section the following new sen- 
tence, "Appropriate notations will be made to show the dates the 
distillery was operated as a registered distillery or an industrial 
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alcohol plant and the names under which it was so operated. ", 
(DD) Section 221. 728 is amended by striking the first and second 

sentences and inserting in lieu thereof the following new sentence, 
"The succeeding proprietor will record all materials in process 
received from his predecessor on the appropriate records and reports 
prescribed by Part 182 of this chapter if the distillery is to be operated 
as an industrial alcohol plant, or on the appropriate records and 
reports prescribed by Part 220 of this chapter if the distillery is to be 
operated as a. registered distillery. ". 

(EE) Section 221. 748 is amended as follows. 
(1) By striking from the first sentence the phrase "enter on 

his Form 15" and inserting in lieu thereof the phrase "show on 
his record of production, and report on Form 15, ". 

(2) By striking from the first sentence the phrase "enter such 
items on his Form 15" and inserting in lieu thereof the phrase 
"show such items on his records, and report on Form 15, ". 

(8) By striking from the fourth sentence, which begins "Where 
the", the phrase "keep a separate Form 15" and inserting in lieu 
thereof the phrase "maintain separate records and submit sepa- 
rate monthly reports on Form 15". 

(4) By strikillg from the fifth sentence, which begins "When 
operations", the phrase "entered on the same Form 15, appropriate 
notations being made on the separating lines", and inserting in 
lieu thereof the phrase "recorded on the same set of records and 
reported on the same Form 15, appropriate notations being 
made". 

(5) By changing the last sentence to read, "At the end of. the 
month, the di tiller Ivill submit his report on Form 15 to the assist- 
ant regional commissioner in acordance with subpart HH. ". 

(FF) Section 221. 744 is amended by inserting in the last sentence, 
immediately follov ing the phrase "notation on" the phrase "the rec- 
ords and on". 

(GG) Subpart HH is amended to read as follows: 

SUBPART HH. — DISTILLER'S RECORDS AXD REPORTS 

REcoRDs AND REPCRTs OF DIsTILLERT OPERATIoNs 

$221. 770 REcoR» oF Pson»CTIoN. — The distiller shall maintain at his distil- 
lerv daily records of production which shall include all data necessary (1) to 
enable internal revenue officers to identify and trace the movement of all ma- 
terials and brandy through the various processes from the use of materials to 
the deposit of finished brandy in receiving tanks, and to ascertain whether there 
has been compliance Ivith all internal revenue laws and regulations relati»g 
to such material a»d brandy, and (2) to enable the distiller to properly mark 
and brand packages of brandy, and to provide him with records from which the 
monthly report, Form 15, may be compiled. Such records shall accurately a»d 
clearly reflect the follosving: 

(a) The ki»d and quantity of fermenting material in each fermenter. 
(b) The kind and q»a»tity of distilling I»aterial produced. 
(c) The kind a»II quantity of distilling material distilled. 
(d) The type and quantity of brandy produced. 

Where distillates from two or more types of I»aterials are produced, the distifieI' 
shall maintain a separate record for each type of distillate, and each such record 
shall shorv, by kind, proof, and proof gallons, the deposits in unfinished brandy 
tanks, charges to the various stills for redistillation, redeposits in unfinished 
brandy tanks, a»d other move»Ient of the distillate. Each such record of the 
movement of distillates shall also show the fermenter number and the date set 
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or a symbol or lot number which will enable ready identification of the material 
from which the brandy was produced. In addition to any other information 
shown therein, the records required by this section shall show the date of the 
transaction or operation, and, as applicable, the serial numbers of fermenters, 
unfinished brandy tanks, and receiving tanks. The date of product. ion shall be the 
date of gauge and removal from the receiving tanks, and the quantity produced 
shall be the quantity reported on Form 1520 covering such rerrroval. (68A Stat. 
687; 26 U. S. C. 5107. ) 

$ 221. 771 REcoRD oF REzlovALS. — The distiller shall maini;rin at his distillery 
daily records of removals which shall include all data necessary (1) to enable 
internal revenue officers to identify each lot of brandy destroyed or removed 
from the premises, and to verify such removal or rlestructi&&n, and to ascertain 
whether there has been compliance with all internal revenue laws and regula- 
tions relating to such brandy, and (2) to provide the distiller with records for 
compiling the monthly report, Form 15. Such records shall accurately and 
clearly reflect the following: 

(a) The date of the transaction. 
(b) '1'he serial number of the receiving tank (or unfinished brandy tank) 

from which the brandy is drarvn for removal from the premises or for 
destruction. 

(c) The name, address, and registry number of the consignee. 
(d) The kind, number, and serial numbers of containers. 
(e) The kind of brandy. 
(f) The tax gallons removed. 
(g) The purpose of the removal, such as taxpayment, transfer to internal 

revenue bonded warehouse (distinguishing between transfers to warehouses 
on or contiguous to the distillery premises and all others), transfer to bonded 
wine cellar, redistillation, destruction, etc. 

Removals to and from the brandy deposit room shall be recorded in such manner 
as to provide data necessary to complete the brandy deposit room account on 
the monthly report, Form 15. All information required to be shown in the daily 
records required by this section and by &j 221. 770 shall be assembled or entered, 
as the ease may be, before the close of the business dav next succeeding the day 
on which the operation or transaction occurs. (68A Stat. 687; 26 U. S. C. 5197. ) 

$ 221. 772 ilorrTHLY REPoRT, FoRI&r 15. — Immediately after the close of the 
month the distiller shall prepare a report on Form 15, in duplicate. Form 15 
shall be prepared and executed in accordance with the instructions on the form 
and as required by this part. The original shall be submitted to the assistant 
regional commi, sioner on or before the 10th day of the succeeding month, and the 
copy shall be retained by the distiller. (68A Stat. 687, 640; 26 U. S. C. 5107, 
5215. ) 

TAxPAID PRE»IIREs 

$ 221. 778 REOORDs AT TAxPAID YREirrsEs. — Every distiller Ivho maintains tax- 
paid premises in connection with his fruit distillery shall keep records of the 
receipt and disposition of distilled spirits at such premises. By taxpaid premises 
is meant the "taxpaid" or "free" warehouse or room maintained in conjunction 
with the distillery, or premises maintained at other locations, for the receipt, 
storage, and disposition of taxpaid distilled spirits. Separate records must be 
kept for each of such premises. The records shall contain all data necessary 
(1) to enable internal revenue officers to identify and trace such receipts and 
dispositions, and to ascertain whether there has been compliance with all in- 
ternal revenue laws and regulations relating thereto, and (2) to provide the 
distiller with records from which the monthly report on Form 888 may be com- 
piled. Such records, in addition to any other information shown therein, must 
clearly and accurately reflect the following: 

(a) The date nf the transaction (or date of discovery in the case of 
casualty or theft). 

(b) The name and address of each consignor and consignee. 
(c) The actual quantity of distilled spirits involved (proof gallons if in 

packages, wine gallons if in bottles). 
(d) The serial numbers of the cases or packages. 
(e) The name of the producer. 
( f ) The country of origin, if imported. 

484787' — 58 38 
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All information required to be shown in the daily records required by this section 
shall be assembled or entered, as the case may be, before the close of the business 
day next succeeding that on which the transaction occurs. (68A Stat. 619; 26 
U. S. C. 5114. ) 

$ 221. 774 REPoRTs FRoM TI xP&ID PREMIsEs. — At the end of each month the 
distiller shall, for each taxpaid premises, prepare a report (or reports) on Form 
888 showing, separately as to bulk and bottled spirits, the total quantities of 
taxpaid distilled spirits received and disposed of during the month and on hand 
at the beginning and end of the month. The report shall be prepared in dupli- 
cate. The original shall be submitted to the assistant regional commissioner 
not later than the 10th day of the Inonth next succeeding that for which rendered, 
and the duplicate retained by the distiller. Distilled spirits in bulk containers 
shall be reported in proof gallons, and distilled spirits in bottles shall be reported 
in wine gallons. When reporting bulk spirits, Form 888 should be modified to 
show that bulk containers are involved, and that quantities are being reported 
in terms of proof gallons. Form 888 will be provided by users at their own 
expense, and, except for modifications as above, must be in the form prescribed 
by the Director, Alcohol and Tobacco Tax Division. 

FILING AND RETENTION OF RECORDS AND REPORTS 

$ 221. 775 FILING END RETENTICN CF REcoRDs AND REPORTs. — All records re- 
quired by this part, all auxiliary or supplemental records of individual operations 
and transactions from which such records are compiled, and copies of all reports 
submitted to the assistant regional commissioner shall be filed and maintained 
by the distiller for a period of not less than two years in such manner as to 
facilitate inspection by internal revenue ofilcers. Records and reports of non- 
contiguous taxpaid premises shall be filed at such premises unless the assistant 
regional commissioner authorizes their filing at some other location. The files 
of records and reports shall be available during regular business hours for 
examination and taking of abstracts therefrom by internal revenue officers. 

PAII. 6. 26 CFR Part 225, "Warehousing of Distilled Spirits", is 
amended as follows: 

(A) Section 225. 244, and the headnote thereto, is amended to read 
as follows: 

$ 225. 244 REPoRTs. — Upon transfer of the business to the successor, the out- 
goin proprietor must file with the assistant regional commissioner a final 
report on Form 52 C, prepared in accordance with subpart VV, showing such 
transfer. (68A Stat. 648, 645; 26 U. S. C. 5281, 5242. ) 

(B) Section 225. 255 is amended by striking from the first sentence 
the phrase "Form 1606" and inserting in lieu thereof the phrase 
"Form 2260". 

(C) Section 225. 287 is amended by striking from the last sentence 
the phrase "Form 1606" and inserting in lieu thereof the phrase 
"Form 2260". 

(D) Section 225. 586, and the headnote thereto, is amended to read 
as follows: 

5 225. 586 PRQPRIEToR s REcoRDs AND MoNTHLY REPCRT. — The proprietor shall 
keep records and render reports of all spirits removed from the warehouse, as 
provided in subpart VV. (68A Stat. 687; 26 U. S. C. 5197. ) 

(E) Section 225. 715 is amended by striking from the last sentence 
the phrase "Form 16K" and inserting in lieu thereof the phrase 
"Form 2260". 

(F) Section 225. 718 is amended by striking from the last sentence 
the phrase "Form 1697" and inserting in lieu thereof the phrase 
"Form 2260". 

(G) Section 225. 719, and the headnote thereto, is amended to read 
as follows: 
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$ 225. 719 ifoNTHLT RBPQBT oF DIBTILLED SPIRITs STAMPs. — At the end of each 
month the proprietor shall prepare a report on Form 2260, in duplicate, showing 
a monthly summary account of all distilled spirits excise tax stamps, On or 
before the 10th day of the succeeding n&onth the original thereof shall be sub- 
mitted to the assistant regional co&nmissioner in accordance Ivith the instructions 
printed on the form. The copy shall be retained on the premises for a period 
of not less than two years, and during such period shall be available during 
business hours for examination by internal revenue officers. (68A. Stat. 599, 
614; 26 U. S. C, 5006, 5061. ) 

(H) Section 225. 1065 is amended as follows: 
(1) By striking the fourth, fifth, and sixth sentences, each of 

which begins "The district director". 
(2) By striking from the seventh sentence the beginning phrase 

"The proprietor", and inserting in lieu thereof the phrase "Upon 
receipt of the stamps from the district director, the proprietor". 

(8) By striking the last sentence. 
(I) Section 225. 1040 is amended by striking from the last sentence 

the phrase "Form 1606" and inserting in lieu thereof the phrase 
"Form 2260". 

(, 7) Section 225. 1047, and the undesignated centerhead immedi- 
ately preceding that section, is revol. -ed. 

(K) Section 225. 1048, and the headnote thereto, is amended to 
read as follows: 

f 225. 1048 RBMovAI. 0F STRIP STAMPs PRQHIBITED. — Strip stamps which have 
been affixed to bottles of distilled spirits shall not be removed therefrom, ex- 
cept in the process of breaking when the bottles are opened. Unused strip 
stamps may not be requisitione&l, transferred, or possessed except as provided 
by law or regulations, and used strip stamps may not be possessed. (68A 
Stat. 602, 645; 26 U. S. C. 5008, 5248. ) 

(L) Subpart VV is amended to read as follovvs: 

SUBPART VV. — RECORDS AND REPORTS OF PROPRIETOR 

$ 22O. 1120 DAII. T RKcoRDS ov REMovAL FRoM 1VAREHousE. — The proprietor 
shall maintain daily records of removals which sh:&11 contain all data necessary 
(1) to enable internal revenue oflicers to identify each lot of distilled spirits 
removed from the warehouse, to verify such removal, and to ascertain whether 
there has been compliance with ali internal revenue laws and regulations relat- 
ing thereto, and (2) to provide the proprietor Ivith records for compiling the 
monthly report, Form 52 C. Such records, in addition to any other information 
shown therein, shall show (1) the name ansi address of the consignee, (2) the 
date of removal, (8) the Rind of spirits, (4) the name and registry number of 
the producing distiller, (5) the number of packages and cases (identifying 
tank car, tank truck, or pipeline removals), (6) the tax gallons removed, and (7) 
the serial numbers of cases or packages and identifying numbers of tank cars 
and tank trucks. All information required to be shown in the records required 
bv this section shall be assembled or entered, as the case may be, before the 
close of the business day next succeeding the dav on which the removals are 
made. (68A Stat. 619: 26 U. S. C. 5114) 

$ 225. 1121 MONTHLT REPoRT oF REMovALS FB0M WAREHDUBE. FDRM 52 C. — 
At the end of each month the proprietor shall prepare a report on Form 52 C, 
in duplicate, showing the total quantities of bulk and bottled-in-bond distilled 
spirits removed from the internal revenue bonded warehouse during the Inouth. 
The original shall be submitted to the assistant regional commissioner on or 
before the 10th day of the succeeding month, and the copy shall be retained by 
the proprietor. Form 52 C will be provided by users at their own expense, and 
must be in the form prescribed hy the Director, Alcohol and Tobacco Tax 
Division. (68A Stat. 619; 26 U. S. C. 5114) 

$ 225. 1122 REcoRDs AT TAxrnm PRBIIIsss. — Every proprietor who maintains 
taxpaid premises shall keep daily records of the receipt and disposition of dis- 
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tilled spirits at such premises. By "taxpaid premises" is meant the "taxpaid" 
or "free" warehouse or room maintained in conjunction with the internal revenue 
bonded warehouse, or premises maintained at other locations, for the receipt, 
storage, and disposition of taxpaid distilled spirits. Separate records must 
be kept for each of such premises. The records shall contain all data necessary 
(1) to enable internal revenue ofiicers to identify and trace the receipt and 
disposition of each lot of distilled spirits, and to ascertain whether there has 
been compliance with all internal revenue laws and regulations relating there- 
to, and (2) to provide the proprietor with records from which his monthly report 
on Form 338 may be compiled. Such records, in addition to any other informa- 
tion shown therein, must clearly and accurately reflect the following: 

(a) The date of the transaction (or date of discovery in the case of theft 
or casualty). 

(b) The name and address of each consignor and consignee. 
(c) The actual quantity of distilled spirits involved (proof gallons if in 

packages, wine gallons if in bottles). 
(d) The serial numbers of the packages or cases. 
(e) The name of the producer. 
(f) The country of origin, if imported. 

All information required to be shown in the daily records required by this 
section shall be assembled or entered, as the case may be, before the close of the 
business day next succeeding the day on which the transaction occurs. (68A 
Stat. 619; 26 U. S. C. 5114) 

$ 225. 1123. REPGRTs FRQM TAXPAID PREMIszs. — At the end of each month the 
proprietor shall, for each taxpaid premises, prepare a report (or reports) on 
Icorm 388 shoIving, separately as to bulk and bottled spirits, the total quantities 
nf taxpaid distilled spirits received and disposed of during the month and on 
hand at the beginning and end of the month. The report shall be prepared in 
duplicate. The original shall be submitted to the assistant regional commis- 
sioner not later than the 10th day of the month next succeeding that for which 
rendered, and the duplicate shall be retained by the proprietor. Distilled spirits 
in bulk containers shall be reported in proof gallons, and distilled spirits in 
bottles shall be reported in wine gallons. %'hen reporting bulk spirits, Form 388 
should be modified to show that bulk containers are involved, and that quantities 
are being reported in terms of proof gallons. Form 338 will be provided by users 
at their own expense, and, except for modification as above, must be in the form 
prescribed by the Director, Alcohol and Tobacco Tax Division. 

$ 225. 1124 RECGRDS AND REPoRTs oF OFF-PREMISEs KXPQRT STQRAGE. — The pro- 
visions of $/ 225. 1122 and 225. 1123 relating to records and reports of distilled 
spirits at taxpaid premises are applicable to distilled spirits which have been 
bottled or packaged especially for export with benefit of drawback and which 
are held at the proprietor's contiguous off-premises export storage. The provi- 
sions of Part 194 of this chapter which relate to records and reports of distilled 
spirits and wines at wholesale liquor dealers' premises are applicable to dis- 
tilled spirits and wines which have been bottled or packaged especially for export 
with benefit of drawback and which are held at the proprietor's noncontiguous 
off-premises export storage. The provisions of Part 194 of this chapter which 
relate to records of receipt of wine at wholesale liquor dealers' premises are 
applicable to wine which has been bottled or packaged especially for export 
with benefit of drawback and which is received at the proprietor's contiguous 
or noncontiguous off-premises export storage. (68A Stat. 614; 26 U. S. C. 5062) 

$ 225. 1125 DAILY liIEMGRANDUM REPoRT GF STRIP STAhIPs. — The proprietor shall 
furnish a daily report of bottled-in-bond strip stamp usage (both domestic and 
export) to the storekeeper-gauger, which shall show (1) the number of cases of 
distilled spirits bottled, by number and size of bottles, (2) the serial numbers 
of such cases, and (8) separate summaries, by denomination, of the domestic 
and the export bottled-in-bond strip stamps received, used, mutilated in cutting 
or overprinting, mutilated in bottling, destroyed under supervision, unaccounted 
for, and on hand at the beginning and end of the day. The report shall be 
furnished not later than the morning of the business day next succeeding the 
dav on which the strip stamp transactions occur. Reports will not be required 
for days on which no transactions occur. Reports may be in simple memorandum 
form, or be a copv of a record or report prepared bv the proprietor for his own 
use, Copies of such reports shall be filed as prescribed in $ 225. 1127. 
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&1225. 1120 itTONTIILT REPoaT or STDIP ST&IIIPs, FoaM 2200. — At the end &&f 

each month the proprietor shall prel&are a report (or reports) on Form 2200 
showing, separately, a monthly suir&r»ary account of domesi. ic and export bottled- 
in-bond strip stamps. Reports shall be prepared in dul&licate, and all copies 
shall be submitted to the internal revenue off&c& r for veriii&:&tion of the m&&»thly 
inventories of stamps on hand. After such veriffcation the internal revenue 
otlicer will return all copies to the proprietor, who will, on or befoie the 10t'h 
day of th& succeeding inonth, forward the ori inal to the assistant regional 
comniissioner and retain the copy for filing in accordance with 4[22, 'i. 1127. 08A 
Stat. 002; 20& U. S. C. S&008) 

&[ 226&. 1127 FILING AvD RETE vTIGN GP REGGRDs AND REPGBTs. — All records 
required by this part, all auxiliary or supplemental records of individual oper- 
ations and transa&tions froin which such records are compiled, and copies of 
all reports s»bmiited to the assistant regional comiuissioner shall be tiled and 
maintained by the Ivarehouseman for a period of not less than two years in 
such manner as to facilitate inspection hy internal revenue otltcers. Records 
and reports of noncontiguous t;&xpaid premises shall be tiled at such premises, 
unless the assistant regional commissioner authorizes their tiling at some other 
location. The files of records and reports shall be available during regular busi- 
ness hours for examination and taking of abstracts therefrom by internal reve- 
nue officers. 

Par. 7. 26 CI&R Part, 230, "Bottling of Taxpaid Spirits", is 
amended as follows: 

(A) Section 230. 197 is amended as follows: 
(1) By striking the word "subchapter" from the [irst sentence 

and inserti&ig in lieu thereof the word "chapter". 
(2) By striking from the ninth sentence, which begins "The 

proprietor will cancel", the word "subchapter" and inserting in 
lieu thereof tbe word '"'chapter". 

(3) By sttiking from the 19th sentence, which begins "The 
proprietor shall", the phrase "Form 1697, properly modilied", 
and inserting in lieu thereof the phrase "Form 2260". 

(B) Section 23&). 201 is amended as follows: 
(1) By striking from the [irst sentence the phrase "or to the 

wholesale liquor dealer premises or placed" and inserting in lieu 
thereof the phrase "or the wholesale liquor dealer premises, or bc 
placed". 

(2) By striking the last sentence. 
(C) Section 230. 223 is amended to read, "Bed strip stamps will be 

furnished without charge to proprietors of taxpaid bottling liouses by 
the district director of the district in which such bottling houses are 
located. Except in cases of emergency, they will not be furnished by 
district directors nf other districts. The proprietor, on receipt of the 
copy of Form 428 and the stamps from the distr~ict director, will 
deliver the form and the stamps to the internal revenue oI[icer for 
verification of receipt. ". 

(D) Section 230. 231 is amended as follows: 
(1) By striking from the headnote the word "Non-usable" and 

inserting in lieu thereof the word "Mutilated". 
(2) By striking the first ski&tence. 
(3) By striking from the second sentence the phrase "super- 

vision of the" and inserting in lieu thereof the phrase "super- 
vision of an". 

(4) By changing the last sentence to read, "The proprietor 
will report on Form 2260 the number of each denomination of 
stamps so destroyed. ". 
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(E) Subpart V is amended to read as follows: 

SUBPART V. — PROPRIETOR'S RECORDS AND REPORTS 

RECORDS 

$280. 280 DAILY REcoRDs. — The proprietor shall maintain, at his taxpald 
bottling house, daily records which shall include all data necessary (1) to enable 
internal revenue officers to identify and trace the movement of all distilled spirits 
and wines from receipt to disposition, and to ascertain whether there has been 
compliance with all internal revenue laws and regulations relating to such dis- 
tilled spirits and wines, and (2) to provide the proprietor with records from 
which the monthly report, Form 52 D, may be compiled. Such records must 
accurately and clearly reflect the following: 

(a) The distilled spirits and wines received on the premises (including 
export storage and the contiguous wholesale liquor dealer room). 

(b) The dumping and packaging or original bottling of distilled spirits 
and wines. 

(c) The bottling of spirits previously packaged on the premises. 
(d) The rebottling of bottled spirits removed from the case storage room, 

export storage, or the contiguous wholesale liquor dealer room. 
(e) The distilled spirits and wines removed from the premises (including 

export storage and the contiguous wholesale liquor dealer room). 
In addition to any other information shown thereon, such records shall, for each 
transaction or operation, show the date and the kind and quantity of distill@1 
spirits or wine involved, and, where applicable, (1) the date and serial number 
of each Form 280, (2) the producer or rectifier of domestic spirits, (8) the coun- 
try of origin of imported spirits, (4) the alcohol content of wines, (5) the serial 
numbers of bottling tanks used, (6) the number of cases or packages and their 
serial numbers, (7) the gains or losses during each operation, and (8) the identity 
of each consignor for receipts and of each consignee for shipments. Spirits pack- 
aged or bottled especially for export with benefit of drawback must be appro- 
priately identified at each operation or transaction. Wines will be recorded in 
wine gallons only. Distilled spirits must be recorded in both wine and proof 
gallons, except that the removal of distilled spirits bottled for domestic con- 
sumption will be recorded in wine gallons only. All information required to be 
shown in the daily records required by this section shall be assembled or entered, 
as the case may be, before the close of the business day next succeeding the day 
on which the operation or transaction occurs. 

$280. 281 WHQLE8ALE LIqUOR DEAI. ER ROOM. — A. contiguous wholesale liquor 
dealer room operated by the proprietor in connection with the taxpaid bottling 
house, whether or not it is used exclusively for the products of such taxpaid 
bottling house, will be considered a part of the bottling house premises for 
purposes of records and reports required by this part. (68A Stat. 619; 26 
U. S. C. 5114. ) 

REPORTS 

$280, 282 DAILY MEMORANDUM REPORT OF DISTILLED SPIRITS BOTTLED 
STRIP STAMPs UsED. — The proprietor shall furnish a daily report to the store- 
keeper-gauger showing: 

(a) The number of cases of distilled spirits bottled, by number and size 
of bottle. 

(b) The serial numbers of such cases. 
(c) A summary, by denomination, of red strip stamps received, used, 

mutilated, unaccounted for, destroyed, and on hand at the beginning and 
end of the day. 

The report shall be furnished not later than the morning of the business day 
next succeeding that on which the strip stamps were used. The report mav be 
in simple memorandum form, or it may be a copy of a record prepared by the 
proprietor for his own use. Copies of such reports shall be filed as prescribed 
by $ 280. 285. 

$ 280. 288 MoNTHLY' REPQRT oF RED STRIP STAMPs. — At the end of each 
month the proprietor shall prepare a report on Form 2260, showing a summary 
of all red strip stamp transactions which occurred during the month. The re- 
port shall be prepared in duplicate, and both copies shall be delivered to the 
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storekeeper-gauger for verification of the monthly inventories of- stamps on 
hand. After such verification both copies shall be returned to the liroprietor, 
who shall, on or before the 10th day of the succeeding month, forward the original 
to the assistant regional commissioner and retain the duplicate for his files. 
(68A Stat. 602; 26 U. S. C. 5008) 

Ia 280. 284 MGNTHLY SUEIMARY REPGRT. — At the end of each month the bottler 
shall prepare a report on Form 52 D, in duplicate, of all operations and trans- 
actions at the taxpaid bottling house during i, he month. The original of the 
report shall be submitted to the assistant regional cominissioner not later than 
the tenth day of the succeeding month, anil the duplicate shall be retained by 
the proprietor. 

FILING AND RETENTION OF RECORDS AND REPORTS 

$ 280. 285 FII, ING. — All records required by this part, all auxiliary or sup- 
plemental records of individual operations and transactions from which such 
records are coinpiled, and copies of all reports submitted shall be filed and 
maintained by the bottler for a period of not less than two years in such 
manner as to facilitate inspection by internal revenue officers. The files of 
records and reports shall be available during regular business hours for exam- 
ination and taking of abstracts therefrom by internal revenue officers. 

PRocUREMENT oF FGRMs 

Ia 280. 286 FCRMs To BE Pl&GVIDED BY USERs AT OwN ExPENBE. — Forms 52 D and 
280 will be provided by users at their own expense and must be in the form 
prescribed by the Director, Alcohol and Tobacco Tax Division. (68 A Stat. 619; 
26 17. S. C. O114. ) 

(F) Section 230. 302 is amended as follows: 
(1) By striking from the first sentence the phrase "on Form 

52 D, or on a separate record with identifying data in accordance 
with «I 230. 285" and insertino in lieu thereof the phrase "in the 
daily records required by l 230. 280". 

(2) By striking the second sentence. 
(0) Section 230. 322 is amended to read, "Separate records will not 

be required for operations under a new individual or corporate name, 
or under each trade name or style. The proprietor shall, however, 
note on his daily records and on his monthly reports, Forms 52 D 
and 2260, the individual or corporate names or the trade names or 
styles under ivhich operations were conducted during the month. In 
addition, the dates of operation under each such name shall be sho~n 
on Forms 52 D and 2260. " 

(H) Section 230. 332 is amended by striking from the last sentence 
the phrase "part 2 of Form 182" and inserting in lieu thereof the 
phrase "Form 2260". 

(I) Section 230. 333 is amended to read, "Where there is a change 
in the proprietorship otherwise than by operation of law, the out- 
going proprietor shall enter in his daily records of &lispos~ition and 
report, on his Form 52 D all spirits transferrecl to his successor, who 
shall in turn enter in his daily records of receipt and report on his 
Form 52 D all spirits received from his predecessor. Where an ad- 
ministrator, executor, assignee, receiver, trustee, or other fiduciary 
succeeds to the business and qualifies to operate the same, his daily 
records and Form 52 D shall reflect such succession. " 

PAR, 8. 26 CFR Part 235, "Rectification of Spirits and Wines", 
is amended as follows: 

(A) Section 235. 418 is amended by striking from the 17th sentence, 
which begins "The proprietor shall", the phrase "Form 16&)7, properly 
modified, " and inserting in lieu thereof the phrase "Form 2260". 
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B) Section 285. 465 is amended by striking the second sentence. 
C) Section 285. 498 is amended by striking from the last sentence 

the phrase "also make appropriate entries on Form 45 of" and insert- 
ing in lieu thereof the phrase "report on Form 45". 

(D) Section 285. 544 is amended to read, "Section 5041, I. R. C. , 
imposes a tax, at rates prescribed therein, on all wines (including 
imitation, substandard, or artificial wine, and, compounds sold as wine, 
which contain 24 percent or less of alcohol by volume) in bond in, 
produced in, or imported into, the United States; such tax to be de- 
termined as of the time of removal for consumption or sale. All 
wines which contain more than 24 percent of alcohol by volume are 
classed as distilled spirits and taxed accordingly. ". 

(E) Section 285. 551 is amended by changing the first sentence to 
read, "Section 5022, I. R. C. , imposes a tax, at the rate prescribed 
therein, on all liqueurs, cordials, or similar compounds produced in 
the United States and not sold as wine, which contain more than 2V~ 

percent by volume of wine of an alcohol content in excess of 14 per- 
cent by volume (other than bottled cocktails); such tax to be in lieu 
of the rectification tax imposed by Section 5021, I. R. C. ". 

(F) Section 285. 627 is amended by striking from the last sentence 
the phrase "and Form 45". 

(6) Section 285. 720 is amended by changing the last sentence to 
read, "Report of such transfers of stamps must be made on Form 2260 
by the proprietors of both premises. ". 

(H) Section 285. 722 is amended by striking from the last sentence 
the phrase "Form 45" and inserting in lieu thereof the phrase "the 
Form 2260". 

(I) Section 285. 728 is amended as follows: 
1) By changing the headnote to read "Stamp report. ". 
2) By striking from the first sentence the phrase "keep a 

record on Form 45" and inserting in lieu thereof the phrase "make 
a report on Form 2260". 

(8) By striking the remainder of the section. 
(J) Section 285. 742 is amended by striking the last sentence. 
(K) Section 285. 747 is amended to read, "Red strip stamps will be 

furnished without charge to proprietors of rectifying plants by the 
district director of the district in which such plants are located. Ex- 
cept in cases of emergency, they will not be furnished by district 
directors of other districts. The proprietor, on receipt of the copy 
of Form 428 and the stamps from the district director, will deliver 
the form and the stamps to the storekeeper-gauger for verification of 
receipt. ". 

(I) Section 285. 755 is amended as follows: 
(1) By striking from the headnote the word "Nonusable" and 

inserting in lieu thereof the work "mutilated". 
(2) By striking the first sentence. 
(8) By striking from the last sentence the phrase "enter ap- 

propriate credit on Form 182 for" and inserting in lieu thereof 
the phrase "report on Form 2260". 

(M) Section 235. 807 is amended as follows: 
(1) By striking from the first sentence the phrase "on Form 

45 or Record 52, or on a separate record with identifying data in 
accordance with $ 285. 821" and inserting in lieu thereof the phrase 
"in the daily records as provided in $ 285. 815". 
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(9) By striking the second sentence, which begins "Broken 
cases". 

(N) Subpart JJ is amended to read as follows: 

SUBPART J J. — P ECTIFIER'S RECORDS AND REPORTS 

RECORDS 

) 235. 815 DAILT REcoRDs. — The rectifier shall maintain, at his rectifying 
plant, daily records which shall include all data necessary (1) to enable internal 
revenue officers to identify and trace the movement of all distilled spirits and 
mines from receipt to disposition, and to ascertain whether there has been com- 
pliance ivith all internal revenue laws and regulations relating to such distilled 
spirits and wines, and (2) to provide the rectifier with records from mhich the 
monthly report, Form 45, niay be compiled. Such records must accurately and 
clearly refiect the folloiving: 

(a) The distilled spirits, wines, and alcoholic fiavoring materials received 
on the preniises, including export storage and the contiguous wholesale 
liquor dealer room. 

(b) The distilled spirits, wines, and alcoholic flavorin. materials dumped 
for rectification. 

(c) The rectification of each batch of distilled spirits and wines. 
(d) The packagin or original bottling of each batch of distilled spirits 

and wines after rectification. 
(e) The transfer of rectified products by pipeline to contiguous premises. 
(f) 'I'he dumping and pacl-aging or original bottling of distilled spirits 

and mines without rectihcation. 
(g) The bottling of products previously packaged on the premises. 
(h) The rebottling of bottled products removed from the finished products 

room, contiguous wholesale liquor dealer room, or export storage. 
(i) The distilled spirits and mines removed from the premises. Separate 

records will be made of removals from the receiving room and removals from 
the finished products room (including export storage and the contiguous 
wholesale liquor dealer room). 

In addition to any other information shown therein, such records shall, for each 
transaction or operation, shorn the date and the kind anil quantity of distilled 
spirits or wine (including alcoholic flavoring materials) involved, and, where 
applicable, (1) the date and serial number of each Form 122, 280, or 287, (2) 
the producer or i ectifier of domestic spirits, (8) the countrv of origin of imported 
spirits, (4) the alcohol content of wines and ilai oring materials, (5) the serial 
numbers of bottlin, tanks used, (6) the serial number of the formula, (7) the 
number of eases or packages and their serial numbers (identifying tank cars, 
tank trucks, and pipeline removals as such), (8) the gains and losses during 
each operation, and (9) the identitV of each consignor for receipts and of each 
consignee for shipments. Products packaged or bottled especially for export 
with benefit of dramback must be appropriately identified at. each operation or 
transaction. Quantities shall be recorded in both wine and proof allons, ex- 
cept that the removal of finished products bottled for domestic consumption will 
be recorded in ivine gallons onlv. All information required to be shown in the 
daily records required by this section shall be assembled or entered, as the case 
may be, before the close of the business day next succeeding the day on which 
the operation or transaction occurs. 

f 285. 816 WHoLEsALE LIQU08 DEALKI' RooII. — A contiguous v holesale liquor 
dealer room operated by the proprietor in connection ivith the rectifying plant, 
whether or not it is used exclusively for the products of such rectifying plant, 
mill be considered a part of such re tifying plant for purposes of records and re- 
ports required by this part. 

REPORTS 

$ 285. 817 DAIL% liIEIICRANDUM REPCRT oF DIsTILLED SPIRIrs BorTLED AND 

STRIP STAAIPs UsKD. — The rectifier shall furnish a daily report to the storekeeper- 
gauger showing (a) the number of cases of distilled spirits bottled, by number 
and size of bottle, (b) the serial numbers of such cases, and (c) a summarv, by 
denomination, of red strip stamps received, used, mutilated. unaccounted for, 
destroyed, and on hand at the beginning and end of the day. The report shall be 
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furnished not later than the morning of the business day next succeeding that on 
which the strip stamps were used. The report may be iu a simple memorandum 
form, or it may be a copy of a record prepared by the proprietor for his own 
use. Copies of such reports shall be filed as prescribed in $ 285. 821. 

$ 285. 818 MoNTHLY REPoRT oF RED STRIP STAMPs. — At the end of each month 
the proprietor shall prepare a report on Form 2260, showing a summary of all 
red strip stamp transactions which occurred during the month. The report shall 
be prepared in duplicate, and both copies shall be delivered to the storekeeper- 
gauger for verification of the monthly inventories of stamps on hand. After such 
verification, both copies shall be returned to the proprietor, who shall, on or before 
the 10th day of the succeeding month, forward the original to the assistant re. 
gional commissioner and retain the duplicate for his files. (68A. Stat. 602; 26 
U. S. C. 5008) 

$ 285. 819 REPGRT oF REOTIFIED SPIRIT8 STAMPs (FCR BoTTLING TANKs), — At 
the end of each month the rectifier shall prepare a summary report on Form 
2260, in duplicate, of all operations and transactions in rectified spirits stamps 
(for bottling tanks) which occurred during the month. He shall submit the 
original of the report to the assistant regional commissioner not later than the 
10th day of the succeeding month, and retain the duplicate for his files. (68A 
Stat. 681; 26 U. S. C. 5555) 

$ 285. 820 MoNTHI Y SCMMARY REPoRT. — At the end of each month the recti- 
fier shall prepare a report on Form 45, in duplicate, of all operations and transac- 
tions at the rectifying plant during the month. He shall submit the original of 
the report to the assistant regional commissioner not later than the 10th day of 
the succeeding month, and retain the duplicate for his files. (68A Stat. 652, 681; 
26 U. S. C. 5285, 5555) 

FILING AND RETENTION OF RECORDS A. ND REPORTS 

$ 285. 821 FII. ING. — All records required by this part, all auxiliary or supple- 
mental records of individual operations and transactions from which such records 
are compiled, and copies of all reports submitted shall be filed and maintained by 
the rectifier for a period of not less than two years in such manner as to facili- 
tate inspection by internal revenue officers. The files of records and reports 
shall be available during regular business hours for examination and taking of 
abstracts therefrom by inter~al revenue ofilcers. (68A Stat. 652, 681; U. S. C. 
5285, 5555) 

PROCUREMENT OF FORMS 

$ 285. 822 FGRMs To BE PRov?DED BY UsERs AT OWN KxPENsE. — Forms 45, 122, 
280, and 287 will be provided by users at their own expense and must be in the 
form prescribed by the Director, Alcohol and Tobacco Tax Division. (68A. Stat. 
652, 681; 26 U. S. C. 5285, 5555) 

(0) Section 235. 851 is amended to read, "Separate records will 
not be required for operations under a new individual or corporate 
name or under each trade name or style. The recti6er shall, how- 
ever, note on his daily records, and on his monthly reports on Forms 
45 and 2960 the individual or corporate name or the trade names 
or styles under which operations were conducted during the month, 
In addition, the dates of operation under each such name shall be 
shown on Forms 45 and 9960. ". 

(P) Section 935. 861 is amended as follows: 
(1) By striking from the second sentence, which begins "The 

form", the phrase 'of this part". 
(2) By striking from the third sentence, which begins "Upon 

completion", the phrase "of this part". 
(8) By striking from the last sentence the phrase "entries are 

made in Form 45" and inserting in lieu thereof the phrase "record~ 
are prepared as prescribed in $ 935. 815". 
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(Q) Section 235. 865 is amended to read, "The outgoing rectifier 
may not transfer any strip stamps to his successor. Wliere the change 
of proprietorship of the plant is to be of a temporary nature, any strip 
stamps on hand belonging to the outgoing proprietor may be retained 
pending the qualification and resumption of operations by such 
proprietor, and he will continue to submit a monthly report on Form 
2260 of such stamps. ". 

(R) Section 285. 866 is amended as follows: 
(1) By striking from the second sentence, which begins "Where 

the change", the phrase "and proper report will be rendered on 
Form 45", and inserting in lieu thereof the phrase ", who will 
continue to submit monthly reports of such stamps as prescribed 
in $ 285. 818". 

(2) By striking the last sentence. 
(S) Section 285. 867 is amended to read, "9'here there is a change 

in proprietorship otherwise than by operation of law, the outgoing 
rectifier shall enter in his daily records of disposition and report on 
his Form 45, all spirits transferred to his successor, who shall in turn 
enter in his daily records of receipt and report on his Form 45 all 
spirits as received from his predecessor. ". 

(T) Section 235. 868 is amended by striking from the last sentence 
the phrase "Form 182" and inserting in lieu thereof the phrase "Form 
2260". 

PAR. 9. 26 CFR Part 240, "Wine", is amended by ch:inging $ 240. 594 
to read "Section 5041, I. R. C. , imposes a tax, at rates prescribed 
therein, on all wines (including imitation, substandard„or artificial 
wine, and compounds sold as mine, which contain 24 percent, or less 
of alcohol by volume) in bond in, produced in, or imported into, the 
United States; such tax to be determined as of the time of removal 
for consumption or sale. Wine containing more than 24 percent of 
alcohol by volume shall be classed as distilled spirits and taxed accord- 
ingly. The tax shall be determined and paid on the quantity of 
wine marked on the containers as provided in $$ 240. 562 and 240. 567, 
or (in case of pipeline removals) on the quantity determined as 
provided in ) 240. 597. ". 

This Treasury Decision shall be efFective on the first day of the first 
month which begins not less than 80 days after the date of publication 
in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of 1954 (68A Stat. 917; 
26 U. S. C. 7805). ) 0. GORDON DELK) 

Acting Coninussioner of Internal Revenue. 
Approved December 27, 1956. 

W. RANDOLPH BURGESS) 
Acting Secretary of the Treasury. 

(Filed by the Division of the Federal Register on January 3, 1957, at 8: 46 a. rn. , 
an(1 published in the issue of the Federal Register for January 4, 1957, 
22 F. R. 111. ) 
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26 CFR 194. 227: Entry of miscellaneous items. Rev. Rul. 57 — 16p 

Miscellaneous items may not be stated on Form 524, Wholesale 
Liquor Dealer's Monthly Report, to report different kinds of distilled 
spirits received by a wholesale dealer, in broken or partial cases, 
but may be stated on Form 528, Wholesale Liquor Dealer's Monthly 
Report, covering spirits disposed of by him. Different kinds of 
spirits made up of broken cases reported as a single item on Form 
528 may be spirits of more than one producer. Details are given for 
the reporting of such partial or broken cases in columns 4 and 8 of 
the form. 

Advice has been requested with respect to the proper procedure 
of entering miscellaneous items on Forms 52A and 52B, wholesale 
Liquor Dealer's Monthly Report. The specific questions are shown 
below, together with the answers thereto. 

Section 194. 225 of the Regulations relating to Liquor Dealers re- 
quires that wholesale liquor dealers prepare and submit, daily or 
periodically, a report on Form MA of all distilled spirits received by 
him and on Form MB of all distilled spirits disposed of by him, unless, 
upon application, the Assistant Regional Commissioner, Alcohol and 
Tobacco Tax, relieves the dealer from the requirement of preparing 
and submitting such daily or periodic report. Section 194. 227 of the 
regulations provides for the reporting on Form MB of certain mis- 
cellaneous items. 

The questions and answers with respect to such miscellaneous items 
are as follows: 

Question 1. — Is it permissible to use the term "Miscellaneous" on 
Form 52A with respect to spirits received in broken or partial cases& 

An8wer. — As indicated above, the regulations provide only for the 
reporting of miscellaneous items on Form MB covering spirits Ck8- 

po8ed of by the wholesale dealer. Miscellaneous items may not be 
stated on Form 52A to report different kinds of spirits received in 
broken or partial cases. 

Quegtion 8. — Does the term "difFerent kinds of spirits made up from 
broken cases" refer to different kinds of spirits of the same producer or 
different kinds of spirits distilled, rectified, or bottled by several 
producers & 

Answer. — The term in question is held to mean that the different 
kinds of spirits may be from the same producer or from various 
producers. 

Quegtion 8. — May a shipment consisting of one type of spirits, as 
for example, 80 pints of whisky, which were produced by several 
different distillers be recorded on one line of Form 52B as "Miscella- 
neous, " in column 4; and may the total quantity of such spirits be 
shown as a single entry in column 8i If not, must the name of each 
producer be recorded on a separate line in column 4 and the quantity of 
each distiller's product be shown in column 8& 

An8wer. — The name of the distiller(s) may be reported in column 
4 as "Miscellaneous, " and the total quantity shown in column 8. 

Question 4. — If a shipment consists, for example, of 1. 6 wine gallons 
of whisky, . 8 wine gallon of gin, and . 8 wine gallon of brandy, repre- 
senting the products of several distillers but not identified with any 
full case serial number, and the wholesaler, does not desire to avail 
himself of the procedure provided under section 194. 227 of the regula- 
tions, may the producer be designated in column 4 on one line as "As- 
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sorted, " or "Miscellaneous, " and the amounts of each type of spirits 
entered on the same line in the appropriate columns 8, 9, and 10 & 

Avisioef. — The method outlined for entering such transactions is 
considered acceptable. Therefore, the answer to this question is in 
the afiirmative. 

Rev. Rul. 57 — 173 o6 CFR 920. 758: Record at taxpaid premises. 
(Also Part III — C, Section 0; 27 CFR 8. 19. ) 

A distiller, rectifier, or warehouseman and bottler acquiring tax- 
paid bulk distilled spirits may store them prior to bottling, on 
premises under his control but covered only by a wholesaler's basic 
permit, He may also store acquired taxpaid distilled spirits in 
original bulk containers in a commercial warehouse not under his 
control. No basic permit is required to cover a "taxpaid" or "free" 
warehouse, but bulk taxpaid spirits may be acquired and stored on 
such premises only by the holder of a basic permit as distiller, 
rectifier, or warehouseman and bottler. Such persons may establish 
a taxpaid warehouse, for the purpose of receiving and storing such 
bulk spirits, either in conjunction with his bonded premises, adjacent 
thereto, or at another location. Yaxpaid bulk spirits withdrawn 
from an internal revenue bonded warehouse may be stored on any 
taxpaid premises or in commercial storage pending disposition. 
Appropriate records must be kept in all cases. 

Advice has been requested with respect to the acquirement, receipt, 
storage, and sale of taxpaid bulk distilled spirits. The questions 
presented and answers thereto are as follows: 

QUEsTzoiv No. 1. — May the holder of a basic permit, either as a 
distiller, warehouseman and bottler, or rectifier, who acquires taxpaid 
bulk spirits, store such spirits, prior to bottling, on premises under his 
control but covered only by a wholesaler's basic permits 

Answer. A. distiller, rectifier, or warehouseman and bottler who 
acquires taxpaid bulk distilled spirits may store such spirits, prior to 
bottling, on premises under his control but covered only by a whole- 
saler's basic permit. Complete daily records covering the receipt and 
disposition of such bulk spirits must be maintained by the holder of 
the basic permit where the spirits are stored. Such transactions must 
also be included on Form 838, Wholesale Liquor Dealer's Monthly 
Report. 

QUEsTIQN No. 9. — May the holder of a basic permit as a distiller, 
warehouseman and bottler, or rectifier, who has acquired taxpaid dis- 
tilled spirits in original bulk containers, store such spirits in a com- 
mercial storage warehouse not under the control of the permittee, but 
in the hands of a third party who does not hold a basic permit & 

Amtoer. Such bulk distilled spirits may be stored in a commercial 
storage warehouse not under the control of the distiller, warehouseman 
and bottler, or rectifier. Complete daily records covering the receipt 
and disposition of the bulk spirits must be maintained by the holder 
of the basic permit at the commercial storage premises and Form 888 
must be submitted in accordance with the pertinent regulations. 

QUEsTioN No. 3. — What type of basic permit should be required to 
cover a "taxpaid" or "free" warehouse referred to in section 990. 758 of 
the Regulations relating to the Production of Distilled Spirits& If 
it is covered by a wholesaler's basic permit because of the handling 
of spirits produced by other than the proprietor, by what right can 
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these spirits be acquired and stored on such premises by the proprietor 
as a wholesaler, who is prohibited by the Federal Alcohol Adminis- 
tration Act from receiving spirits in bulk& 

An8Mer. No basic permit is required for this purpose. Such bulk 
spirits cannot be acquired and stored by the proprietor on taxpaid or 
free warehouse premises in his capacity as a wholesaler under the 

rovisions of the Regulations relating to Bulk Sales and Bottling of 
istilled Spirits. Spirits may be received and stored on such premises 

only by a person holding a basic permit as a distiller, warehouseman 
and bottler, or rectifier. Daily records must be maintained by the 
holder of the basic permit at the premises where the spirits are stored, 
and Form 338 must be prepared. 

QUEsTioN No. 4. — Under section 3. 12 of the Regulations relating to 
Bulk Sales and Bottling of Distilled Spirits, should the proprietor of 
a distillery or bonded warehouse who desires to establish a taxpaid 
warehouse for the purpose of receiving and storing bulk spirits be 
required to establish such warehouse in conjunction with or 'adjacent 
to the distillery or bonded warehouse premises, or may the taxpaid 
warehouse be located elsewhere, and, if located elsewhere, would. a 
separate permit be required & 

A~ex. The proprietor may establish a taxpaid warehouse for 
the purpose of receivmg and storing bulk spirits either in conjunction 
with, or adjacent to, the distillery or bonded warehouse premises, or 
the taxpaid warehouse may be located elsewhere. No separate basic 
permit is required in either case. In this connection, see also the 
answer to Question No. 8, above. 

QUEsTIoN No. 5. — May a rectifier establish a taxpaid warehouse 
off the qualified premises without procuring an additional permit~ 

Anzac~. A rectifier may establish a taxpaid warehouse O8 the 
qualified premises without procuring an additional permit. The pro- 

rietor must maintain complete daily records covering the receipt and 
isposition of such spirits at such taxpaid premises, and a monthly 

report on Form 888 must be prepared. 
QUEsTioN No. 6. — In the event a proprietor of an internal revenue 

bonded warehouse is required to taxpay and withdraw packages of 
spirits from his warehouse, where may such taxpaid packages be stored 
pending their disposition & 

Answer. The taxpaid bulk spirits in such case may be stored 
on any taxpaid premises or in commercial storage. Daily records 
must be maintained by the holder of the basic permit at the premises 
where the spirits are stored and a monthly report on Form 888 must 
be prepared. 

QUEsTION No. V. — May the proprietor of an internal revenue bonded 
warehouse, who is also a rectifier, store taxpaid spirits on a vacant lot 
which is not a part of either qualified. premises but within the fenced 
enclosure of the premises under the control of the proprietor & 

Angtoer. The answer to this question is in the affirmative. Daily 
records must be maintained and Form 888 submitted by the holder of 
the basic permit. Whi]e the storage of spirits under such conditions 
would appear to be undesirable from the standpoint of protection from 
the elements, this is a matter which is not precluded by existing law 

or regulations. 
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The provisions of the Federal . alcohol Administrati&&n Act iesti ict- 
ing the acquisition and disposal of. distilled spirits in bulk do not limit 
their physical receipt and disposal to premises actually conducted or 
controlled by distillers, warehousemen and bottlers, or rectifiers. 
Therefore, sucli bulk spirits may be stored on premises as indicated 
above, subject to the maintenance of the proper records by the holder 
of the basic permit who may legally acquire or receive such spirits in 
bulk under the provisions of tlie Regulations relating to Bulk Sales 
and Bottling of Distilled Spirits. 

Bulk taxpaid spirits thus legally acquired and stored may be sold 
or disposed of only to persons authorized by the provisions of the above 
regulations to acquire such spirits. In the event the spirits are sold 
and the vendor is not entitled to the exeniption a8orded by section 
5118(a) of the Internal Revenue Code of 1954 and section 194. 184 
of the Regulations relating to Liquor Dealers, the holder of the basic 
permit (distiller, warehouseman and bottler, or rectifier, as the case 
may be) selling the spirits must pay special tax as a wholesa]e liquor 
dealer as to each premises where the wholesale liquor dealer business 
is carried on. The fact that a wholesale liquor dealer, as such, may not 
acquire or dispose of distilled spirits in bulk under the Regulations re- 
lating to Bulk Sales and Bottling of Distilled Spirits does not preclude 
the acquisition or sale of distilled spirits in bulk by a distiller, ware- 
houseman and bottler, or rectifier, in such capacity, who must, except 
where specifically exempted, qualify for the sale of such spirits in 
ivholesale quantities under the internal revenue laws. 

26 CFR 225. 1121: Monthly report of removals 
from warehouse, Form 52C. 

For instructions as to the proper reporting by warehousemen on 
Form 52, Monthly Report — Internal Revenue Bonded Warehouse, 
see Rev. Proc. 57 — 22, page 752. 

SUBPART E. — RETAIL DEALERS 

SECTION 5128. — EXEMPTIONS 
Rev. Rul. 57 — 149 26 CFR 194. 1M: Sales of entire stock by 

retail liquor dealer in liquidation. 

Section 5128(c) of the Internal Revenue Code of 1954 provides 
that special tax as a wholesale dealer in liquors or wholesale dealer 
in beer shall not apply to a retail dealer in liquors or to a retail dealer 
in beer because of such retail dealer selling out his entire stock of 
liquors in one parcel, or in parcels embracing not less than his entire 
stock of distilled spirits, of vines, or of beer. Section 194. 193 of 
the Regulations relating to Liquor Dealers provides that a retail 
dealer in liquors may, ivithout incurring special tax as a wholesale 
dealer in liquors, sell out his entire stock of alcoholic liquors in one 
parcel or in a number of parcels composing his entire stock, which 
parcels may contain distilled spirits, wine, or beer, or a combination 
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of any or all such liquors. BeM, a retail liquor dealer who sells his 
entire stock of distilled spirits only in parcels of five gallons or more, 
but continues to sell beer and wine at the same location under his 
special tax stamp as a retail liquor dealer, incurs liability as a whole 
sale liquor dealer. However, a retail dealer selling distilled spirits, 
wine, and beer, who discontinues the business of selling distilled spirits 
and wine and disposes of his entire stock of distilled spirits and wine 
only, in quantities of five gallons or more to the same person at the 
same time, would not become liable for special tax as a wholesale 
dealer in liquors merely because he failed to dispose of. his stock of 
beer at the time he disposed of his distilled spirits and wine. 

SUBPART F. — NONBEVERAGE DOMESTIC DRAWBACK CLAIMANTS 

SECTION 51M. — REGISTRATION AND REGULATION 

Rev. Rul. 57-989 26 CFR 197. 95: Products requiring formulas. 
(Also Section 197. 117. ) 

Under the provisions of section 197. 117 of the Regulations relat- 
ing to Drawback on Distilled Spirits Used in Manufacturing Non- 
beverage Products, distilled spirits may be recovered from dregs or 
mare of percolation or extraction in the manufacture of a nonbever- 
age product and such spirits may be reused in the manufacture of a 
nonbeverage product of the kind in which originally used. Such re- 
covered distilled spirits are not eligible for drawback. Under the 
provisions of section 197. 118 of the regulations, distilled spirits re- 
covered from an intermediate product may be used in the manufacture 
of a nonbeverage product and, when so used, are eligible for draw- 
back. The use of recovered distilled spirits must be reported by the 
nonbeverage manufacturer in the manner provided in sections 197. 117 
and 197. 118 of the regulations. Such operations would not subject. 
the user to special tax as a rectifier or to the rectification tax. A 
manufacturer who recovers distilled spirits from a /nish' non- 
beverage product, by distillation or otherwise, is liable for special 
tax as a rectifier. He is also liable for rectification tax on all such 
distilled spirits recovered. The formula for each product in which 
recovered distilled spirits are to be used must be submitted to the 
Director, Alcohol and Tobacco Tax Division, Washington 25, D. C. , 
even though no new distilled spirits are used. 

26 CFR 197. 117: Account of. distilled spirits 
recovered in the manufacture of products 
eligible for drawback. 

For restrictions with respect to the reuse of recovered distilled 
spirits by nonbeverage manufacturers, see Rev. Rul. 57 — 289, above. 
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SUBCHAPTER B. — DISTILLERIES 

PART I. — ESTABLISHMENT 

SECTION 5171. — PREMISES PROHIBITED FOR 
DISTILLING 

Rev. Rul. 57 — 123 26 CFR 182. 7: Industrial alcohol plants; 
restrictions. 

(Also Sections 220. 51, 221. 61. ) 
Proprietors of industrial alcohol plants, registered distilleries, 

or fruit distilleries desiring to use stillage or spent beer in the 
manufacture of byproducts, upon special authorization, may dn so 
on the bonded premises or they nIay establish byproducts plants off 
the bonded preruises. Only stillage or spent beer containing less than 
one-half of one percent of alcohol by volume may be removed to a 
byproducts plant located off the bonded premises, and no alcohol 
may be recovered at such off-premises plant. 

Advice has been requested with respect to the location of premises 
for the manufacture of. byproducts by the utilization of stillage or 
spent beer. 

Section 182. 7 of the Industrial A. lcohol Regulations provides that 
industrial alcohol plant premises may be used for the conduct of other 
businesses by the proprietor of the industrial alcohol plant not involv- 
ing the production of alcoholic beverages but which, among other 
things, involve the use of byproducts or wastage from the production 
of alcohol. Similar provision is made in section 220. 51 of the Regula- 
tions relating to the Production of Distilled Spirits and section 221. 61 
of the Regulations relating to the Production of Brandy with respect 
to the use of distillery premises for the conduct of businesses which 
involve the use of byproducts or wastage from the production of dis- 
tilled spirits or brandy, respectively. The above sections of the 
respective regulations further provide that the Director, Alcohol and 
Tobacco Tax Division, must first determine, on application made to 
him in each case, that such use of the premises will not jeopardize the 
revenue and will not unduly increase administrative supervision. 

YVhere proprietors of industrial alcohol plants, registered distil- 
leries, or fruit distilleries, desire to use the stillage or spent beer from 
their distilling units in the manufacture of byproducts, such as vita- 
Inins, tartrates, dehydrated yeast, dried food, etc. , they may, on 
application for such permission, manufacture such byproducts on 
their bonded premises or establish byproducts plants o6 their bonded 
premises. However, if the stillage or spent beer contains as much as 
one-half of one percent of alcohol by volume, or where any alcohol 
is recovered regardless of the alcoholic content of the stillage or spent, 
beer, the operations must be conducted on the bonded premises. 

9'here the byproducts plant is located ofF the bonded premises, the 
removal of the stillage to the byproducts plant may be by pipeline or 
other methods approved by the Director or the Assistant Regional 
Commissioner, Alcohol and Tobacco Tax. No records will be required 
covering the stillage or spent beer removed or the products produced 
therefrom. Ho~ever, it is the responsibility of the proprietor to 

494797' — 58 — ae 
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determine that the stillage or other material removed to plants off 
the bonded premises contains less than one-half' of one percent of 
alcohol by volume. 

26 CFR 220. 51: Use of distillery premises 
f or other business. 

For the utilization, by proprietors of distilleries, of stillage or spent 
beer in the manufacture of byproducts, see Rev. Rul. 57 — 123, page 597. 

26 CFR 221. 61: Use of distillery premises 
for other business. 

For the utilization, by proprietors of distilleries, of stillage or spent 
beer in the manufacture byproducts, sec Rev. Rul. 57 — 128, page 597. 

SECTION 5178. — PLAN OF DISTILLERY 
26 CFR 182. 207: Preparation. T. D. 6225 ' 
TITLE 26 — INTERNAL REVENUE, 1954. — CHAPTER I, SUBCHAPTER E, PART8 182, 

195, 198, 220, 221, 225, 280, 285, and 240 

Amendments relating to plats and plans 

TRZASURT DEPARTMENT 
OFFIGE OI' THE COMMIssIONER OF INTERNAL REvENUE 

W'aehington 85, D. C. 

To Officere and E7npZoyeee of the InternaZ Revenue 8er7I7'ce and Otker8 
Concerned: 

In order (a) to include standard reproduction and blueprint paper 
as a material suitable for preparation to plat and plans sheets, (b) to 
permit use of the ozalid process in preparation of plats and plans, 
(c) to provide that other acceptable materials and processes for the 
preparation of plats and plans may be approved by the Director, 
Alcohol and Tobacco Tax Division, and (d) to make uniform in the 
various parts the language and requirements for the preparation of 
plats and plans, 26 CFR Parts 182, 195, 198, 220, 221, 225, 230, 285, and 
240 are amended as follows: 

PARAGRAPII 1. 26 CFR Part 182 is amended by changing $ 182. 207 
to read as follows: 

$ 182. 207 PREPAaAT10N. — Every plat and plan shall be drawn to scale. Each 
sheet thereof shall bear a distinctive title, enabling ready identification, and each 
sheet of the plat shall show the cardinal points of the compass. The minimum 
scale of any plat shall be not less than Ii50 inch per foot. Each sheet of the plat 
and plan shall be numbered, the first sheet being designated number 1 and the 
other sheets numbered in consecutive order. The dimensions of plat and plan 
sheets shall be 15 by 20 inches, outside measurement, with a clear margin of at 
least 1 inch on each side of the drawing, lettering, and writing: Provided, That 
the assistant regional commissioner may authorize the use of larger sheets if they 
are folded to the 15 by 20-inch size and can be filed by the top margin (20-inch 
dimension) in such a manner that they may be used without removal from the 
file and will not unfold when the file is suspended in a cabinet. plats and plans 
shall be submitted on sheets of tracing cloth, sensitized linen, or standard repro. 
duction or blueprint paper, and. may be original drawings, or reproductions made 

i 22 F. R. 979. 
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by the "ditto process", the ozalid process, or bv lithoprint, if such reproductions 
are clear and distinct. The Director may approve other niaterials aml methods 
which he finds are equally acceptable. 

PARAoRAmx 2. 26 CFR Part 195 is amended by changing $ 195. 96 to 
read as follows: 

$ 195. 96 PEEr&R&TroN. — Every plat and plan shall be drawn to scale. Each 
sheet thereof shall bear a distinctive title, enabling ready identification, and 
each sheet of the plat shall show the cardinal points of the compass. The mini- 
mum scale of any plat shall be not less than ~/so inch per foot. Each sheet of the 
plat and plan shall be numbered, the first sheet being designated number 1 and 
the other sheets numbered in consecutive order. The dimensions of plat an4 
plan sheets shall be 15 by 20 inches, outside measurement, with a clear margin 
of at least 1 inch on each side of the drawin, , lettering, and writing: Provided, 
That the assistant regional commissioner may authorize the use of larger sheets 
if they are folded to the 15 by 20-inch size and can be fitted by the top margin 
(20-inch dimeusion) in such a manner that they may be used without removal 
from the file and will not unfold when the file is suspended in a cabinet. Plats 
and plans shall be submitted on sheets of tracing cloth, sensitized linen, or 
standard reproduction or blueprint paper, and may be original drawings, or re- 
productions made by the "ditto process", the ozalid process, or by lithoprint, if 
such reproductions are clear and distinct. The Director may approve other 
materials and methods which he finds are equally acceptable. 

PAR. 8. 26 CFR Part 198 is amended by changing 3 198. 96 to read 
as follows: 

) 198. 96. PREpABATION. — Every plat and flow plan shall be dravvn to scale. 
Each sheet thereof shall bear a distinctive title, enabling ready identification, 
and each sheet of the plat shall show the cardinal points of the compass. The 
minimum scale of any plat shall be not less than ~/qo inch per foot. Each sheet 
of the plat and fiow plan shall be numbered, the first sheet being designated 
number 1 and the other sheets numbered in consecutive order. The dimensions 
of plat and flow plan sheets shall be 15 by 20 inches, outside measurement, with 
a clear margin of at least 1 inch on each side of the drawing, lettering, and writ- 
ing: Provided, That the assistant regional commissoner may authorize the use 
of larger sheets if they are folded to the 15 by 20-inch size and can be filed by 
the top margin (20-inch dimension) in such a manner that they may be used 
without removal from the file and will not unfold when the file is suspended 
in a cabinet. Plats and flow plans shall be submitted on sheets of tracing cloth, 
sensitized linen, or standard reproduction or blueprint paper, and may be original 
drawin 's, or reproductions made by the "ditto process", the ozalid process, or by 
lithoprint, if such reproductions are clear and distinct. The Director may ap- 
prove other materials and methods which he finds are equally acceptable. 

PAR. 4. 26 CFR Part 220 is amended by changing ( 220. 211 to read 
as follows: 

5220. 211 PRErxm. TxoN. — Every plat and plan shall be drawn to scale. Each 
sheet thereof shall bear a distinctive title, enabling ready identification, and each 
sheet of the plat shall show the cardinal points of' the compass. The minimum 
scale of any plat shall be not less than Qo inch per foot. Each sheet of the plat 
and plan shall be numbered, the first sheet being designated number 1 and the 
other sheets numbered in consecutive order. The dimensions of plat and plan 
sheets shall be 15 by 20 inches, outside measurement, with a clear margin of at 
least 1 inch on each side of the drawing, lettering, and writing: Provided, That 
the assistant regional commissioner may authorize the use of larger sheets if they 
are folded to the 15 by 20-inch size and can be filed by the top margin (20-inch 
dimension) in such a manner that they may be used without removal from the 
file and will not unfold when the file is suspended in a cabinet. Plats and plans 
shall be submitted on sheets of tracing cloth, sensitized linen, or standard re- 
production or blueprint paper, and may be original drawings, or reproductions 
made by the "ditto process", the ozalid process, or by lithoprint, if such repro- 
ductions are clear and distinct. The Director may approve other materials and 
methods which he finds are equally acceptable. (68A Stat. 681; 26 U. S. C. 5178) 
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PAR. 5. 26 CriB, Part 221 is amended by changing $ 221. 216 to read 
as follows: 

5 221. 216 pazrwzxrroN. — Every plat and plan shall be drawn to scale. Each 
sheet thereof shall bear a distinctive title, enabling ready identification, and each 
sheet of the plat shall show the cardinal points of the compass. The minimum 
scale of any plat shall be not less than &/qo inch per foot. Each sheet of the plat 
and plan shall be nunibered, the first sheet being designated number 1 and the 
other sheets numbered in consecutive order. The dimensions of plat and plan 
sheets shall be 15 by 20 inches, outside measurement, with a clear margin of at 
least 1 inch on each side of the drawing, lettering, and writing: Provided, That 
the assistant regional commissioner may authorize the use of larger sheets if 
they are folded to the 15 by 20-inch size and can be filed by the top margin (20 
inch dimension) in such a manner that they may be used without removal from 
the file and will not unfold when the file is suspended in a cabinet. Plats and 
plans shall be submitted on sheets of tracing cloth, sensitized linen, or standard 
reproduction or blueprint paper, and may be original drawings, or reproductions 
made by the "ditto process", the ozalid process, or by lithoprint, if such reproduc. 
tions are clear and distinct. The Director mav approve other materials and 
methods which he finds are equally acceptable. (68A Stat. 681; 26 U. S. C. 5178) 

PAR. 6. 26 CFH Part 225 is amended by changing m) 
225. 221 to read 

as follows: 
Ii 225. 221 PaEr&RATroN. Every plat and plan shall be drawn to scale. Each 

sheet thereof shall bear a distinctive title, enabling ready identification, and 
each sheet of the plat shall show the cardinal points of the compass. The 
minimum scale of any plat will not be less than &~ inch per foot. Each sheet 
of the plat and plan shall be numbered, the first sheet being designated number 
1, and the other sheets numbered in consecutive order. The dimensions of plat 
and plan sheets shall be 15 by 20 inches, outside measurement, with a clear 
margin of at least 1 inch on each side of the drawing, lettering, and writing: 
Provided, That the assistant regional commissioner may authorize the use of 
larger sheets if they are folded to the 15 by 20-inch size and can be filed by the 
top margin (20-inch dimension) in such a manner that they may be used without 
removal from the file and will not unfold when the file is suspended in a cabinet. 
Plats and plans shall be submitted on sheets of tracing cloth, sensitized linen, 
or standard reproduction or blueprint paper, and may be original drawings, 
or reproductions made by the "ditto process, " the ozalid process, or by lithoprint, 
if such reproductions are clear and distinct. The Director may approve other 
materials and processes which he finds are equally acceptable. (68A Stat. 646', 
26 U. S. C. 5281) 

PAR. 7. 26 CFR Part 280 is amended by changing $ 230. 96 to read 
as follows: 

$ 230. 96 PREPARATION. Every plat and plan shall be drawn to scale. Each 
sheet thereof shall bear a distinctive title, enabling ready identification, aud 
each sheet of the plat shall show the cardinal points of the compass. The 
minimum scale of any plat will not be less than Qo inch per foot. Each sheet 
of the plat and plan shall be numbered, the first sheet being designated number 
1 and the other sheets numbered in consecutive order. The dimensions of plat 
and plan sheets shall be 15 by 20 inches, outside measurement, with a clear 
margin of at least one inch on each side of the drawing, lettering, and writing: 
Provided, That the assistant regional commissioner may authorize the use of 
larger sheets if they are folded to the 15 by 20-inch size and can be filed by the 
top margin (20-inch dimension) in such a manner they they may be used without 
removal from the file and will not unfold when the file is suspended in a cabinet. 
Plats and plans shall be submitted on sheets of tracing cloth, sensitized linen, 
or standard reproduction or blueprint paper, and may be original drawings 
or reproductions made bv the "ditto process", the ozalid process, or by litho- 
print, if such reproductions are clear and distinct. The Director may approve 
other materials and methods which he finds are equally acceptable. 

PAR. 8. 26 CFR Part 285 is amended by changing $ 236. 211 to read 
as follows: 
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) 285. 211 Paap&R&TioN. — Every plat aiul plan shall be drawn to s& ale. 
Each sheet thereof shall bear a distinctive title, enabling ready indentifiication, 
and each sheet of the plat shall show the cardinal points of the compass. The 
minimum scale of any plat will not be less than Po inch per foot. Each sheet 
of the plat and plan shall be numbered, the first sheet being designated number 1, 
and the other sheets numbered in consecutive order. The dimensions of plat 
and plan sheets shall be 15 by 20 inches, outside measurement, with a clea. r niargin 
of at least 1 inch on each side of the drawing, lettering, and writing: Provnleif, 
That the assistant regional comniissioner may authorize the use of larger sheets 
if they are folded to the 15 by 20-inch size and can be filed by the top margin 
(20-inch dimension) in such a manner that they may be used without removal 
from the file and will not unfold when the file is suspended in a cabinet. Plats 
and plans shall be subniitted on sheets of tracing cloth, sensitized linen, or 
standard reproduction or blueprint paper, and may be original drawings, or 
reproductions made by the "ditto process", the ozalid process, or by lithoprint, 
if such reproductions are clear and distinct. The Director may approve other 
materials and methods which he finds are equally acceptable. 

PAR. 9. 96 CFR Part 940 is amended by changing $240. 971 to 
read as follows: 

$240. 271 PaErAaATioN. — The plat of a bonded wine cellar shall be drawn 
to scale. Each sheet thereof shall bear a distinctive title, enabling ready identi- 
fication, and shall show the cardinal points of the compass. The minimum scale 
of any plat shall be not less than $~o inch per foot. Each sheet of the plat shall 
be numbered, the first sheet being designated number 1 and the other sheets 
numbered in consecutive order. The dimensions of plat sheets shall be 15 by 20 
inches, outside measurement, with a clear margin of at least 1 inch on each side 
of the drawing, lettering, and writing: Provided, That the assistant regional 
commissioner may authorize the use of larger sheets if they are folded to the 
15 by 20-inch size and can be filed by the top margin (20-inch dimension) in such 
a manner that they may be used without removal from the file and will not 
unfold when the file is suspended in a cabinet. Plats shall be submitted on sheets 
of tracing cloth, sensitized linen, or standard reproduction or blueprint paper, 
and may be original drawings, or reproductions made by the "ditto process", 
the ozalid process, or by lithoprint, if such reproductions are clear and distinct. 
The Director may approve other materials and methods which he finds are 
equally acceptable. 

Because this Treasury Decision is liberalizing in e6ect and non- 
controversial in character, it is hereby found unnecessary to issue the 
Treasury Decision with notice and public procedure thereon under 
section 4(a), or subject to the effective date limitation of section 4(c), 
of the Administrative Procedure Act, approved June 11, 1946. Ac- 
cordingly, this Treasury Decision shall be effective on the date of 
publication in the Federal Register. 

(This Treasury Decision is issued under the authority contained in 
section 7805 of the Internal Revenue Code of. 1954. (68A Stat. 917; 
26 U. S. C. 7805). ) 

RUSSKLL C. HARRING TONi 

Commissioner of Interna/ Revenue. 
Approved February lo, 1957. 

DAN THROOP SMITH, 
Deputy to the 8eeretary of the Treasury. 

(Filed by the Division of the Federal Register on February 15, 1957, at 8: 58 a. m. , 
and published in the issue of the Federal Register for February 16, 1957, 
22 F. R. 979. ) 
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PART II. — OPERATION 

SECTION 5197. — DISTILLER'S RECORDS 
AND RETURNS 

26 CFR 221. 728: Records of successor. 

For the revision in recordkeeping and reporting by storekeeper- 
gaugers, see T. D. 6221, page 566. 

PART III. — GENERAL PROVISIONS RELATING To DISTILLERIES AND DISTILLED 
SPIRITS 

SECTION 5212. — PREVEiVTION AND DETECTION 
OF FRAUD 

Rev. Rul. 57-278 26 CFR 182. 519: Marks and brands. 
(Also Section 182. 788. ) 

The standard United States proof ga11on, de6ned in section 5002(d) 
of the Internal Revenue Code of 1954, and the standard United States 
wine gallon, de6ned in section 5041(c) of the Code, are used as a basis 
for determining the tax imposed by law on distilled spirits, including 
alcohol and denatured alcohol (where applicable). The standard 
measures prescribed by law are also prescribed by regulations for ac- 
counting purposes. See, for example, section 182. 519 of the Industrial 
Alcohol Regulations with respect to the marking of containers of 
alcohol and section 182. 788 thereof with respect to the marking of 
containers of denatured alcohol. Held, in order that alcohol Inay be 
purchased in units of kilograms or liters, no objection will be inter- 
posed to the showing on containers of pure and denatured alcohol of 
the metric equivalent in parenthesis after the United States proof 
gallon or United States wine gallon, but such metric equivalent may 
not be shown in lieu of the proof or wine gallons. 

26 FCR 182. 788: Marking of packages. 

For the showing of the metric equivalent of proof and wine gallons 
on containers of denatured alcohol, see Rev. Rul. 57 — 278, above. 

SUBCHAPTER C. — INTERNAL REVENUE BONDED WAREHOUSES 

PART II. — OPERATION 

SECTION 5281. — AUTHORITY TO ESTABLISH 
26 CFR 225. 51: Warehouse buildings. Rev. Rul. 57-161 
(Also Section 5802; Section 182. 41. ) 

"Quonset" type buildings may be used for internal revenue bonded 
warehouses and industrial alcohol bonded warehouses, provided they 
are erected as permanent structures and comply ~ ith the requirements 
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of the Regulations relating to Internal Revenue Bonded Warehouses 
and the Industrial Alcohol Regulations, respectively. The follow- 
ing construction requirements should be followed: 

Poundation8. — The foundation should preferably be of concrete 
and provision should be made for permanently anchoring the walls 
to the foundation. 

TFallg. — If the corrugated steel sheets are not to be applied over 
solid sheathing, they must be welded as follows: Three points along 
each end of each sheet and four points along each side of each sheet. 

F/oon. — Floors must be of wood, concrete, or other substantial 
material as required by the regulations. 

Doors, mindom8, and ventzlator8. — All doors, windows, and ven- 
tilators must comply with the regulatory requirements for such 
openings. 

SUBCHAPTER D. — RECTIFYING PLANTS 

PART II. — OPERATION 

SECTION 5282. — RECTIFICATION OF SPIRITS 
26 CFR 285. 400: Notice of dumping, Form 122. Rev. Rul. 57 — 162 

Section 2N. 400 of the Regulations relating to the Rectification of 
Spirits and Wines, which relates to the dumping and gauging of 
spirits for rectification, provides in part that where packages are 
transferred to the rectifying plant directly upon taxpayment from 
a distillery or an internal revenue bonded warehouse and dumped for 
rectification within 80 days after receipt, the withdrawal gauge will 
be considered as satisfying the requirement that the spirits shall be 
gauged when dumped for rectification. Held, where alcohol re- 
ceived directly from an industrial alcohol plant or an industrial alco- 
hol bonded warehouse and wine received directly from a bonded wine 
cellar are dumped for rectification within 30 days after receipt, the 
withdrawal gauge may be considered as satisfying the requirement 
that the spirits shall be gauged when dumped for rectification, in the 
same manner as distilled spirits transferred directly from a dis- 
tillery or internal revenue bonded warehouse. 

SUBCHAPTER E. — INDUSiTRIAL ALCOHOL PLANTS, BONDED WARE- 
HOUSES, DENATURING PLANTS, AND DENATURATION 

PART I. — INDUSTRIAL ALCOHOL PLANTS, BONDED WAREHOUSES AND DENATURING 
PLANTS 

SECTION 5302. — ESTABLISHMENT OF INDUSTRIAL 
ALCOHOL BONDED WAREHOUSES 

26 CFR 182. 41: Construction. 

For requirements with respect to the use of "Quonset" type build- 
ings for internal revenue and industrial alcohol bonded warehouses, 
see Rev. Rul. 57 — 161, page 602. 
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SECTION 5306. — EXEMPTION OF INDUSTRIAL ALCOHOL 
PLANTS AND WAREHOUSES FROM CERTAIN LAWS 

26 CFR 182. 485: Exemption from special tax Rev. Rul. 57 — 174 
liability. 

The exemption from special tax as a wholesale or retail liquor 
dealer applies only if the taxpaid storeroom of an industrial alco- 
hol plant or bonded warehouse is located on the bonded premises. 
The exempti«n does not apply to sales of taxpaid alcohol when such 
sales are consummated at a place not on bonded premises, except 
that where the premises at which the sales are consummated are 
contiguous to the bonded premises, and the operations of the plant 
or warehouse are directed from such contiguous premises, no special 
tax is incurred. Special tax liability is incurred at each place where 
sales are consummated off bonded premises except in the case of 
contiguous premises refered to in the preceding sentence. 

Various questions have been presented to the Interstate Revenue 
Service with respect to the establishment of a taxpaid storeroom and 
the acceptance of orders for taxpaid alcohol at sales oSces maintained 
by proprietors of industrial alcohol plants and industrial alcohol 
bonded warehouses, in connection with the exemption from the 
special tax liability provisions of section 182. 485 of the Industrial 
Alcohol Regulations. 

Section 182. 485 of the regulations provides that the proprietor of 
an industrial alcohol plant or an industrial alcohol bonded warehouse 
may sell or o8er for sale taxpaid alcohol in the taxpaid storeroom 
provided in connection with such plant or warehouse without being 
required to pay special tax as a wholesale or retail liquor dealer, pro- 
vided the sales are made from the plant or bonded warehouse. It 
further provides that if taxpaid alcohol is sold elsewhere, the pro- 
prietor is not entitled to the exemption. Subsection (a) thereof holds 
that the exemption is applicable to alcohol taxpaid in the industrial 
alcohol plant or bonded warehouse and stored in the taxpaid store- 
room provided in connection therewith since such taxpaid storeroom 
is covered by the basic permit required to be held by the proprietor 
of the industrial alcohol plant or bonded warehouse. However, sub- 
section (a) also provides that the exemption will not apply if the 
taxpaid alcohol stored in a taxpaid storeroom provided in connection 
with an industrial alcohol plant or bonded warehouse is transferred 
to another similar taxpaid storeroom established in connection with 
another plant or bonded warehouse or to any other premises. 
The questions and answers are as follows: 

QvEsTzozv No. 1. — It is intended, under the Industrial Alcohol Regu- 
lations, that the "taxpaid storeroom" referred to in sections 182. 31a& 

182. 42, 182. 456a, 182. 485, and 182. 648 thereof shall be located on bonded 
premises & 

Ansteef'. Yes, the taxpaid storeroom must be located on bonded 
premises. 

QvzsvzoN No. 2. — It is the intent of section 182. 485, in the statement 
"provided the sales are made from the plant or bonded warehouse, " 
that such sales shall be consummated on bonded premises'f 

Answer. Yes, except in the case of sales consummated on contiguous 
premises as described in the answer to Question No. 4, below. 
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QvzsTroN' No. 8. — If taxpaid alcohol is stored on premises not on 
industrial alcohol pl«ant or bonded warehouse premises, and sales of 
such alcohol are subsequently consummated at a place not on bonded 
premises, does the exemption of. section 182. 485 apply? 

Answer. Xo. 
QvzsrioN No. 4, — If taxpaid alcohol is stored in a taxpaid storeroom 

provided in connection with the industrial alcohol plant or bonded 
warehouse, and sales of such alcohol are subsequently consummated 
at a place not on bonded premises, does the exemption of section 
182. 485 apply? 

Answer. Xo, except that it is the position of the Internal Revenue 
Service that sales of taxpaid alcohol stored in taxpaid storerooms 
maintained on industrial alcohol plant or bonded warehouse premises 
may be consummated on premises contiguous to, but not a part of, the 
bonded premises without incurring liability for special tax, provided 
the operations of the plant or warehouse are directed from such con- 
tiguous premises. 

QvzsTrom Xo. 5. — If alcohol, when taxpaid, is delivered directly 
from the industrial alcohol plant or bonded warehouse to the customer, 
although the sales of such alcohol have been consummated at a place 
not on bonded premises, does the exemption of section 182. 485 apply: 

Answer. No, except in the case of contiguous premises as described 
in the answer to Question Xo. 4, above. 

QvzsTroN No. 6, — If the taxpaid alcohol is not stored on bonded 
premises, does the proximity of the place of storage to the bonded 
premises afFect the liability for special tax? 

Answer. No. 
QvzsTroN No. 7. — If the place where the sales of taxpaid alcohol 

are consummated is not on mdustrial alcohol plant or bonded ware- 
house premises, does the degree of its proximity to such bonded 
premises afFect the liability for special tax? 

Answer. No, except in the case of contiguous premises as described 
in the answer to Question No. 4. 

QvzsTzoN Xo. 8. — If sales of taxpaid alcohol are consummated at 
premises other than industrial alcohol plant or bonded warehouse 
premises, is special tax liability by reason of such sales incurred at 
each place where such sales are consummated? 

Answer. Yes, except in the case of contiguous premises described 
in the answer to Question Xo. 4. 

SECTION 5310. — O' ITIIDRA)VAL OF ALCOHOL FREE OF 
TAX 

Rev. Rul. 57 — 290 26 CFR 182. 139: Use of specially denatured 
alcohol. 

(Also Section 5M1; Section 212. 19. ) 
In order to meet the needs of chemical, medical, and school labora- 

tories not eligible to obtain tax-free alcohol for laboratory use under 
section 182. 164 of. the Industrial Alcohol Regulations, specially de- 
natured alcohol Formula 8 — A has been approved for use in the manu- 

, facture of reagent alcohol. The reagent alcohol may be manufactured 
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by specially denatured alcohol permittees engaged in the laboI'atory 
supply business, and may be sold only to such laboratories and other 
scientific users. It shall contain 95 parts by volume of specially de- 
natured alcohol Formula 3 — A and five parts by volume of isopropyl 
alcohol, and shall be labeled as follows: 

Eront Labclt REAGENT ALCOHOL 
Specially Denatured Alcohol 3A. — 95 parts by vol. 
Isopropyl Alcohol — 5 parts by vol. 
CAUTION + ~ +, POISON 
CONTAINS DIETHYL ALCOHOL 
NOT FOR INTERNAL OR EXTERNAL USE 

Back Labe/: AIVTIDOTE: Directions 

26 CFR 182. 860: General. Rev. Rul. 57 — 86 

Section 182. 860 of the Industrial Alcohol Regulations provides, in 
part, for the reprocessing, bottling, and repackaging of products such 
as bay rum, lilac vegetal, hair lotions, dry shampoos, deodorant sprays, 
skin lotions, perfumes, etc. „and requires that persons who desire to 
reprocess, bottle, or repackage such products must procure permission 
therefor from the Assistant Regional Commissioner, Alcohol and To- 
bacco Tax. Held, the requirement that permission be obtained ap- 
plies regardless of the size of the containers in which the products are 
procured. Certain transactions not considered commercial bottling 
operations are, however, excepted. Examples of such transactions not 
requiring permission to bottle are (1) general retail stores purchasing 
perfumes in containers of one gallon or less for dispensing in small 
(e. g. 1 ounce or less) bottles over the counter, and (2) barber shops or 
beauty parlors furnishing small quantities of beauty preparations to 
customers for use by theni in their homes. Such transactions of a lim- 
ited character are not the commercial bottling operations restricted by 
the regulations. On the other hand, any concern which makes a busi- 
ness of rebottling products under its own name as a distributor and 
carries such repackaged products in stock or sells them to other retail- 
ers is a commercial bottler and is required to obtain permission to 
purchase and rebottle such products, regardless of the size of container 
in which obtained. 

PART IL — DRNATURATION 

SECTION 5381. — WITHDRAWAL FROM BOND FREE OF 
TAX 

26 CFR 182. 140: Application, Form 1479. 

For procedure with respect to filing an application on Form 1479 
for an original or a renewal permit, Form 1481, to include all articles 
and preparations covered by Forms 1479 — A approved during the 

, period covered by the permit, see Rev. Proc. 57 — 21, page 751. 
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26 CFR 212. 19: Formula No. 3 — A. 
For the manufacture of reagent alcohol with specially denatured 

alcohol Formula No. 8 — A, for use by laboratories, see Rev. Rul. 
57-290, page 605. 

SUBCHAPTER F. — BONDED AND TAXPAID WINE PREMISES 

PART In — OPERATIONS 

SECTION 5361. — BONDED WINE CELLAR PREMISES 
Rev. Rul. 57 — 274 26 CFR 240. 485: Spanish type blending sherry. 

(Also Section 7805; 235. 58. ) 
A product which is to be marketed as a barbecue basting sauce and in 

which wine is used as an ingredient is not a "wine product" within the 
meaning of section 5361 of the Internal Revenue Code of 1954 and 
may not be produced on bonded wine cellar premises. Such a prod- 
uct, if unfit for beverage use, may be made with taxpaid wine ofF bonded 
wine cellar premises as a product exempt from the special and com- 
modity taxes, under the provisions of subpart D of the Regulations 
relating to the Rectification of Spirits and Wines. 

SECTION 5667. RECORDS 

26 CFR 240. 900: Form 702. 

For the method of showing the serial numbers of Forms 2050, Wine 
Tax Return, on Form 702, Monthly Report of Wine Cellar Operations, 
see Rev. Proc. 57 — 19, page 749. 

SECTION 5868. — GAUGING, MARKING, AND STAMPING 

26 CFR 240. 562: Marks. Rev. Rul. 57 — 197 

Where a bottle label is attached to the Government side of wine 
cases in conjunction with required Government markings, such 
of the required information, e. g. the name, registry number, kind, 
etc. , shown on the bottle label need not be repeated on the addi- 
tional tag or markings on the container. 

Advice has been requested whether, if a bottle label is securely 
a%xed to the Government side of a wine case, any of the required 
information, such as the name, registry number, kind, and alcohol 
content of the wine, which is shown conspicuously on the bottle label, 
need be repeated. on the additional label or tag containing the rest 
of the required information, such as the serial number and the wine 
gallon contents of the case. 

Section 240. 562 of the Wine Regulations requires, in part, that each 
case or other container used to remove wine must be marked in a 
plain and dul'able manner with the serial number, the name of the 
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proprietor, the registry number, and location of the wine cellar, 
and the kind and alcohol content of the wine. It provides that such 
marks may be cut, printed, or otherwise legibly and durably marked 
on the container, or placed upon a label or tag securely afiixed to 
the container. Section 240. 564 of the regulations specifies additional 
information which may be shown on the Government head or Gov- 
ernment side of containers, including bottle labels. 

It is held that such of the required information as is conspicuously 
shown on the bottle label securely aSxed to the wine case need not 
be otherwise shown thereon. However, the bottle label containmg 
such required information must be placed in direct conjunction with 
the additional information required to be shown on the case so as 
to permit ready ascertainment of all the prescribed information. 

26 CFR 240. 579: Labeling bottled wine. Rev. Rul. 57-291 

Section 240. 579 of the Wine Regulations prescribes certain infor- 
mation to be shown on bottle labels for wine and provides that where 
wine is bottled for aging, or other storage purposes, the label need 
not be aSxed until the wine is removed, provided the containers in 
which the bottled wine is stored are marked to show the kind (class 
and type) and alcohol content of the wine. B'end, wine in unlabeled 
bottles may, pursuant to this provision, be transferred in bond to 
another bonded wine cellar or bonded winery operated by the same 
proprietor for labeling at the receiving premises. However, such 
bottled wine must be suSciently identified to show the kind (class 
and type) and the alcohol content in order that it may be properly 
labeled in accordance with the Regulations relating to the Labeling 
and Advertising of wine, prior to removal from the receiving 
premises. 

PART III. — CELLAR TREATMENT AND CLASSIFICATION OF WINE 

SECTION 5382. — CELLAR TREATMENT OF NATURAL 
WINE 

26 CFR 240. 529: Materials authorized for 
treatment of wine. 

Rev. Rul. 57-175 

Revenue Ruling 56 — 551, C. B. 1956 — 2, 1043, authorized the use, 
by winemakers, of ascorbic acid, within specified limitations, to pre- 
vent deterioration of fiavor and darkening of color of apple wine. It is now further concluded that the use of ascorbic acid in the pro- 
duction of vermouth and other wines, for the purpose of preventing 
overoxidation, is consistent with good commercial practice author- 
ized by section 240. 529 of the Wine Regulations and section 5382 of 
the Internal Revenue Code of 1954. Accordingly, ascorbic acid may 
be so used, subject to the provisions of sections 240. 529 and 240. 530 
of the regulations. As in the case of apple wine containing ascorbic 
acid within the specified limitations, the use thereof in vermouth and 
other wines need not be shown on the labels. 
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Revenue Ruling 56 — 551, 8uprcr, , is hereby supplemented to include 
the use of ascorbic acid in vermouth and other wines. A. iso, Revenue 
Ruling 55 — 608, C. B. 1955 — 2, 709, containing a list of materials au- 
thorized for use in the treatment of wine, is also hereby supplemented. 

SECTION 5886. — SPECIAL NATURAL WINES 
26 CFR 240. 440. — Materials. Rev. Rul. 57 — 99 

Under the provisions of section 5886 of the Internal Revenue Code 
of 1954 and section 240. 440 of the Wine Regulations, special natural 
wines may be made, pursuant to an approved formula, from a base of 
natural wine exclusively, with the addition before, during, or after 
fermentation, of natura/ herbs, spices, fruit juices, aromatics, essences, 
and other natura/ flavorings in such. quantities or proportions as to 
enable such products to be distinguished from any natural wine not 
so treated. Held, only such vanillin. , as is a natural product and is 
identified as such by the winemaker, is acceptable for use as an ingred- 
ient in the production of a special natural wine. Vanillin which is 
synthetic may not be so used. 

SUBCHAPTER G. — BREWERIES 

PART II. — OPERATIONS 

SECTION 5411. — USE OF BREWERY 
26 CFR 245. 10: Restrictions. Rev. Rul. 57 — 176 

A brewer may, on and after January 1, 1057, be permitted to use 
his brewery oflice, located on bonded premises, for administrative 
activities in connection with the purchase and sale of beer produced 
and bottled by another brewer. 

Revenue Ruling 55 — 665, C. B. 1055 — 1, 600, revoked. 

Advice has been requested whether, pursuant to the Beer Regula- 
tions, revised efFective January 1, 1957, a brewer may use his brewery 
ofFice on bonded premises for adhninistrative activities in connection 
with the purchase and sa, le of beer produced and bottled by another 
brewer. 

Section 245. 30 of the Beer Regulations in eiFect at the time Revenue 
Ruling 55 — 365, C. B. 1955 — 1, 600, was issued provided as follows: 

A brewery may not be established or operated in any dwelling house, shed, 
yard, or inclosure connected therewith or on board any vessel or boat, or in 
any building or on any premises where distilled spirits, alcohol, vinegar, or 
ether are manufactured, produced, or stored; or where any liquor or beverages 
(other than beer, cereal beverages, and soft drinks produced and packaged or 
bottled at the brewery or beer produced and packaged or bottled at any other 
brewery owned by the same brewer) are kept, sold, or dealt in either at wliole- 
sale or retail. 

The Beer Regulations, as revised, eRective January 1, 1957, provide 
in section 245. 10, with respect to restrictions in the use of a brewery, 

, as follows: 
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A brewery may not be established or operated in any dwelling house or on 
board any vessel or boat; or in any building or on any premises where the revenue 
will be jeopardized or the effective administration of this part will be hindered. 

Section 245. 12 of the revised regulations provides, in part& that if 
the brewer desires to use the brewery for purposes other than those 
speciiically provided therein, an application may be submitted to the 
Director, Alcohol and Tobacco Tax Division, through the Assistant 
Regional Commissioner, Alcohol and Tobacco Tax, for permission to 
do so. 

It is held that, under the revised Beer Regulations, eR'ective January 
1, 1957, a brewer may use his brewery oSce on the bonded premises for 
administrative activities in connection with the purchase and sale of 
beer produced and bottled by another brewer, provided application for 
permission to do so is submitted in the manner indicated and it is 
determined that no jeopardy would result to the revenue because of 
such operations and the effective administration of the regulations 
would not be hindered. 

Revenue Ruling 55 — 365, 8upra, is hereby revoked, effective January 
1 1057. 

SECTION 5418. — BREWERS PROCURING BEER FROM 
OTHER BREWERS 

26 CFR 245. 800: Notice to Assistant Regional Rev. Rul. 57-25 
Commissioner. 

(Also Part III — C, Section 8; 27 CFR 1. 22. ) 
Section 245. 800 of the Beer Regulations provides that, upon writ- 

ten notice to the Assistant Regional Commissioner, Alcohol and 
Tobacco Tax, a brewer may obtain from another brewer beer Anished 
and ready for sale. HeM, a brewer who engages in the business of 
purchasing malt beverages from another brewer is required to possess 
a wholesaler's basic permit under the provisions of section 8(c) of 
the Federal Alcohol Administration Act. 

SECTION 5415. — RECORDS AND RETURNS 
26 CFR 245. 226: Form 108. 

For instructions for the showing of the serial numbers of Forms 2084, 
Beer Tax Return, on Form 103, Brewer's Monthly Report of Opera- 
tions, see Rev. Proc. 57 — 17, page 747. 

SUBCHAPTER I. — MISCELLANEOUS GENERAL PROVISIONS 

SECTION 5552. — INSTALLATION OF METERS, TANKS 
AND OTHER APPARATUS 

26 CFR 230. 66: Pipe lines. Rev. Rul. 57 275 
(Also Section 2M. 140. ) 

Since deionized (demineralized) water is not a product of distilla- 
tion, pipe lines conveying such water, at taxpaid bottling houses and 



611 [$ 5556. 

rectifying plants, are considered to be in the same category as public 
utility lines, and, therefore, are held not to be subject to the regula- 
tions imposed on pipe lines used to convey distilled water, as con- 
tained in section 280. 66 of the Regulations relating to the Bottling of 
Taxpaid Spirits and section 285. 140 of the Regulations relating to the 
Rectification of Spirits and )Vines. For restrictions as to the use 
of demineralized and partially demineralized water in the reduc- 
tion in proof of distilled spirits, see Revenue Ruling, '&4 — 619, C. B. 
1954 — 2, 461, as supplemented by Revenue Ruling 57 — 122, page 560 of 
this Bulletin. 

26 CFR 235. 140: Distilled water pipelines. 

For requirements as to the marking of deionized water pipe lines 
at rectifying plants, see Rev. Rul. 57 — 275, page 610. 

SECTION 5556. — RECTULATIONS 

26 CFR 182. 439 Completion of operation Rev. Rul. 57-150 
required. 

(Also Sections 182. 440, 220. 706, 220. 709. ) 
Where a plant operated alternately as a registered distillery 

and an industrial alcohol plant uses only one type of mash and the 
spirits or alcohol produced are 190 degrees or more of proof, the 
stills may be considered sufficiently boiled out when the spirits 
are at the production proof for the product of the successor. 

Rev. Rul. 55 — 160, C. B. 1955 — 1, 609, modiffed. 

Advice has been requested whether stills may be considered sufli- 
ciently boiled out, preparatory to alternate operations of a plant 
as a registered distillery or an industrial alcohol plant, when the 
spirits are at the production proof for the product of the successor 
where (1) only one type of mash is used at the plant and (2) only 
spirits or alcohol of 190 degrees or more of proof are produced. 

Revenue Ruling 55 — 130, C. B. 1955 — 1, 608, provides that, where a 
plant operated alternatelv as a distillery or alcohol plant uses only 
one type of mash and the spirits or alcohol produced are identical 
except for designation, the stills may be considered su%ciently boiled 
out when spirits drop in proof to a point below that required. for the, 
type of. spirits being produced. 

Further consideration has been given to the matter of completion 
of distilling operations preparatory to the alternate operation of a 
plant and it has been concluded that under the circumstances stated 
the requirements of the Industrial Alcohol Regulations and of the 
Regulations relating to the Production of Distilled Spirits, as to boil- 
ing out stills prior to alternate operations, will be met. Accordingly, 
it is held, that where a plant operated alternately in the manner indi- 
cated uses only one type of mash and the spirits or alcohol produced 
are 190 degrees or more of proof, the stills may be considered sufIl- 
ciently boiled out when the spirits are at the production proof for 
the product of the successor. 

Revenue Ruling 55 — 130, 8upra, is hereby modified according]y. 
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26 CFR 182. 440: Transfer of. materials, etc. 

For requirements as to boiling out stills prior to 
operations where spirits of 190 degrees of proof or 
produced, see Rev. Rul. 57 — 150, page 611. 

alternate plant 
more only are 

26 CFR 220. 706: Completion of operation required, 

For requirements as to boiling out stills prior to 
operations where spirits of 190 degrees or more of 
produced, see Rev. Rul. 57 — 150, page 611. 

alternate plant 
proof only are 

26 CFR 220. 709: Transfer of materials, etc. 

For requirements as to boiling out stills prior to 
operations where spirits of 190 degrees or more of 
produced, see Rev. Rul. 57 — 150, page 611. 

alternate plant 
proof only are 

CHAPTER 66. — LIMITATIONS 

SUBCHAPTER B. — LIMITATIONS ON CREDIT OR REFUND 

SECTION 6511. — LIMITATIONS ON CREDIT OR REFUND 

26 CFR 194. 201. Time limit on filing of claim. Rev. Rul. 57 — 73 
(Also Part III — B, Section 8818; Section 

194. 201. ) 
A dealer who has paid special tax as a retail beer dealer for a 

period of eight years, but who should have paid special tax as a 
retail liquor dealer for such period, desires to settle his outstanding tax 
liability by paying the difference between the tax due as a liquor 
dealer and the tax paid as a beer dealer, plus penalty. Section 3@3 
of the Internal Revenue Code of 1989 provides that claims for re- 
fund or credit must be filed within four years from the date of pay- 
ment. Section 3775(b) thereof provides that the credit of an over- 
payment in respect of any tax shall be void if such refund of over- 
payment would be considered erroneous under section 3774. The 
provisions of this section are applicable to all periods prior to Janu- 
ary 1, 1955. Section 3774 provides in part that a refund of any portion 
of any internal revenue tax shall be considered erroneous if made 
after the expiration of the period of limitations for filing a claim 
therefor, unless within such period a claim is filed. Section 6511 of 
the Internal Revenue Code of 1954, effective on and after January 1& 

1955, contains similar provisions, except that a statutory period « 
three years is provided, or under some circumstances a period of two 
years. FIeld, an overpayment, or an otherwise erroneous or illegal 
payment of internal revenue tax, the refund or credit of which would 
be barred by the statutory period for filing claims, may not be credited 
against a tax which is presently due and unpaid. 
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CHAPTER 68. — ADDITIONS TO THE TAX, ADDITIONAL 
AMOUNTS, AND ASSESSABLE PENALTIES 

SUBCHAPTER A. — ADDITIONS TO THE TAX AND ADDITIONAL 
AMOUNTS 

SECTION6651. — FA. ILURE TO FILE TAX RETURN 
For application of the delinquency penalty provisions to special 

(commodity) tax on stills, see Rev. Rul. 57 — 98, page 564. 

CHAPTER 74. — CLOSING AGREEMENTS AND 
COMPROMISES 

SECTION 7122. — COMPROMISES 
26 CFR 194. 251: Reuse or refilling containers. 

For availability of abstract and statement on accepted o8ers in 
compromise of refill cases, see Rev. Proc. 57 — 16, page 746. 

CHAPTER 80. — GENERAL RULES 

SUBCHAPTER A. — APPLICATION OF INTERNAL REVENUE LAWS 

SECTION 7805. — RULES AND REGULATIONS 

For the change in alcohol tax forms, see Rev. Proc. 57 — 2 page 728. 

26 CFR 200, 45: FAA permits. Rev. Rul, 57 — 74 
(Also Part III — C, Section 4; 

27 CFR 1. 50. ) 
Section 4 of the Federal Alcohol Administration Act provides that 

a basic permit shall, after due notice and opportunity for hearing, 
be revoked if it is found that the permittee has not engaged in the 
operations authorized by the permit for a period of more than two 
years. The term "operations' as used therein, with respect to a 
distiller's basic permit, includes both the production of distilled 
spirits and the sale of the spirits produced under the permit. Ac- 
cordingly, if the holder of a distiller's basic permit has not engaged 
in distilling operations for more than two vears, but holds title to 
distilled spirits of his own production still remaining in a warehouse, 
his permit would not be subject to revocation because of inactivity 
so long as he was engaged in disposing of such spirits. Distiller's 
basic permit held by a non-operating owner of a registered distillery 
would be subject to revocation, provided such permittee not only had 
not operated his distillery but had not held title to spirits of his own 

~vavav fiR — 40 
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production for two years. Since a distiller's basic permit is not 
required to authorize the ownership of distillery premises operated 
under lease by another permittee, the permit of the owner of the dis- 
tillery premises is subject to revocation if he did not produce or have 
on hand distilled spirits of his own production within a two-year 
period not withstanding the operation of the distillery by a lessee 
within that, period. 

For a determination as to whether a rectifier's basic permit is inac- 
tive, see Rev. Rul. 57 — 85, page 624. 

26 CFR 235. 58: Food products. 

For restrictions as to the manufacture of a barbecue basting sauce 
using wine as an ingredient, see Rev. Rul. 57 — 274, page 607. 
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SUBPART B. — RULINGS AND DECISIONS UNDER THE 
INTERNAL REVENUE CODE OF 1939 

Rulings and decisions published in Part III, Subpart B, of the 
Internal Revenue Bulletin are based on the application of provisions 
of the Internal Revenue Code of 1939 and, unless otherwise noted 
therein, are published without consideration as to any application of 
the provisions of the Internal Revenue Code of 1954, the Federal 
Alcohol Administration Act, or other public laws. 

CHAPTER 26. — LIQUOR 

SUBCHAPTER A. — DISTILLED SPIRITS 

PART I. — PROVISIONS RELATING To TAK 

SECTION 9803. — STAMPS FOR CONTAINERS OF 
DISTILLED SPIRITS 

'(Also Sections 9806, 2918. ) Ct. D. 1803 
ALCOHOL T &&. X. — INTERNAL REVFNUE CODE OF 1989 — DECISION OF 

SUPREME COURT 

1. CCNsPIRAcY To PossEss AND TRANsPCRT ALcoHCL IN UNsTAMPED 
CONTAINERS AND TO EVADE PAYMENT OF FEDERAL TAXES ON THE 
ALcoHGL. CoNvIcTIoN SU sTAINED. 

Petitioner was one of five co-defendants convicted in a joint trial 
of conspiring to deal unlawfully in alcohol. Without deleting refer- 
ences therein to the petitioner, the trial court admitted in evidence a 
confession of another defendant, made after termination of the con- 
spiracy, but the trial court stated clearly at the time, on several 
other occasions, and in its charge to the jury, that the confession was 
to be considered only in determining the guilt of the confessor and 
Dot that of any of the other defendants. Admission of the confes- 
sion was postponed to the end of the government's case. In the 
main, the confession merely corroborated what the government had 
already established; its references to the petitioner were largely 
eutnulative; and there was nothing in the record indicating that the 
jury was confused or failed to follow the court's instructions. Held, 
petitioner's conviction was sustained. 

2. CASE DIsTINGUISIIED. 
Kraletoitch v. United, States, 886 U. S. 440, distinguished. 

8. JUDGMENT AFFIRMED. 

Judgment of the United States Court of Appeals for the Second 
Circuit, 229 F. 2d 819, a ffirmed. 

SUPREME COURT OF THE UNITED STATES 

Orlando Delti Paoti, t&etitioner, v. United States of America 

On writ of certiorari to the United States Court of Appeals for the Second Circuit 

[January 14, 1M7. ] 
OPINION 

Mr. Justice Burton delivered the opinion of the Court. 
joint trial in this case resulted in the conviction of five co-defendants on a 

federal charge of conspiring to deal unlawfully in alcohol. Only the petitioner, 
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Orlando Delli Paoli, appealed. The principal issue is whether the trial court 
committed reversible error, as against petitioner, by admitting in evidence a 
confession of a co-defendant, made after the termination of the alleged cpn 
spiracy. The trial court declined to delete references to petitioner from the 
confession but stated clearly that the confession was to be considered only in 
determining the guilt of the confessor and not that of other defendants. Fpr the 
reasons hereafter stated, we agree that, under the circumstances of this case, 
such a restricted admission of the confession did not constitute reversible errpr. 

In the United States District Court for the Southern District of New Yprk 
the jury convicted petitioner aiid four co-defendants, Margiasso, pierro, Whitley 
and King, of conspiring to possess and transport alcohol in unstamped containers 
and to evade payment of federal taxes on the alcohol. ' The Government's wit 
nesses testified that they had observed actions of the defendants which disclosed 
the procedure through which Margiasso, Pierro and petitioner supplied unstamped 
alcohol to their customers, such as King and Whitley. The Government also 
offered, for use against Whitley alone, his written confession made in the presence 
of a government agent and of his own counsel after the termination of the con- 
spiracy. ' The court postponed the introduction of Whitley's confession until 
the close of the Government's case. At that time, the court admitted it with 
an emphatic warning that it was to be considered solely in determining the guilt 
of Whitley and not in determining the guilt of any other defendant. The court 
repeated this admonition in its charge to the jury. 

The Court of Appeals afiirmed petitioner's conviction, with one judge dissent- 
ing. 229 F. 2d 319. We granted certiorari especially to consider the admissibility 
of Whitley's post-conspiracy confession. 350 U. S. 992. 

Petitioner first attacks the sufiiciency of the evidence connecting him with 
the conspiracy. The Government's evidence, exclusive of Whitley's confession, 
showed that the defendants' conspiracy to deal in unstamped alcohol centered 
around a garage used for storage purposes in a residential district of the 
Bronx in New York City and a gasoline service station, also in the Bronx. 
The service station was used by Margiasso, Pierro and petitioner as a place to 
meet customers and transfer alcohol. 

In December 1949, petitioner, using the alias of "Bobbie London, " was as- 
sociated with Margiasso and Pierro in inspecting the garage and in negotiating 
for its purchase. For $2, 000 in cash, title to the garage and an adjacent 
cottage was taken in the name of Pierro's sister. In 1950, the garage was 
repaired, its windows boarded up and its doors strengthened and padlocked. 
Petitioner lived not far away, in the Bronx, and was observed, from time to 
time, at the garage or using a panel truck which was registered under a false 
name. During the daytime, this truck generally was parked near petitioner's 
home or the garage but neighbors testified that it was in use late at night. 
In it petitioner transported various articles to the garage or elsewhere. On one 
occasion, petitioner, with Margiasso, loaded it with bundles of cartons suited 
to the packing of 5-gallon cans. Late in 1951, petitioner used an additional 
truck, also registered under a false name. In addition, he frequently drove to the 
service station in a Cadillac car. On December 18, 1951, he used this car in 
making delivery of a large package to a near-by bar. 

During December 1951, the service station often was used as a meeting place 
for Margiasso, Pierro and petitioner. Margiasso and petitioner were there 
on the evening of December 28. ' At about 7 and 10 p. m. , respectively, King 
and Whitley arrived. Each turned over his car to Margiasso. Margiasso drove 
King's car to the garage and returned with it heavily loaded. King then drove 

' In violation of 18 U. S. C. , section 871, und I. R. C. , sections 2808(a), 2806(eb 
and 2918. Msrgiasso snd King were also indicted and convicted for the substantive crime 
of possession of 19 5-gafion cans of unstamped alcohol, and Margiasso of another 118 of 
such cans. ' The confession appears as un appendix to the dissenting opinion below in 229 F, 2d, st 
824 — 826. It is also printed as an appendix, infro. 

s On that occasion, the procedure followed closely the pattern observed bv government 
agents on December 18 when, at 9 p. m. , Msrgiasso snd petitioner had been at the service 
station. A Pontiac cur, with two occupants, drove up. The occupants got out. Margissso 
drove away in their car end, half sn hour later, returned with it heavily loaded. When the 
two men drove it away, government agents tried to follow it. However, they lost it in trs(8c 
snd no arrests were made. The agents noted the csr's license number, found it registered 
under s false name, and, on December 28, recognised it as the one in which Whitley then 
came to the service station. 
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it away. Government agents followed him until he stopped in Harlem. There 
they arrested him and took possession of 19 5-gallon cans of unstamped alcohol 
found in his car. Later in the evening, Margiasso took Whitley's car to the 
garage and was arrested in it when leaving the still open garage. The agents 
thereupon seized 113 5-gallon cans of unstamped alcohol they found in the garage. 
Whitley, who had been waiting for Margiasso at the service station with $1, 000 
in a paper bag, was arrested on the agents' return with Margiasso. 

Petitioner's presence at the service station on the evening of December 28 
was closely related to these events. He waited there with King for Margiasso 
to return with King's car containing the 19 cans of' alcohol. He was there 
again with Margiasso at about 10 p. m. but left shortly before Whitley carne. 
He returned while Margiasso, Whitley and the agents were there and was 
arrested while attempting to drive away. 

Petitioner contends that the above evidence shows merely that he was a 
friend and associate of Pierro and Margiasso. We conclude, however, from the 
record as a whole, that the jury could find, beyond a reasonable doubt, that 
petitioner was associated with Pierro and Margiasso in the purchase of the 
garage and the use of the panel truck, that he knew that unstamped alcohol was 
stored in the garage, that he had access to it and that he was an active participant 
in the transfers of alcohol to Whitley and King. Accordingly, we agree with 
Circuit Judge Learned Hand's statensent made for the court below, following 
his own summary of the evidence of petitioner's participation in the conspiracy: 

"Not only vvas all this enough to connect him with the business, but the 
jurors could hardly have failed to find that he was in the enterprise. The 
whole business was illegal and carried on surreptitiously; an&i the possibil- 
ity that unless he were a party to the venture, Pierro and Margiasso would 
have associated [with] him to the extent we have mentioned is too remote 
for serious discussion. " 229 F. 2d. at 320. ' 

In considering the admissibility of the Whitley confession, we start with the 
premise that the other evidence against petitioner was sufficient to sustain his 
conviction. If Whitley's confession had included no reference to petitioner's 
participation in the conspiracy, its admission would not have been open to peti- 
tioner's objection. Similarly, if the trial court had deleted from the confession 
all references to petitioner's connection with the conspiracy, the admission of 
the remainder would not have been objectionable. The impracticality of such 
deletion was, however, agreed to by both the trial court and the entire court 
below and cannot well be controverted. 

This Court long has held that a declaration made by one conspirator, in 
furtherance of a conspiracy and prior to its termination, may be used against 
the other conspirators. However, when such a declaration is made by a con- 
spirator after the termination of the conspiracy, it may be used only against the 
declarant and under appropriate instructions to the j ury. 

"* * * Declarations of one conspirator may be used against the other 
conspirator not present on the theory that the declarant is the agent of the 
other, and the admissions of one are admissible against both under a stand- 
ard exception to the hearsay rule applicable to the statements of a party. 
Clune v. United States, 159 U. S. 590, 593. See United States v. Goading, 
12 Wheat. 460, 468 — 470. But such declaration can be used against the co- 
conspirator only when made in furtherance of the conspiracy. Pisu;4ck v. 
United States, 329 U. S. 211, 217; Logan v. United States, 144 U. S. 263, 
308 — 309. There can be no furtherance of a conspiracy that has ended. 
Therefore, the declarations of a conspirator do not bind the co-conspirator 
if made after the conspiracy has ended. That is the teaching of Krulescitch 
v. United States, supra [336 U. S. 440], and J'isuich v. United, States, supra. 
Those cases dealt only with declarations of one conspirator after the con- 
spiracy had ended. 

"Relevant declarations or admissions of a conspirator made in the ab- 
sence of the co-conspirator, and not in furtherance of the conspiracy, may 
be admissible in a trial for conspiracy as against the declarant to prove 

s participation in a criminal conspiracy may be shown by circnmstaotial as mell as 
direct evidence. See, e. g. , Btsmentha/ v. United States, 332 U. S. 539, 557; Gtasser v. 
United States, 315 U. S. 0(), 80; Direct Sales Co. v. United States. 319 V. S, 703; United 
States v. ttanton, 107 F. 2d 834, 839 
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the declarant's participation therein. The court must be careful at the 
time of the admission and by its instructions to make it clear that the 
evidence is limited as against the declarant only. Therefore, when 
trial court admits against all of the conspirators a relevant declaration of 
one of the conspirators after the conspiracy has ended, without limiting it 
to the declarant, it violates the rule laid down in Kruleu&itch. Such dec 
laration is inadmissible as to all but the declarant. 

"e * s These declarations [t. e. , those admissible only as to the declar. 
ant] must be carefully and clearly limited by the court at the time of their 
admission and the jury instructed as to such declarations and the ljn&ita 
tions put upon them. Even then, in most instances of a conspiracy trial 
of several persons together, the application of the rule places a heavy 
burden upon the jurors to keep in mind the admission of certain declara- 
tions and to whom they have been restricted and in some instances for 
what specific purpose. While these difficulties have been pointed out in 
several cases, e. g. , Kruleu&itch v. United 8tates, supra, at 458 (concurring 
opinion); Blumenthal v. United States, 882 U. S. 589, 559 — 560; Nash, 
United 8tates, 54 F. 2d 1006, 1006-1007, the rule has nonetheless been 
applied. Blumenthal v. United 8tates, supra; Nash, v. United 8tates, supra; 
United Htates v. Gottfried, 165 F. 2d 860, 867. " Luttcafc v. United 8tates, 
844 U. S. 604. 617 — 618, 619. See also, Opper v. United States, 848 U. S. 84, 95. 

Petitioner contends that Kruteu&itch v. United States, 886 U. S. 440, requires 
the exclusion of a l&ost-conspiracy confession of a co-conspirator. That. ease dealt 
with the scope of the co-conspirators' exception to the hearsay rule. This Court 
held that the utterance of a co-conspir'ator made after the termination of the 
conspiracy was inadmissible against other co-conspirators. Unlike the instant 
ease, the declarant was not on trial and the question whether his utterance, 
implicating other alleged conspirators, could be admitted in a joint trial solely 
against the declarant, under proper limiting instructions, was neither presented 
nor decided. 

The issue here is whether, under all the circumstances, the court's instructions 
to the jury provided petitioner ivith sufficient protection so that the admission 
of Whitley's confession, strictly limited to use against Whitley, constituted 
reversible error. The determination of this issue turns on whether the inst&7&c- 
tions were sufliciently clear and whether it was reasonably possible for the jury 
to follow them. ' 

When the confession was admitted in evidence, the trial court said: 
"The proof of the Government has now been completed except for the 

testimony of the witness Greenl&erg as to the alleged statement or affidavit 
of the defendant Whitley. This affidavit or admission will be considered 
by you solely in connection with your determination of the guilt or innocence 
of the defendant Whitley. It is not to be considered as proof in connection 
with the guilt or innocence of any of the other defendants. 

"The reason for this distinction is this: An admission by defendant after 
his arrest of participation in alleged crime may be considered as evidence 
by the jury against him, together with other evidence, because it is, as the 
law describes it, an admission against interest which a person ordinarily 
would not make. However, if such defendant after his arrest implicates 
other defendants in such an admission it is not evidence against those de- 
fendants because as to thein it is nothing more than hearsay evidence. " 

The substance of this admonition was repeated several times during the cross- 
examination of one of the government agents before whom the confession was 
made and a final warning to the same effect was included in the court's charge 
to the jury. ' Nothing could have been more clear than these limiting instruc- 

s For iong-stamiing recognition that possible prejudice against other defendants m»y 
be overcome by clear instructions limiting the jury's consideration of a post-conspiracy 
declaration soieiv to tbe determination of the guilt of the declarant, see also 0&each v 
United, States, 2i2 F. 2d 520, 526 — 527; United States v. Stn&one, 205 F. 2d 480, 483-484: 
Dfetcalf v. United Stotes, 195 F. 2d 213, 217; United States v. Leotton, 193 F. 2d 848, 855 
856; United States v. Gottfried, 165 F. 26 360. 367; United States v. Pagliese, 153 F. 26 
49?, 500-501; Johnson v. United States, 82 F. 2d 500; Nash v. United States, 54 I". 24 
1006, 1007; Waldech v. United States, 2 F. 2d 243. 245. 

e "Before you make those motions — I will again advise the jury that any admissions by 
the defendant Wbitiey after the date of bis arrest can be considered by you in connection 
with the determination of the guilt or innocence of the defends»t Whitley together with the 
other teatime»y. But any a&imiesions by the defendant Whitley are not to be considered 
as proof in connection with the guilt or innocence of any of the other defendants. The 
reason for that I explained before to you, that the admission by a defendant after his arrest 
of participation in an alleged crime may be considered as evidence by the jury against 
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tions. Petitioner, who made no objection to these instructions at the trial, con- 
cedes their clarity. 

We may also fairly proceed on the basis that the jury followed these instruc- 
tions. Several factors favor this conclusion: (1) The conspiracy was so sim- 
ple in its character that the part of each defendant in it was easily understood. 
There was no mass trial and no multiplicity of evidentiary restrictions. (2) 
The separate interests of each defendant were et»phasized throughout the trial. 
Margiasso and petitioner were represented by one attorney. Each of the other 
defendants was represented by a separate attorney. Throughout the trial, the 
separate interests of each defendant were repeatedly emphasized by his attorney 
and recognized by the court. ' A separate trial never was requested on behalf 
of any defendant. (8) The trial court postponed the introduction oi Whitley's 
confession until the rest of the Government's case was in, thus making it easier 
for the jury to consider the confession separately from the other testim«ny. This 
separation was pointed out by the trial court. Neither side thereafter introduced 
any evidence. (4) In the main, Whitley's confession merely corroborated what 
the Government already had established. In the light «f the Government's 
uncontradicted testimony implicating petitioner in the conspiracy, the references 
to petitioner in the confession were largely cumulative. (5) There is nothing in 
the record indicating that the jury was confused or that it failed to follow the 
court's instructions. 

It is a basic premise of our jury system that the court states the law to the 
jury and that the jury applies that law to the facts as the jury Ands them. Un- 
less we proceed on the basis that the jury will follow the court's instructions 
where those instructions are clear and the circumstances are such that the jury 
can reasonably be expected to follow the»h the jury system makes little sense. 
Based on faith that the jury will endeavor to follow the court's instructions, our 
system of jury trial has produced one of the most valuable and practical mecha- 
nisms in human experience for dispensing substantial, justice. 

"To say that the jury might have been confused amounts to nothing more 
than an unfounded speculation that the jurors disregarded clear instruc- 
tions of the court in arriving at their verdict. Our theory of trial relies upon 
the ability of a jury to follow instructions. There is nothing in this record 
to call for reversal because of any confusion or injustice arising from the 
joint trial. The record contains substantial c«mpetent evidence upon which 
the jury could find petitioner guilty. " Opper v. United States, 848 U. S. 84, 
95. See also, l. uttoak v. United, States, 844 U. S. 604, 615 — 620; Blumenthal 
v. United States, 882 U. S. 589, 552 — 558. 

There may be practical limitations to the circumstances under which a jury 
should be left to follow instructions but this case does not present them. As 
a practical matter, the choice here was between separate trials and a joint trial 
in which the confession would be admitted under appropriate instructions. Such 
a choice turns on the circumstances of the particular case and lies largely within 
the discretion of the trial judge. Accordingly, we conclude that leaving peti- 
tioner's ease to the jury under the instructions here given was not reversible 
error and the judgment of the Court of Appeals is 

Alarmed. 

Mr. Justice Frankfurter, whom Mr. Justice Black, Mr. Justice Douglas, and Mr. 
Justice Brennan join, dissenting. 

him with the other evidence because it is, as the law describes it, an admission against 
interest which a person ordiuarily would not make. However, if such a person after his 
arrest implicates other defendants in such admission it is uot evidence against them, 
because as to those defendants it is nothing more than hearsay evideuce. I advise you of 
that iu connection with the testimony of the last witness [Creeubergl as to any oral state- 
ments made by Whitley or any written statements made by Whitley. " 

' Safeguarding the separate interests of the defendants, the court also said: 
"The existence of the conspiracy and each defendant's connection with it must be estab- 

lished by individual proof based upon reasonable inference to be drawn from such defend- 
ant's owu actions, his owu conduct, his own declarations, and his owu connection with the 
actions and conduct of the other alleged co-conspirators. 

s 8 

"To find any defendant guilty of conspiracy you must dud that he actively participated 
therein. Mere knowledge of an illegal act on the part of any co-conspirator is insuflicient. 
Mere association of one defendant with another does uot establish the existence of a 
conspiracy. 

". . . if you dud that every circumstance relied upon as incriminating is susceptible of 
two interpretations, each of which appears to be reasonable, and one of which points to a 
defendant's guilt, the other to his innocence, it is your duty to accept that of innocence 
aud reject that which points to guilt. " 
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APPENDIX TO OPINION OF THE COURT 

"Whitley's confession reads as follows: 
"UNITED STATES OF AMERICA, 

SCCTHERN JUDIOIEL DIsTRIcT oF NEw YCRK& 

"JxMES WHITI, ET, being duly sworn, deposes and says: "I reside at 65 West 183rd Street, Apartment 4E, New York, N. Y. I make 
this statement in the presence of my attorney, Mr. Bertram J. Adams of 2gg 
Broadway, New York, N. Y. , after being fully advised that under the Constitution 
of the United States I have the privilege and right of not saying anything at 
all; that if I answer any question anything I say could be used against me in 
any criminal proceeding. Being fully aware of my rights, I make this statement 
of my own free will to Special Investigators Albert Miller and William Green- 
berg in the office of the Alcohol and Tobacco Tax Division, 148 Liberty Street, 
New York, N. Y. 

"Somethne around Thanksgiving of 1949, a friend of mine introduced me to 
a man known to me as Tony, This man asked me if I wanted to buy some alcohol 
and I told him I did. The meeting occurred on 126th Street in Harlem. The 
man then told me to meet him the next day at a candy store on the south side 
of 119th Street, just east of First Avenue. When I got there, Tony introduced 
me to a man whose name I do not know. This man told me to meet him that 
night on 100th Street and Second Avenue. I met him there. He took my car 
and drove away. A little while later he came back and told me the car was 
parked on 103rd Street and Second Avenue. I had purchased two 5-gallon cans 
of alcohol on that occasion and paid him just before he drove away in my car. 
Thereafter, I would meet this Iuan around the candy store about twice a 
week and the same procedure would be followed. This continued until about 
June or July of 1950. 

"Tony was about 5' 4" in height, about 55 years of age had a dark complexion 
and stocky build and, I believe, had brown eyes. He was apparently of Italian 
extraction. The other man who sold me the alcohol was apparently also of 
Italian descent, and he had a dark complexion. He spoke in broken English. 
He had black hair and was about 27 or 28 years of age and was about 5' 9" in 
height. (Sometime in 1950, Investigator Whited of the Alcohol and Tobacco 
Tax Division asked me about him and showed me his picture. ) 

"At about that thne, this man sent me to Carl. He introduced Carl to me 
and told me that Carl would take care of me from then on. I would meet Carl 
on Second Avenue between 121st Street and 122nd Street in a seafood restaurant 
and would purchase the alcohol from him. 

"Carl is about 5' 10" in height, has blond hair, blue eyes, light complexion 
and is about 80 years of age. He is apparently of Italian descent. He is about 
160 pounds. Carl would usually come to my home to see me and ask me if I 
needed anything. 

"Just before Carl went to jail in 1950 he introduced me to Bobby. I have been 
shown a photograph bearing ATU 8648 N. Y. dated 12/29/51 of Orlandi Delli 
Paoli, and I identify it as that of the man known to me as Bobby. This was 
sometime in the summer of 1951. Bobby would come to my house to see me. If 
I placed an order with him he would set the date and the time for seven or 
eight o' clock in the evening when I was to pick up the alcohol. The first time 
I met him at 188th Street and Bruckner Boulevard, in the Bronx. He took 
my car and was gone about one-half hour and then returned with the alcohob 
The second time I met him on the corner of Bruckner Boulevard and Souudview 
Avenue. From then on he would alternate the procedure; I would meet him one 

night on 188th Street and the next time at Soundview Avenue. 
"About two months ago, I began meeting Bobby at the Shell gasoline station 

known as the Bronx River Service Station on Bruckner Boulevard just past the 
bridge crossing over to Bronx River. I would usually leave my car parked ou 

the street near the gas station and meet Bobby outside of the gas station. 
told me not to go into the gas station as the attendant might not like it. 

"About a month ago, Bobby introduced me to another man whose name I do not 
know. I have been shown a photograph marked ATU 8642 N. Y. , dated 12/29/5l. 
of Carmine Jlargiasso, and identify it as that of the man to whonI Bobby intro- 
duced me. Bobby also told me that if he was not present when I met Margiasso, I 
was not to give Margiasso any money but was to pay him (Bobby) the next time 
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I saw him. Margiasso also followed the same procedure: He would take mV 
car, would be gone about 20 minutes, and then return with the alcohol. 
Margiasso picked up my car about four times. 

"My purchases from Bobby would consist of two or three 5 — gallon cans of 
alcohol at a time and were made once or twice a week. The last two times I paid 
Bobby $38 a can. 

"On the evening of Friday, December 28, 1951, I had ordered two cans, and 
when Jlargiasso took mv car I waited in the lunch room near the gas station. 
lVhen I thought it was time for Margiasso to return, I went over to the gas station 
and waited in the oflice after purchasing a pacl-age of cigarettes. Two o(5cers 
who were Federal ofiicers came in ar. d placed me and William Hudson under 
arrest. Shortly after that happened, Bobby drove up and was arrested by the 
Federal ofticers. 

"I have read the above statement consisting of three pages and it is true to the 
best of my knowledge and belief. 

"Sworn to before me 
this 5th day of January 1952. 

"(Signed) WILLIAM GREENBERS 
William Greenberg, Spec, Inv. 

"WITNESS: 
"(Signed) ALBERT MILLER 

Albert Miller, Spec. Inv. " 
229 F. 2d 319, 324 — 826. 

"(Signed) JAMEs WIIITLET 
"James Whitley 

SECTION 9806. — PENAI TIES AND FORFEITURES 
Admission into evidence of confession of co-defendant, made after 

termination of alleged conspiracy to deal unlawfully in alcohol. See 
Ct. D. 1808, page 615. 

PART IV. — MISCELLANEOUS PROVISIONS RELATING To DISTILLED SPIRITS 

SECTION 9918. — PENALTY FOR UNLAWFUL REMOVAL OR 
CONCEALMENT OF SPIRITS 

Admission into evidence of confession of co-defendant, made after 
termination of alleged conspiracy to deal unlawfully in alcohol. See 
Ct. D. 1808, page 615. 

CHAPTER 28. — PROVISIONS COMMON TO 
MISCELLANEOUS TAXES 

SUBCHAPTER A. — GENERAL PROVISIONS 

PART II. — ASSESSMENT, COLLECTION, AND REFUND 

SECTION 8818. — PERIOD OF LIMITATION UPON 
REFUNDS AND CREDITS 

26 CFR 194. 201: Time limitation on 61ing 
of claim. 

For the time limit for crediting an erroneous tax payment against 
a tax currently due, see Rev. Rul. 57 — 78, page 619. 
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SUBPART C. — RULINGS AND DECISIONS UNDER THE 
FEDERAL ALCOHOL ADMINISTRATIONS ACT 

Rulings and decisions published in Part III, Subpart C, of the In- 
ternal Revenue Bulletin are based on the application of provisions of 
the Federal Alcohol Administration Act. 

FEDERAL ALCOHOL ADMINISTRATION ACT 

SECTION 3. — UNLAWFUL BUSINESS WITHOUT PERMIT 

97 CFR 1. 91: Domestic producers, rectifiers, 
blenders, and warehousemen. 

(Also Section 5 (e); Section 5. 80. ) 
A rectifier's basic permit and/or a warehousing and bottling basic 

permit must be obtained by the proprietor of a class 6 customs bonded 
warehouse desiring to rectify and/or bottle spirits for export. Such 
spirits bottled for export, however, are not subject to the labeling 
provisions of the Regulations relating to the Labeling and Advertis- 
ing of Distilled Spirits and the labels need not be approved. 

Advice has been requested with respect to the permit and labeling 
requirements for the rectification and bottling of spirits at a class 6 
customs bonded warehouse. 

Section 3(b) of the Federal Alcohol Administration Act provides, 
in part, that it shall be unlawful, except pursuant to a basic permit 
issued under the Act, (1) to engage in the business of rectifying or 
blending distilled spirits or wine, or bottling or warehousing and 
bottling distilled spirits, or (9) for any person so engaged to sell or 
deliver for sale, contract to sell or ship in interstate or foreign com- 
merce, directly or indirectly, distilled spirits or wine so rectified, 
blended, or bottled or warehoused and bottled. There is nothing in 
the Act or in the Regulations relating to the Basic Permit Require- 
ments, issued thereunder, exempting proprietors of class 6 customs 
bonded warehouses from these permit requirements. Accordingly, 
the proprietor of any such establishment who desires to rectify, blend, 
or bottle distilled spirits in bond for export must obtain a rectifier's 
basic permit and/or a warehousing and bottling basic permit, as the 
case may be. Permits of either class issued to any such proprietors 
should be serially numbered and identified in the same manner, and 
in the same sequence, as permits issued to rectifying plants and tax- 
paid bottling houses. 

Section 5. 80 of the Regulations relating to the Labeling and Adver- 
tising of Distilled Spirits provides that such regulations shall not 

apply to distilled spirits for export. Therefore, it is held that distilled 
spirits rectified and bottled in a class 6 customs bonded warehouse for 
export are not subject to the labeling provisions of these regulations 
and certificates of label approval need not be secured to cover the 
labels attached to such products, However, labels attached thereto 
must comply with customs requirements, and the kind or class and 

type of the spirits (or wines), if stated, must be in substantial con- 

formity with the kind or class and type as known to the trade, as 
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defined in the Regulations relating to the Labeling and Advertising 
of Wine and the Regulations relating to the Labeling and Advertising 
of Distilled Spirits, applicable to domestic and imported distilled 
spirits and wine. 

The term "export" as used in these labeling and advertising regula- 
tions does not include shipments to Puerto Rico, Hawaii, or Alaska. 
Therefore, distilled spirits rectified and/or bottled for shipment there- 
to are subject to these labeling provisions, and the labels used thereon 
must be approved under these regulations. On the other hand, the 
regulations issued pursuant to chapter 51 of the Internal Revenue 
Code of 1954 diR'er in this respect from the regulations issued pur- 
suant to the Federal Alcohol Administration Act in that they include 
as exportations shipments to Puerto Rico. See, for example, Revenue 
Ruling 56 — 558, C, B. 1956 — 2, 1038, relative to shipments of specially 
denatured alcohol to permittees in Puerto Rico. For the internal 
revenue requirements relative to the labeling of distilled spirits bottled 
in bond for exportation, see sections 225. 992 through 225. 994 of the 
Regulations relating to the Warehousing of Distilled Spirits, and for 
the requirements of distilled spirits bottled especially for export with 
benefit of drawback, see section 252. 59 of the Regulations relating to 
Drawback on Liquors Exported. 

27 CFR 1. 22: Wholesalers. Rev. Rul. 57 — 26 

A wholesaler's basic permit under the Federal Alcohol Adminis- 
tration Act must be obtained to cover distilled spirits, wine, or malt 
beverages purchased for resale at wholesale, regardless of whether 
or not such purchases for resale are confined to intrastate commerce. 

Advice has been requested whether distilled spirits, wine, or malt 
beverages may be purchased for sale at wholesale within a state with- 
out first obtaining a wholesaler's basic permit. 

Section 3 of the Federal Alcohol Administration Act provided in 
part as follows: 

"In order electively to regulate interstate or foreign commerce in 
distilled spirits, wine, and malt beverages, to enforce the twenty-first 
amendment, and to protect the revenue and enforce the postal lavrs 
with respect, to distilled spirits, wine, and malt beverages: * ~ * (c) 
it shall be unlawful, except pursuant to a basic permit issued under 
this Act * "' * (1) to engage in the business of purchasing for resale 
at wholesale distilled spirits, wine, or malt beverages; or (2) for any 
person so engaged to receive or to sell, oRer or deliver for sale, con- 
tract to sell, or ship, in interstate or foreign commerce, directly or 
indirectly or through an a%1iate, distilled spirits, wine, or malt bever- 
ages so purchased. " 

It is held that, pursuant to the above provisions of law, no person 
may engage in the business of purchasing either distilled spirits, wine, 
or malt beverages for resale at wholesale without possessing a whole- 
saler's basic permit under the Act, even though such purchases and 
sales are confined to intrastate commerce and the question of whether 
or not the alcoholic beverages are manufactured in the state where 
purchased and sold is immaterial. 



$ 3, FAAA, ) 624 

For wholesaler's basic permit requirements covering the purchase 
of beer by one brewer from another, see Rev. Rul, 57 — 25, page 610, 

SECTION 4. PERMITS 

Rev. Rul. 57-85 27 CFR 1. 50: Revocation or suspension. 
(A. iso Part III — A. , Section 7805; 26 CFR 200. 45. ) 

Section 4(e) of the Federal Alcohol Administration Act provides 
in part that a basic permit shall be revoked, after due notice and 
opportunity for hearing to the permittee, if it is found that the per- 
mittee has not engaged in operations authorized by the permit for a 
period of more than two years. B'eM, a basic permit may not be re- 
voked under the above provision in any case where the permittee is 
engaged in any of the operations authorized by his permit. For 
example, since a rectifier is required to hold a rectifier's basic permit 
to dispose of spirits rectified and bottled by him, such rectifier would 
not be in an inactive status while engaged in the disposition of any 
such spirits. 

For determination of activity of a distiller's basic permit, see Rev. 
Rul. 57 — 74, page 613. 

SECTION 5(e). — UNFAIR COMPETITION AND UNLAWFUL 
PRACTICES: LABELING 

27 CFR 4. 81: Misbranding. 
(A. iso Section 5. 81. ) 

Rev. Rul. 57-27 

All of the mandatory information on labels is not required to be re- 
produced on cartons or other wrappers for imported distilled spirits 
or wine by reason of such carton or other wrapper bearing a required 
notation as to the country of origin, or, in the case of distilled spirits, 
the statement "This package may be opened for examination by inter- 
nal revenue overs. " 

Advice has been requested whether, where there appears on a carton 
a statement as to the country of origin, pursuant to a customs require- 
ment, or the statement "This package may be opened for examination 
by internal revenue ofiicers, " pursuant to Treasury Decision 6205, 
C. B. 1956 — 2, 1012, such carton must also contain all of the manda- 
tory information referred to in section 81 of the Regulations relating 
to the Labeling and Advertising of Wine, or section 81 of the Regula- 
tions relating to the Labeling and Advertising of Distilled Spirits. 

Sections 81 of the respective regulations, which are similar in their 
content, provide that if the container or bottle is in an individual 
carton, covering, or other wrapper used for sale at retail (other than a 
shipping carton, covering, or wrapper of the container), displaying 
thereon any written, printed, graphic, or other matter, other than the 
name and address of the producer, importer, or person by whom 
bottled or packed (and, in addition, the name and address of the 
person for whom bottled or packed), and such individual covering, 
carton, or other wrapper obscures the mandatory label information 
required to be stated, and such individual covering, carton, or other 



625 [f 5(e), FAAA. 

wrapper fails to reproduce on it, in the same manner, all information 
so obscured; or if any statement required to appear on the label, or 
upon such individual covering, carton, or other wrapper, is obscured 
in any other manner or is modified in any manner, the container shall 
be deemed to be misbranded. 

Pursuant to a notice issued by the Bureau of Customs, dated Sep- 
tember 17, 1956, 21 F. R. 7102, the imported container in which an 
article is imported and sold to the ultimate purchaser must be marked 
to indicate the name of the country of origin of the imported article 
contained therein when practice shows that the ultimate purchaser of 
the imported article does not usually have an opportunity to remove 
the article from the container prior to purcl ase. 

The regulations relating to the Warehousing of Distilled Spirits, 
the Bottling of Taxpaid Distilled Spirits, and the Rectification of 
Spirits and Wines, as amended by Treasury Decision 6205, supra, 
provide that bottles of distilled spirits may be enclosed in sealed, 
opaque cartons or wrappers if such cartons or wrappers bear the 
legend, "This package may be opened for examination by internal 
revenue officers. " 

The question here involved is whether the language "any written, 
printed, graphic or other matter, " contained in section 81 of the said 
labeling and advertising regulations, is intended to include the above 
statements required to be placed on outer wrappers. While on a literal 
reading alone, the language of the regulations is specific, it should be 
construed in the light of its obvious purpose to require the reproduc- 
tion of all mandatory information on any carton or wrapper which 
contains written, printed, or graphic matter descriptive of or pertain- 
ing to the contents of the packages. It is accordingly held that the 
provisions of section 81 of the Regulations relating to the Labeling 
and Advertising of. Wine, and section 81 of the Regulations relating to 
the Labeling and Advertising of Distilled Spirits, do not operate to 
require the reproduction of all the mandatory information on cartons 
or wrappers which bear only a statement of the country of. origin or 
the language required by Treasury Decision 6205, 8upra. 

27 CFR 5. 81: Misbranding. 

For circumstances under which all the mandatory label informa- 
tion need not be reproduced on an outer wrapper, see Rev. Rul. 57 — 27, 
page 624. 

27 CFR 5. 80: Exports. 

For requirements with respect to spirits rectified and/or bottled in 
a Class 6 customs bonded warehouse for export, see Rev. Rul. 57-124, 
page 622. 

27 CFR 7. 20: General. 
(Also Section 7. 41. ) 

Rev. Rul. 57-177 

Keg beer, shipped into a state which has adopted malt beverage 
labeling requirements similar to those imposed under the Federal 
Alcohol Administration Act and which permits the sale to consumers 
of beer in such containers, must be covered by a certidcate of label 
approval for the labels ainxed to the containers. 
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Advice has been requested whether a brewer is required to obtain a 
certificate of label approval for labels afiixed to keg beer removed from 
the brewery premises. 

Section 7. 1(e) of the Regulations relating to the Labeling and Ad- 
vertising of Malt Beverages defines a container as any can, bottle, 
barrel, keg, or other closed receptacle, irrespective of size or of the 
material from which made, for use for the sale of malt beverages at 
retail. Section 7. 20 of the regulations provides that the labeling 
requirements contained in such regulations shall apply to malt bever- 
ages sold or shipped or delivered for shipment, or otherwise introduced 
or received in any state from any place outside thereof', only to the 
extent that the law of such state imposes similar requirements with 
respect to the labeling of malt beverages not sold or shipped or deliv- 
ered for shipment or otherwise introduced into or received in such 
state from any place outside thereof. Subject to the above limitation 
subsection (b) thereof provides, in part, that no person engaged in 
business as a brewer shall sell or ship, or deliver for sale or shipment, 
or otherwise introduce in interstate commerce, or receive therein, any 
malt beverages in containers unless such malt beverages are packaged 
and such packages are marked, branded, and labeled in conformity 
with such regulations. 

Section 7. 40 of the regulations provides, in part, that the provisions 
of section 7. 41 shall apply only to persons bottling or packing malt 
beverages (other than malt beverages in customs custody) for ship- 
ment, or delivery for sale or shipment, into a state, the laws or regula- 
tions of which require that all malt beverages sold or otherwise 
disposed of in such state be labeled in conformity with section 7. 20 to 
7. 29, inclusive. 

Section 7, 41 provides, in part, that no person shall bottle or pack 
malt beverages, or remove such malt beverages from the plant where 
bottled or packed, unless, upon application to the Director, Alcohol 
a. nd Tobacco Tax Division, he has obtained, and has in his possession, a 
Certificate of Label Approval, Form 1649, covering such malt 
beverages. 

If a brewer ships beer in kegs into a state which has adopted the 
labeling requirements issued pursuant to the Federal Alcohol Adminis- 
tration Act and such state permits the sale to consumers of beer in 
containers of the size involved, the brewer is required to obtain 
certificates of label approval under the Act covering the sets of labels 
affixed to such containers. 

27 CFR 7. 41: Certificates of label approval. 

For requirements with respect to the labeling of keg beer introduced 
into interstate commerce, see Rev. Rul. 57 — 177, page 625. 

SECTION 6. — BULIZ SALES AND BOTTLING 

27 CFR 8. 10: Sale of distilled Rev. Rul. 57 — 292 
spirits in bulk, 

(Also Section 8. 25. ) 
A wholesale liquor dealer holding a basic permit under the 

Federal Alcohol Administration Act, and otherwise qualified, may 
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purchase distilled spirits in bulk for sale for industrial use only, 
but the spirits must be shipped or delivered directly to the in- 
dustrial user by the warehouseman, distiller, or rectifier. He may 
not receive distilled spirits in bulk at his premises except alcohol 
for resale for industrial use. 

Advice has been requested whether a wholesale liquor dealer may 
purchase taxpaid rum in bulk to fill an order placed with him by 
industrial user. 

Section 8. 10 of the Regulations relating to Bulk Sales and Bottling 
of Distilled Spirits provides that it is unlawful for any person to 
sell, ofFer to sell, contract to sell, or otherwise dispose of distilled 
spirits in bulk, for nonindustrial use, except for export or to a dis- 
tiller, warehouseman, rectifier, proprietor of a class 8 customs bonded 
warehouse, or to Government~al agencies of the United States. Sec- 
tion 8. 25 of such regulations provides that distillers, rectifiers, and 
other permittees engaged in the sale or other disposition of distilled 
spirits for nonindustrial use shall not sell or otherwise dispose of 
distilled spirits in bulk (other than alcohol) for industrial use, unless 
such distilled spirits are shipped or delivered directly to the industrial 
user thereof. 

Section 2. 12 of the Regulations relating to the Nonindustrial TTse 
of. Distilled Spirits and %Vine provides, in part, that the use of dis- 
tilled spirits or wine in the manufacture of flavoring extracts, syrups, 
or food products is regarded as "industrial" and will be excluded 
from any application of the term "nonindustrial use" as used in such 
regulations. 

In view of the above regulations, it is held that a wholesale liquor 
dealer niay purchase rum in bulk (in containers having a capacitv in 
excess of one wine gallon) for sale for industrial use, provided the rum 
is shipped or delivered directly to the industrial user thereof by the 
warehouseman, distiller, or rectifier. Since a wholesaler may not re- 
ceive distilled spirits in bulk at his premises, except alcohol for resale 
for industrial use, either in its original containers or after repackaging 
in containers in excess of one wine gallon and less than five wine gal- 
lons, he may not receive the bulk rum in question on his premises for 
redelivery to the inclustrial user. 

27 CFR oo. 12: Acquiring or receiving distilled 
spirits in bulk for warehousing and bottling. 

For the receipt and storage of taxpaid bulk distilled spirits, see 
Rev. Rul. 57 — 178, page 598. 

27 CFR 8. 25: General. 

For the extent to which wholesalers may purchase distilled spirits 
in bulk, see Rev. Rub 57 — 2M, page 626. 





PART IV 

LEGISLATION AND TREATIES 

TABLE OF CONTENTS 

Subpart A. — Tax Conventions* 

List of Tax Convention to Which the United States Is a Party as o 
February 7, 1957 

United States — Australia Estate Tax Convention 
United States — Australia Gift Tax Convention 
United States — Finland Estate Tax Convention 
United States — Greece Estate Tax Convention 
United States — Ireland Estate Tax Convention 
United States — Norway Estate and Inheritance Tax Convention 
United States — Switzerland Estate and Inheritance Tax Convention 
United States — Union of South Africa Estate Tax Convention 
United States — United Kingdom Income Tax Supplementary Protocol 

Subpart B. — Legislation 

Public Law 85-12 (H. R. 4090) 666 
Subpart C. — Committee Reports 

House Report No. 52 (H. R. 4090 — P. L. 85 — 12) 668 
Senate Report No. 183 (H. R. 4090 — P. L. 85 — 12) 671 

'The Tax Conventions in this Bulletin were previously omitted from publication in the Bulletin. Thus, 
they were not readily available to subscribers. The text of the income tax convention between the United 
8tstes and Honduras, effective for taxable years beginning on or after January 1, 1957, is published in Internal 
Revenue Bulletin 1957-96, beginning at page 33. This convention appears in the "List of Tax Conventions 
to Whish the United States Is a Party as of February 7, 1957" as a convention signed but not in effect. 

(629) 
484787' — 58 — 41 





PART IV 

LEGISLATION AND TREATIES 

SUBPART A. — TAX CONVENTIONS 

LIST OF TAX CONVENTIONS TO WHICH THE UNITED 
STATES IS A PARTY AS OF FEBRUARY 7, 1957 

Conventions now in e8ect relating to taxes on income: 

Country Official text 
symbol 

Signed Rstfficstions 
exchanged 

Effective date Citation 

A. ustrslis 

Belgium 

Supplemental 

Canada 

Supplemental 

Finland 

France 
Second conven 

tion, 

Supplemental 

Germany 

Greece 
Protocol 

Irehnd 

Italy 

span I 

Netherlands 

Supplements. 

Netherlands 
Antilles 3 

TIAS 2880 & 

TIAS 2833 

TIAS 2883 

TS 983, '989 r 

TIAS 2347 

TIAS 1854 

TIAS 2596 

TS 885 

jTS 988 

TIAS 1982 

TIA8 3133 

TIAS 2902 
TIAS 2902 
TIAS 2356 

TIAS 3176 

TIAS 1855 

TIAS 3366 

)TIAS 3367 

Msy 14, 1953 

Oct. 28, 1948 

Sept. 9, 1952 

Mar. 4, 1942 

June 12, 1950 

Msy 6, 1948 

Msr. 3, 1952 

Apr. 27, 1932 

July 25, 1939 

Oct. 18, 1946 

July 22, 1954 

Feb. 20, 1950 
Apr. 20, 1953 
Sept. 13, 1949 

Msr. 30, 1955 

Apr. 16, 1954 

Apr. 29, 1948 

June 15, 1955 

Dec. 14, 1953 Jsn. 1, 1953 

Sept. 9, 1953 Jsn. 1, 1953 

Sept. 9, 1953 Jsn. 1, 1953 

June 15, 1942 Jsn. 1, 1941 

Nov. 21, 1951 Jsn. 1, 1951 

Dec. 1, 1948 Jsn. 1, 1948 

Dec. 18, 1952 Jsn. 1, 1952 

Apr. 9, 1935 (Terminated) 

Dec. 30, 1944 Jsn. 1, 1945 

Oct. 17, 1949 Jsn. 1, 1950 

Dec. 20, 1954 Jsn. 1, 1954 

Dec. 30, 1953 Jsn. 1, 1953 
Dec. 30, 1953 Jsn. 1, 1953 
Dec. 31, 1951 Jan. 1, 1951 

Oct. ¹ 1956 Jsn. 1, 1956 

Apr. 1, 1955 Jsn. 1, 1955 

Des. 1, 1948 Jan. 1, 1947 

Nov. 10, 1955 Nov. 10, 1955 

Jsn. 1, 1955 

C. B. 1954-2, 614 (T. D. 
6108) 

C. B. 1954-1, 132 (T. D. 
6056) 

{ 
C. B. 1954-2, 626 
C, B. 1956-1, 815 (T. D. 

6160) 
C. B. 1943, 526 (T. D. 

5206) 
C. B. 1955-1, 624 
C. B. 1953-2, 59 (T. D. 

6047) 

( 

C. B. 1949-1, 104 (T. D. 
5692) 

C. B. 1950-1, 76 (T. D. 
5777) 

( 

C. B. 1953-2, 185 (T. D. 
6030) 

C, B. 1956-2, 1067 (T. 
D. 6202) 

{ 
C, B. 1945, 522 
C. B. 1946-1, 134 (T. D. 

5499) 
C. B. 1956-1, 837 

( 
C. B, 1955-1, 635 
C. B. 1955-1, 641 (T. D. 

6122) 
C. B. 1954-2, 638 (T. D. 

6109) 
C. B. 1952-1, 89 (T. D. 

5897) 
C. B. 1956-2, 1096, 1106 

(T. D. 6215) 

( 
C. B. 1955-1, 658 
C. B. 1955-1, 665 (T. D. 

6130) 

{ 
C. B. 1949-1, 92 (T. D. 

5690) 
C. B. 1950-1, 92 (T. D. 

5778) 

{ 
C. B. 1955-2, 777 (T. D. 

6153) 
C. B. 1956-2, 1105 

( 
C. B. 1955-2, 777 (T. D. 

6153) 
C. B. 1956-2, 1105 

' Treaties and Inte 
t Treaty Series. 
t Notes exchanged 

rnstionsl Agreements. 

November 10, 1955. 
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Conventions now in effect relating to taxes on income — Continuefl 

Country Officiaf text 
symbol 

Signed Rstfficatfons Effective date 
exchanged 

Citation 

New Zealand TIAS 2360 

Switzerland . TIAS 2316 

United Kingdom TIAS 1546 

Protocol. 
Supplemental 

Hondums '= 

TIAS 1546 
TIAS 3165 

Norway TIAS 2357 

' South Africa TIAS 2510 
Protocol TIAS 2510 

Sweden TS 958 

Msr. 16, 1948 Dec. 12, 1951 Jan. 1, 1951 

May 24, 1951 Sept, 27, 1951 Jan. 1, 1951 

Apr. 16, 1945 July 25, 1946 Jsn. 1, 1945 

June 6, 1946 
Msy 25, 1954 
June 25, 1956 

July 25, 1946 Jan. 1, 1945 
Jsn. 19, 1955 Jan. 19, 1955 
Feb. 6, 1957 Jan. 1, 1957 

June 18, 1949 Nov. 11, 1951 Jan. 1, 1951 

Dec. 13, 1946 July 15, 1952 July 1, 1946 
July 14, 1950 July 15, 1952 July 1, 1948 
Mar. 3, 1939 Nov. 13, 1939 Jsn. 1, 1940 

C. B. 1953-1. 238 (T, D, 
5957) 

C. B. 1953-1, 228 (T. D, 
6956) 

C. B. 1955-2, 793 (T. D, 
6150) 

C. B. 1954-2, 651 
C. B. 1954-2, 655 
C. B. 1940-2, 43 (T. D. 

4975) 

( 

C. B. 1951-2, 75 (T. D. 
5867) 

C. B. 1955-2, 814 (T. D. 
6149) 

( 

C. B. 1946-2, 73 (T. D. 
5532) 

C. B. 1947-1, 209 
C. B. 1947-2, 100 (T. . D. 

5569) 
C, B. 1947-1 217 
P. 665, this bulletin 
I. R. B. 1957-26, 33 

Conventions signed but not in efFect: 
Oorzstrfi Siffsed 

October 26, 1956 
France, supplemental June 22, 1956 
Canada, supplemental August 8, 1956 

NoTE. — Formal negotiations for the conclusion of income tax con- 
ventions have been held with representatives. of Colombia, Cuba, 
Israel, Luxemburg, Mexico, Pakistan, the Philippines, and Uruguay. 
Exploratory discussions have also been held with representatives of 
Argentina, Brazil, Egypt, India, Paraguay and Venezuela. Pro- 
posals are under consideration for extension of the convention with 
the United Kingdom to Aden, Barbados, British Honduras, the 
Central African Confederation (Rhodesias and Nyasaland), Cyprus, 
Dominica, the Falkland Islands, Gambia, the Gold Coast, Grenada, 
Jamaica, the Leeward Islands, Nigeria, Ste. Lucia, St. Vincent, the 
Seychelles Islands, Sierra Leone, Trinidad and Tobago. Proposal 
is also under consideration for extension of the convention with 
Belgium to the Belgian Congo and Ruanda — Urundi. 

Conventions now in effect rel'ating to taxes on gifts: 

Country Ofiicisl text 
Symbol 

Signed Rstifications 
Exchanged 

Effective 
ds'te 

Citation 

Australia 
Japan 

TIAS 2879 
TIAS 3175 

Msy 14, 1953 Dec. 14, 1953 
Apr. 16, 1954 Apr. 1, 1955 

Dec. 14, 1953 
Apr. 1, 1955 

P. 637, this Bulletin 
C. B. 1955-1, 654 



Conventions now in effect relating to estate taxes and death duties: 

Country Oimcial text 
symbol 

Signed notifications 
exchanged 

Effective date Citation 

Australis TIAS 2903 
Canada TS 989 

Supplemental 
Finland 
France 

Pmtocol 
Greece 

Protocol 

Italy 
Japan 
Norway 
South Africa 

TIAS 2348 
TIAS 2595 
TIAS 1982 
TIAS 1982 
TIAS 2901 
TIAS 2901 

TIAS 2355 

TIAS 3175 
TIAS 2358 
TIAS 2509 

United Kingdom TI XS 1547 

Protocol TIAS 2509 
Switxerhmd TIAS 2533 

Msy 14, 1953 
June 8, 1944 

June 12. 1950 
Msi, 3, 1952 
Nor. 18, 1946 
May 17, 1948 
Feb. 20, 1950 
July 18, 1953 

Sept. 13, 1949 

Msr. 30, 1955 
Apr. 16, 1954 
June 13, 1949 
Apr. 10, 1947 

July 14, 1950 
July 9, 1951 

Apr. 16, 1945 

Jan. 7, 1954 
Feb. 6, 1945 

Nov. 21, 1951 
Dec. 12, 1952 
Nov. 17, 1949 
Nov. 17, 1949 
Dec. 30, 1953 
Dec. 30, 1953 

Dec. 20, 1951 

Oct. 26, 1956 
Apr. 1, 1955 
Dec. 11, 1951 
July 15, 1952 

July 15, 1952 
Sept. 17, 1952 

July 25, 1946 

Jsn. 7, 1954 
June 14, 1941 

Nov. 21, 1951 
Dec. 18, 1952 
Nov, 17, 1949 
Yov. 17, 1949 
Dec. 30, 1953 
Dec. 30, 1953 

( 
Dec. 20, 1951 

or 
Jan. 1, 1951 
Oct. 26, 1956 
ApI. 1, 1955 
Dec. 11, 1951 
July 15, 1952 

or 
July 1, 1944 

{ 

Sept. 17, 1952 

July 25, 1946 
or 

Jsn. 1, 1945 

P. 633, this Bulletin 
C. B. 1945, 381 (T. D. 

5455) 
C. B. 1954-2, 633 
P. 641, this Bulletin 

}C. B. 1956-1, 837 

(P. 645, this Bulletin 

P. 650 this Bu))etin 

C. B. 1956-2, 1089 
C. B. 1955-1, 654 
P. 653, this Bu)letin 

P. 659, this Bulletin 

P. 657, this Bulletin 
C. B. 1947-1, 146 
C. B. 1947-1, 125 (T. D. 

5565) 
C. B. 1954-2, 306 (T. D. 

6085) 

Conventions signed but not in e8ect: 
Country Signed 

Belgiunr liny 27, 1954 (Ratified by United States) 

NCTE. — Formal negotiations for the conclusion of estate tax con- 
ventions have been held with representatives of Austria, Colombia, 
Germany, Luxemburg, Mexico, the Philippines, Sweden and Uruguay. 
Exploratory discussions have also been held with representatives of 
Argentina, Brazil, Cuba, Denmark, Honduras, India, Israel, the 
Netherlands, New Zealand, and Venezuela. 

UNITED STATES — AUSTRAI IA ESTATE TAX 
CONVENTION 

A convention between the United States and the Commonwealth of 
Australia for the avoidance of double taxation and the prevention of 
fiscal evasion with respect to taxes on the estates of deceased persons 
was signed at washington, D. C. , on May 14, 1958. The convention 
was approved for ratification by the United States Senate on July 9, 
1958, and was duly ratified by the President on July 28, 1958. It was 
ratified by Australia on December 14, 1958. The instruments of rati- 
fication were exchanged at Canberra, Australia, on January 7, 1954, 
and the President proclaimed the convention on January 90, 1954. It 
is effective with respect to estates of persons dying on or after January 
7, 1954. The convention reads as follows: 

AitTICZE I 

(1) The taxes which are the subject of this convention are- 
(a) In the United States: The Federal estate tax; 
(b) In Australia: The Commonwealth estate duty. 

(2) This convention shall also apply to any other tax of a substantially similar 
character imposed by either contracting State after the date of signature of 
this convention. 



ARTICLE II 

(1) In this convention, unless the context otherwise requires- 
(a) the term "United States" means the United States of America and, 

when used in a geographical sense, includes only the States thereof, the 
Territories of Alaska and Hawaii and the District of Columbia; 

(b) the term "Australia" means the Commonwealth of Australia and in 
eludes the Territories of Papua, New Guinea and Norfolk Island; 

(c) the term "tax" means the Federal estate tax imposed by the United 
States, or the Commonwealth estate duty imposed by Australia, as the con 
text requires; 

(d) the term "taxation authority" means, in the ease of the United States 
the Commissioner of Internal Revenue as authorized by the Secretary of 
the Treasury and, in the case of Australia, the Commissioner of Taxation or 
his authorized representative; 

(e) the term "territory" when used in relation to one or the other of the 
contracting States, means Australia or the United States, as the context 
requires. 

(2) In the application of the provisions of this convention by one of the con- 
tracting States, any term not otherwise defined shall, unless the context therwise 
requires, have the meaning which it has under the laws of that State relating 
to the taxes which are the subject of-this convention. 

(3) For the purpose of this convention, the question whether a decedent was 
a citizen, or was domiciled in any part of the territory, of one of the contracting 
States at the time of his death shall be determined in accordance with the law 
in force in that territory. 

ARTICLE III 

(1) Where a person dies a citizen of the United States or domiciled in any part 
of the territory of either contracting State, the situs of rights and interests, 
legal or equitable, in or over the classes of property speciiied in this paragraph 
shall, for the purposes of the imposition of tax upon the estate of that person by 
reason only of the situs of property being within the taxing State and for the 
purposes of the credit allowable under Article V of this convention, be de- 
termined exclusively in accordance with the following rules: 

(a) Immovable property (otherwise than by way of security) shall be 
deemed to be situated at the place where the land concerned is located; 

(b) Tangible movable property (otherwise than by way of security and 
other than property for which specific provision is hereinafter made) and 
bank or currency notes and other forms of currency recognized as legal 
tender at the place of issue shall be deemed to be situated at the place where 
that property or currency is located, or, if in, tranaitN, , at the place of des- 
tination; 

(c) Debts (including bonds other than bonds referred to in subparagraph 
(d) hereof, bills of exchange and promissory notes, whether negotiable or 
not), secured or unsecured and whether under seal or not, excluding the 
forms of indebtedness for which specific provision is made elsewhere in this 
paragraph, shall be deemed to be situated at the place where the debtor is 
resident, but if the debtor, at the time of the decedent's death, has an es- 
tablished place of business in the State in which the decedent was domiciled 
and debts were incurred in carrying on the business of that establishment, 
the debts so incurred shall be deemed to be situated in that State; 

(d) Bonds, stocks, debentures, and other debts being securities, issued by 
any government, municipality or public authority shall be deemed to be 
situated at the place where that government, municipality or public author- 
ity is located; 

(e) Bank accounts shall be deemed to be situated at the place where the 
bank or branch thereof, at which the account was kept, is located; 

(f) Moneys, payable under a policy of assurance or insurance or under 
an annuity contract, whether under seal or not, shall be deemed to be 
situated where the policy or annuitv contract provides that the moneys shall 
be payable, or, if the policy or annuity contract does not provide where the 
moneys shall be payable- 

(i) in the case of a company (corporation) — at the place where it is 
incorporated; 

(ii) in any other case — at the place of residence of the person by 
whom the moneys are payable; 



(g) A. partnership shall be deemed to be situated at the place where the 
business of the partnership is carried on, but only to the extent of the part- 
nership business at that place; 

(h) Ships and aircraft and shares thereof shall be deemed to be situated 
at the place of registration of the ship or aircraft; 

(i) Goodwill as a trade, business or professional asset shall be deemed to 
be situated at the place where the trade, business or profession to which it 
pertains is carried on; 

(j) Patents, trade marks and designs shall be deemed to be situated at 
the place where they are registered; 

(k) Copyright, franchise, and rights or licenses to use any copyrighted 
material, patent, trade mark or design shall be deemed to be situated at the 
place where the rights arising therefrom are exercisable; 

(1) Rights or causes of action ez delioto surviving for the benefit of an 
estate of a deceased person shall be deemed to be situated at the place where 
such rights or causes of action arose; 

(m) Judgment debts shall be deemed to be situated at the place where the 
judgment is originally obtained. 

(2) The situs of rights or interests, legal or equitable, in or over property not 
specified in paragraph (1) of this article, shall be determined in accordance with 
the law in force in the contracting State imposing the tax or allowing the credit. 

ARTIGLE IV 

(1) In determining the aruount on which tax is to be computed, permitted 
deductions shall be allowed in accordance with the law in force in the contracting 
State imposing the tax. 

(2) Where, upon the death of a person, tax is imposed by one contracting 
State and that person, at the time of his death, was not domiciled in any part 
of the territory of that State, but was a citizen, or was domiciled in some part 
of the territory, of the other contracting State, the State so imposing that tax- 

(a) shall allow as an exemption an amount not less than an amount which 
bears the same proportion to any specific exemption that would have been 
allowed under the laws of that State if that person had been domiciled there- 
in as the value of the property subjected to that tax bears to the value of the 
property which would have been subjected to that tax if that person had 
been so domiciled; and 

(b) shall (except for the purposes of sub-paragraph (a) of this paragraph 
and except for the purposes of any proportional allowance provided for in 
the laws of the contracting State imposing that tax) take no account, in 
determining the amount or rate of that tax, of property situated outside its 
territory. 

ARTICI. E V 

(I) Where a contracting State imposes tax by reason of a decedent's being 
domiciled in some part of its territory or being its citizen, that State shall allow 
against so much of its tax (as otherwise conrputed) as is attributable to property 
situated in the territory of the other contracting State, a credit (not exceeding 
the amount of the tax so attributable) equal to so much of the tax imposed by 
that other contracting State as is attributable to that property; but this para- 
graph shall not apply as respects so much of that property as is referred to in 
paragraph (2) of this article. 

(2) Where each contracting State imposes tax by reason of a decedent's being 
domiciled in some part of its territory or being its citizen, each contracting State 
shall allow against so much of its tax (as otherwise computed) as is attributable 
to property which is situated- 

(a) outside the territory of each contracting State; or 
(b) in the territory of each contracting State, 

a credit which bears the same proportion to- 
(e) the amount of its tax so attributable „or 
(d) the amount of the other State's tax attributable to that property, 

whichever is the less, as the first-mentioned amount bears to the sum of both 
amounts. 

(3) The amount of the tax in each contracting State attributable to any 
property shall be ascertained after deducting from the total amount of tax any 
applicable diminution or credit, other than the credit to be allowed under this 
article; provided, That, in case another credit for death duty is allowable with 
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resPeet to the same ProPerty Pursuant to any other convention between the 
crediting State under this convention and any other State, or pursuant to a law 
of the crediting State, the total credits shall not exceed the amount of tax of the 
crediting State attributable to that property computed before allowance of 
those credits, and in computing credit under paragraph (2) of this article with 
respect to property situated outside both contracting States any credit allowable 
by either contracting State for death duty payable in the country where the 
property is situated shall be taken into account in aseertaining the amount of 
tax of that contracting State attributable to that property. Any diminution or 
credit to be allowed on account of Federal gift tax or Commonwealth gift duty 
paid or payable on any gift comprised in the estate is the amount remaining 
after deducting any credit allowed or allowable under any convention in force 
between the contracting States for the avoidance of double-taxation with respect 
to taxes on gifts, 

(4) Subject to the provisions of paragraph (8) of this article, the amount 
of credit allowable by one of the contracting States shall not be reduced as a 
result of the allowance of a credit for any death duty to which this convention 
does not relate. 

(5) A credit or refund of tax resulting from the application of this article 
shall not be granted unless a claim for that credit or refund, accompanied by all 
the information necessary for the purpose of . ascertainig the amount of the 
credit or refund, is made within six years from the date of the decedent's death. 

(6) A refund of tax resulting from the application of this article shall be made 
without pavment of interest on the amount refunded. 

(7) Credit against tax imposed by one of the contracting States shall not be 
finally allowed for tax imposed by the other contracting State until the latter tax 
(reduced by credit, if any, allowable under this article) has been paid. 

Aarrcz. E VI 

(I) The taxation authorities of the contracting States shall exchange such 
information (being information available under the Federal estate tax or the 
Commonwealth estate duty laws of the contracting States) as is necessary for 
carrying out the provisions of this convention or for the prevention of fraud 
or the administration of statutory provisions against avoidance of the taxes 
which are the subject of this convention. 

(2) Any information so exchanged shall be treated as secret and shall not be 
disclosed to any persons other than those (including a Court or a reviewing 
authority) concerned with the assessment or collection of the taxes which are 
the subject of this convention or the determination of appeals in relation thereto. 

(8) No information shall be exchanged which would disclose any trade secret 
or trade process. 

Aarrcr, E VII 

Where an executor, administrator, trustee or beneficiar shows proof that the 
action of the taxation authority of one of the contracting States has resulted, or 
is likely to result, in double taxation contrary to the provisions of this conven- 
tion, he shall be entitled to present the facts to his State of citizenship or domicile 
or, if a corporation or company, to the State in which it is created, organized or 
incorporated and, should the claim be deemed rvorthy of consideration, the 
taxation authority of that State shall endeavor to come to an agreement with the 
taxation authority of the other State with a view to avoidance of any double tax- 
ation that may be involved. 

AETrcr. E VIII 

(I) The provisions of this convention shall not be construed so as to deny 
or afiect in any manner any right of diplomatic or other offieial representatives 
of either contracting State to exemptions which they may now enjoy or which 

may hereafter be granted to those representatives. 
(2) This convention shall not be construed as increasing the liability of the 

estate of any person under the estate tax laws of the United States. 
(8) Should any difficulty or doubt arise as to the interpretation or application 

of this convention or its relationship to conventions between one of the con- 

tracting States and any other State, the taxation authorities of the contracting 
Sates may, subject to applicable rights of appeal, settle the question by mutual 
agreement. 



(4) The taxation authority of each contracting State may communicate 
directly with the taxation authority of the other contracting State for the purpose 
of giving effect to the provisions of this convention. 

ARTICLE IX 

(1) This convention shall be ratified and the instruments of ratification shall 
be exchanged at Canberra as soon as possible. 

(2) This convention shall come into force on the date of exchange of instru- 
ments of ratification and shall be effective only as to the estates of persons dying 
on or after that date. 

(8) This convention shall remain in force indefinitely but either contracting 
State may on or before the 81st day of March in any calendar year after the 
year 1955 give the other contracting State notice of termination, in which event 
the convention shall not be effective in respect of the estates of decedents dying 
after the 80th day of September in the year in which that notice is given. 

IN wITNEss wHEREGF the above-mentioned plenipotentiaries have signed the 
present convention and have affixed thereto their seals. 

DoNE at Washington, in duplicate, on the fourteenth day of May one thousand 
nine hundred and fifty-three. 

FOR THE GovERNMENT OF THE UNITED STATES OF aMERICa: 
WATER BEDELL SMITH [SEEL] 

FOR THE GovERNMENT OF THE 

COMMONWEALTH 

OF AUSTRaLIA' 
PERCHA C. SPENDER [SEM, ] 

UNITED STATES — AUSTRALIA GIFT TAX CONVENTION 

A convention between the United States and the Commonwealth of 
Australia for the avoidance of double taxation and the prevention of 
fiscal evasion with respect to taxes on gifts was signed at Washington, 
D. C. , May 14, 1953. The convention was approved for ratification 
by the United States Senate on July 9, 1958, and was duly ratified 
by the President on July 28, 1958. It was ratified by Australia on 
December 14, 1958. The instruments of ratification were exchanged at 
Canberra, Australia, on Dec'ember 14, 1958, and the President pro- 
claimed the convention on December 99, 1953. It is effective with 
respect to gifts made on or after December 14, 1953. The convention 
reads as follows: 

ARTICLE I 
(1) The taxes which are the subject of this convention are- 

(a) In the United States: The Federal gift tax: 
(b) In Australia: The Commonwealth gift duty. 

(2) This convention shall also apply to any other tax of a substantially 
similar character imposed by either contracting State after the date of signature 
of this convention. 

ARTIcLE II 
(1) In this convention, unless the conte~t otherwise requires- 

(a) the term "United States" means the United States of America and, 
when used in a geographical sense, includes only the States thereof, the 
Territories of Alaska and Hawaii, and the District of Columbia; 

(b) the term "Australia" means the Commonwealth of Australia and in- 
cludes the Territories of Papua, New Guinea and Norfolk Island; 

(c) the term "tax" means the Federal gift tax imposed by the United 
States, or the Commonwealth gift duty imposed by Australia, as the context 
requires; 

(d) the term "taxation authority" means, in the case of the United 
States, the Commissioner of Internal Revenue as authorized by the Secretary 
of the Treasury and, in the case of Australia the Commissioner of Taxation 
or his authorized representative; 



(e) the term "territory", when used in relation to one or the other pf 
the Contracting States, means A. ustralia or the United States, as the context 
requires. 

(2) In the application of the provisions of this convention by one of the con- 
tracting States, any term not otherwise defined shall, unless the context other 
wise requires, have the meaning which it has under the laws of that State 
relating to the taxes which are the subject of this convention. 

(8) For the purposes of this convention, the question whether a donor was a 
citizen, or was domiciled in any part of the territorv, of one of the contracting 
States at the time of the gift shall be determined in accordance with the law 
in force in that territory. 

ARTICLE III 
(1) Where a donor at the time of the gift was a citizen of the United States 

or domiciled in any part of the territory of either contracting State, the situs 
at the time of the gift of rights and interests, legal or equitable, in or over the 
classes of property specified in this paragraph shall, for the purposes of the 
imposition of tax in respect of the gift by reason only of the situs of property 
being within the taxing State and for the purposes of the credit to be allowed 
under Article V of this convention, be determined exclusively in accordance with 
the following rules: 

(a) Immovable property (otherwise than by way of security) shall be 
deemed to be situated at the place where the land concerned is located; 

(b) Tangible movable property (otherwise than by way of security and 
other than property for which specific provision is hereinafter made) and 
bank or currency notes and other forms of currency recognized as legal 
tender at the place of issue shall be deemed to be situated at the place where 
that property or currency is located, or, if in transitu, at the place of desti- 
nation; 

(c) Debts (including bonds other than bonds referred to in sub-paragraph 
(d) hereof, bills of exchange and promissory notes, whether negotiable or 
not), secured or unsecured and whether under seal or not, excluding the 
forms of indebtedness for which specific provision is made elsewhere in this 
pa. ragraph, shall be deemed to be situated at the place where the debtor is 
resident, but if the debtor, a. t the time of the gift, has an established place 
of business in the State in which the donor is domiciled and debts where 
incurred in carrying on the business of that establishment, the debts so 
incurred shall be deemed to be situated in that State; 

(d) Bonds, stocks, debentures, and other debts being securities, issued 
by any government, municipality or public authority shall be deemed to be 
situated at the place where that government, municipality or public author- 
itv is located; 

(e) Bank accounts shall be deemed to be situated at the place where the 
bank or branch thereof, at which the account was kept, is located; 

(f) hloneys, payable under a policy of assurance of insurance or under 
an annuity contract, whether under seal or not, shall be deemed to be situ- 
ated where the policy or annuity contract provides that the moneys shall 
be payable or, if the policy or annuity contract does not provide where the 
moneys shall be payable 

(i) in the case of a company (corporation) — at the place where it is 
incorporated; 

(ii) in any other case — at the place of residence of the perso»V 
whom the moneys are payable; 

(g) A partnership shall be deemed to be situated at the place where the 
business of the partnership is carried ou but only to the extent of the part- 
nership business at that place; 

(h) Ships and aircraft and shares thereof shall be deemed to be situated 
at the place of registration of the ship or aircraft; 

(i) Goodwill as a trade, business or professional asset shall be deemed 
to be situated at the place where the trade, business or profession to which 

it pertains is carried on; 
(j) patents, trade marks and designs shall be deemed to be situated at 

the place where they are registered; 
(k) Copyright, franchises, and rights or licenses to use any copyrighted 

material, patent, trade mark or design shall be deemed to be situated at the 
place where the rights arising therefrom are exercisable. 
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(2) The situs of rights or interests, legal or equitable, in or over property not 
specked in paragraph (1) of this article, shall be determined in accordance with 
the law in force in the contracting State imposing the tax or allowing the credit. 

ARTICLE IV 

(1) In determining the amount on which tax is to be computed, permitted 
deductions shall be allowed in accordance with the law in force in the contract- 
ing State imposing the tax. 

(2) Where tax is imposed by one contracting State in respect of a gift by 
a donor who, at the time of the gift, was not domiciled in any part of the terri- 
tory of that State, but was a citizen, or was domiciled in some part of the ter- 
ritory, of the other contracting State, the State so imposing that tax- 

(a) shall allow as an exemption an amount not less than an amount 
which bears the same proportion to any speciQc exemption that would have 
been allowed under the laws of that State if that person had been domiciled 
therein as the value of the property subjected to that tax bears to the value 
of the property which would have been subjected to that tax if that person 
had been so domiciled; and 

(b) shall (except for the purposes of sub-paragraph (a) of this para- 
graph and except for the purposes of any proportional allowance provided 
for in the laws of the contracting State imposing that tax) take no account 
in determining the amount or rate of that tax, of property situated outside 
its territory. 

ARTICLE V 

(1) Where a contracting State imposes tax by reason of a donor's being 
domiciled in some part of its territory or being its citizen, that State shall allow 
against so much of its tax (as otherwise computed) as is attributable to prop- 
erty situated in the territory of the other contracting State, a credit (not ex- 
ceeding the amount of the tax so attributable) equal to so much of the tax im- 
posed by that other contracting State as is attributable to that property; but 
this paragraph shall not apply as respects so much of that property as is re- 
ferred to in paragraph (2) of this article. 

(2) Where each contracting State imposes tax by reason of a donor's being 
domiciled in some part of its territory or being its citizen, each contracting 
State shall allow against so much of its tax (as otherwise computed) as is at- 
tributable to property which is situated- 

(a) outside the territory of each contracting State; or 
(b) in the territory of each contracting State, a credit which bears the 

same proportion to- 
(e) the amount of its tax so attributable; or 
(d) the amount of the other State's tax attributable to that property, 

whichever is the less, as the erst-mentioned amount bear's to the sum of both 
amounts. 

(8) The amount of the tax in each contracting State attributable to any 
property shall be ascertained after deducting from the total amount of tax any 
applicable diminution or credit, other than the credit to be allowed under this 
Article: Provided„That, in case another credit for duty on gifts is allowable 
with respect to the same property pursuant to any other convention between 
the crediting State under this convention and any other State, or pursuant to 
a law of the crediting State, the total credits shall not exceed the amount of 
tax of the crediting State attributable to that property computed before allow- 
ance of those credits, and in computing credit under paragraph (2) of this 
article with respect to property situated outside both contracting States any 
credit allowable by either contracting State for duty on gifts payable in the 
country where the property is situated shall be taken into account in ascer- 
taining the amount of tax of that contracting State attributable to that 
property. 

(4) A. credit or refund of tax resulting from the application of this Article 
shall not be granted unless a claim for that credit or refund, accompanied by 
all the information necessary for the purpose of ascertaining the amount of 
the credit or refund, is made within six years from the date of the gift. 

(5) A refund of tax resulting from the application of this article shall be 
made without payment of interest on the amount refunded. 

(6) Credit against tax imposed by one of the contracting States shall not 
be Anally allowed for tax imposed by the other contracting State until the 
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latter tax (reduced by credit, if any, allowable under this Article) has been 
paid. 

ARTICLE V I 

(1) The taxation authorities of the contracting States shall exchange su«h 
information (being information available under the Federal gift tax or the Coro- 
monwealth gift duty laws of the contracting States) as is necessary for carry- 
ing out the provisions of this convention or for the prevention of fraud or the 
administration of statutory provisions against avoidance of the taxes which are 
the subject of this convention. 

(2) Any information so exchanged shall be treated as secret and shall not, be 
disclosed to any persons other than those (including a Court or a reviewing 
authority) concerned with the assessment or collection of the taxes which are 
the subject of this convention or the determination of appeals in relation thereto. 

(3) No information shall be exchanged which would disclose any trade secret 
or trade process. 

ARTIcLE VII 

Where a donor or donee shows proof that the action of the taxation authority 
of one of the contracting States has resulted, or is likely to result, in double 
taxation contrary to the provisions of this convention, he shall be entitled to pre- 
sent the facts to his State of citizenship or domicile or, if a corporation or com- 
pany, to the State in which it is created, organized or incorporated and, should the 
claim be deemed worthy of consideration, . the taxation authority of that State 
shall endeavor to come to an agreement with the taxation authority of the other 
State with a view to avoidance of any double taxation that may be involved, 

ARTICLE VIII 

(1) The provisions of this convention shall not be construed so as to deny or 
affect in any manner any right of diplomatic or other oificial representatives of 
either contracting State to exemptions which they may now enjoy or which may 
hereafter be granted to those representatives. 

(2) This convention shall not be construed as increasing the liability of any 
donor under the gift tax laws of the United States. 

(3) Should any diificulty or doubt arise as to the interpretation or applica- 
tion of this convention or its relationship to conventions between one of the 
contracting States and any other State, the taxation authorities of the contract- 
ing States may, subject to applicable rights of appeal, settle the question by 
mutual agreement. 

(4) The taxation authority of each contracting State may communicate di- 
rectly with the taxation authority of the other contracting State for the purpose 
of giving effect to the provisions of this convention. 

ARTICLE IX 
(1) This convention shall be ratified and the instruments of ratification shall 

be exchanged at Canberra as soon as possible. 
(2) This convention shall come into force on the date of exchange of instru- 

ments of ratification and shall be effective only as to gifts made on or after that 
date. 

(3) This convention shall remain in force indefinitely but either contracting 
State may on or before the 31st dav of March in any calendar year after the 
year 1055 give the other contracting State notice of termination, in which event 
the convention shall not be effective in respect of gifts made after the 30th day 
of September in the year in Ivhich that notice is given. 

IN wITNEss wIIERECF the above-mentioned plenipotentiaries have signed the 
present convention and have afiixed thereto their seals. 

DGNK at Washington, in duplicate, on the fourteenth day of May, one thousand 
nine hundred and fifty-three. 

FOR THE GOVERNMENT OF THE UNITED STATES OI' AMERICA: 
[SEALJ WALTER BEDELL SMITH 

FOR THE GOVERNMENT OF THE COMMONWEALTH OF AUSTRALIA; 
[SEAL J PERCY C. SPENDER 
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UNITED STATES-FINLAND ESTATE TAX CONVENTION 

A convention between the United States and the Republic of. Finland 
for the avoidance of double taxation and the prevention of fiscal eva- 
sion with respect to taxes on estates and inheritances was signed at 
Washington on March 8, 1952. The convention was approved for 
ratification by the United States Senate on July 4, 1952, and was 
ratified by the President on July 21, 1952. The convention w'as duly 
ratified by Finland on December 12, 1952. The instruments of rati- 
fication were exchanged at Helsinki on December 18, 1952& and the 
President proclaimed the convention on December 22, 1952. It is 
efFective with respect to estates or inheritances in the case of persons 
who die on or after December 18, 1952. The convention reads as 
follows: 

ARTIGLE I 
(I) The taxes referred to in this convention are the following taxes asserted 

upon death: 
(a) In the case of the United States of America: The Federal estate tax, 

and 
(b) In the case of the Republic of Finland: The inheritance tax, the 

communal tax on inheritance, bequests, or devices, and the "poors 
percentage. " 

(2) The present convention shall also apply to anv other taxes of a substan- 
tiallv similar character imposed by either contracting State subsequently to 
the date of signature of the present convention. 

ARTIcLE II 
(I) As used in this convention: 

(a) The term "United States" means the United States of America, and 
when used in a geographical sense includes only the States, the Territories 
of Alaska and Hawaii, and the District of Columbia. 

(b) The term "Finland" means the Republic of Finland. 
(c) The term "tax" means the Federal estate tax imposed in the United 

, States, or the inheritance tax, the communal tax on inheritances, bequests 
or devises, or the "poors percentage", imposed in Finland, as the context 
requires. 

(d) The term "competent authorities" means, in the case of the United 
States, the Commission of Internal Revenue, as authorized by the Sec- 
retary of the Treasury, and in the case of Finland, the Taxation Depart- 
ment of the Ministry of Finance. 

(2) In the application of the provisions of the present convention by one of 
the contracting States, any term not otherwise defined shall, unless the context 
otherwise requires, have the meaning ivhich such term has under the tax laws 
of that State. 

ARTIGLE III 
(I) For the purposes of the present convention, the question whether a dece- 

dent was at the time of his death domiciled in or a citizen of the United States, 
or whether the decedent or the beneficiary of a deceased person's estate was 
a resident in Finland at the time of the decedent's death, shall be determined in 
accordance with the laws in force in the United States or Finland, respectively. 

(2) In the case of a decedent who at the time of death was a citizen of or 
domiciled in the United States, or in the case of decedent who at the time of 
death was a resident of Finland, or in the case of a beneficiary of a deceased 
person's estate who at the time of the death of such person was a resident of 
Finland, the situs of any of the following property or property ri hts shall, for 
the purposes of the imposition of the tax where the tax is imposed on the basis 
of the situs of property, and for the purposes of credit, be determined exclusively 
in accordance with the following rules: 

(a) Immovable property shall be deemed to be situated at the place where 
the land involved is located. The question whether any property or right 
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in property constitutes immovable property shall be determined in accord. 
ance with the law of the place where the land involved is located. 

(b) Tangible movable property (other than such property for whic)I 
specific provision is hereinafter made) and bank or currency notes and other 
forms of currency recognized as legal tender in the place of issue, shag be 
deemed to be situated at the place where such property or currency are 
located at the time of death, or, if in transitN, at the place of destinafion. 

(c) Debts (including bonds, promissory notes, bills of exchange, and 
insurance) shall be deemed to be situated at the place where the debtor 
resides, or if the debtor is a corporation, at the place in or under the laws 
of which such corporation was created or organized. 

(d) Shares or stock in a corporation (including shares or stock held by a 
nominee where the beneficial ownership is evidenced by scrip certificates or 
otherwise) shall be deemed to be situated at the place in or under the laws 
of which such corporation was created or organized. 

(e) Ships and aircraft and shares thereof shall be deemed to be situated 
at the place of registration or documentation of the ship or aircraft. 

(f) Goodwill as a trade, business, or professional asset shall be deemed 
to be situated at the place where the trade, business, or profession to which 
it pertains is carried on. 

(g) Patents, trade-marks, and designs shall be deemed to be situated at 
the:place where they are registered or used. 

(h) Copyrights, franchises, rights to artistic and scientific works, and 
rights or licenses to use any copyrighted material, artistic and scientific 
works, patents, trade-marks, or designs shall be deemed to be situated at the 
place where the rights arising therefrom are exercisable. 

(i) All property other than hereinbefore Iuentioned shall be deemed to be 
situated in accordance with the laws of the contracting State imposing the 
tax on the basis of situs of property within such State, but if neither of the 
contracting States impose the tax on the basis of situs of property therein, 
then all such other property shall be deemed to be situated where the 
deceased person was domiciled at the time of his death. 

ARTICLE IV 

(I) In the case of a decedent (other than a citizen or domiciliary of the United 
States) who at the time of his death was a resident of Finland, the United States, 
in imposing the tax: 

(a) shall allow a specific exemption, which would be allowable under its 
law if the decedent had been domiciled in the United States, in an amount 
not less than the proportion thereof which the value of the property subjected 
to its tax bears to the value of the property which would have been subjected 
to its tax if such decedent had been domiciled in the United States; and 

(b) shall (except for the purpose of sub-paragraph (a) of this paragraph 
and for the purpose of any other proportionate allowance otherwise pro- 
vided) take no account of property situated according to Article III outside 
the United States in determining the amount or rate of tax. 

(2) In the ease of a decedent (other than a resident of I'inland) who at the 
time of his death was a citizen of or domiciled in the United States, or in the 
ease of a beneficiary of a deceased person's estate (other than a beneficiary who 
at the time of the decedent's death was a resident of Finland), and such deceased 
person was at time of death a citizen of or donficiled in the United States, the 
taxation authority in Finland, in iInposing the tax: 

(a) shall allow a specific exemption, which would be allowable under its 
law if the decedent or beneficiary, as the ease may be had been resident in 
Finland, in an amount not less than the proportion thereof which the value 
of the property subjected to its tax bears to the value of the property which 
would have been subjected to its tax if such decedent or beneficiary had 
been resident in Finland; and 

(b) shall (except for the purpose of sub-paragraph (a) of this paragraph 
and for the purpose of any other proportionate allowance otherwise provided) 
take no account of property situated according to Article III outside Finland 
in determining the amount or rate of tax. 



ABTICLE V 

(1) If the decedent was at the time of his death domiciled in or a citizen of 
the United States, the United States shall allow against its tax (computed 
without application of this article) a credit for the amount of the tax imposed 
in Finland with respect to property situated in Finland and included for tax 
purposes in both contracting States, but the amount of the credit shall not exceed 
the portion of the tax imposed by the United States which is attributable to 
such property. The provisions of this paragraph shall not apply with respect 
to any property referred to in paragraph (3) of this article. 

(2) If the decedent was at the time of his death a resident of Finland, or if 
the beneficiary of the deceased person's estate was at the time of the death of 
such person a resident of Finland, the taxation authority in Finland shall allow 
against its tax (computed without application of this article) a credit for the 
amount of the tax imposed by the United States with respect to property situated 
in the United States and included for tax purposes in both contracting States, 
but the amount of the credit shall not exceed the portion of the tax imposed in 
Finland which is attributable to such propertv. The provisions of this paragraph 
shall not apply with respect to any property referred to in paragraph (3) of this 
article. 

(3) If in a particular case taxes are imposed in one of the contracting States 
by reason of the decedent's domicile or citizenship thereof and in the other con- 
tracting State by reason of the decedent's or beneficiary's residence therein, the 
taxation authorities in each contracting State shall allow against their taxes 
(computed without application of this article) a credit for the part of the taxes 
imposed in other contracting State with respect to property included for tax in 
both States and situated or deemed to be situated- 

(a) in both contracting States, or 
(b) outside of both States. 

The total of the credits authorized by this paragraph shall be equal to the amount 
of the taxes imposed with respect to such property in the contracting State 
imposing the smaller amount of taxes, and shall be divided between the two 
States in proportion to the amount of taxes imposed in each of the two States 
with respect to such property. 

(4) For the purpose of this article, the amount of the tax in each contracting 
State attributable to any designated property shall be ascertained after taking 
into account any applicable diminution or credit otherwise provided, except 
any credit authorized by this article. 

ABTICLE VI 

(1) Any claim for credit or for a refund of tax founded on the provisions 
of the present convention shall be made within six years from the date of death 
of the decedent. 

(2) Any refund shall be made without payment of interest on the amount 
so refunded. 

ABTICLE VII 
The competent authorities of the contracting States shall exchange such in- 

formation (being information available under the respective taxation laws 
of the contracting States) as is necessary for carrying out the provisions of the 
present convention or for the prevention of fraud or the administration of 
statutory provisions against tax avoidance in relation to the taxes which are 
the subject of the present convention. Any information so exchanged shall 
be treated as secret and shall not be disclosed to any person other than those 
concerned with the assessment and collection of the taxes which are the sub- 
ject of the present convention. No information shall be exchanged which would 
disclose any trade secret or trade process. 

ABTICLE VIII 
Each of the contracting States may collect taxes, which are the subject of 

of this convention, imposed by the other contracting State (as though such 
tax were imposed by the former State) as will ensure that the credit or any 
other benefit granted under the present convention shall not be enjoyed by 
persons not entitled to such benefits. 



ARTicLE IX 
The State to which application is made for information or assistance shafi comply as soon as possible with the request addressed to it except that such State may refuse to comply with the request for reasons of public policy pr if compliance would involve violation of a trade, business, industrial or professional secret or trade process. 

ARTICLE X 
Where the representative of the estate of a decedent or beneficiary of such estate shows proof that the action of the revenue authorities of one of the contracting States has resulted or will result in double taxation contrary to the provisions of the present convention, such representative or beneilciary 

shall be entitled to present the facts to the contracting State of which the decedent was a citizen at the time of death or of which the beneficiary is a citizen, or if the decedent was not a citizen of either of the contracting States at the time of death or if the beneficiary is not a citizen of either of the con- 
tracting States, such facts may be presented to the contracting State in which the decedent was domiciled or resident at time of death or in which the bene- 
ficiary is domiciled or resident. The competent authority of the State to which 
the facts are so presented shall undertake to come to an agreement with the 
competent authority of the other contracting State with a view to equitable 
avoidance of the double taxation in question. 

ARTICLE XI 
(1) The provisions of this convention shall not be construed to deny or affect 

in any manner the right of diplomatic and consular oificers to other or addi- 
tional exemptions now enjoyed or which mav hereafter be granted to such 
of5cers. 

(2) The provisions of this convention shall in no case increase the tax 
liability in either contracting State. 

(3) Should any diificulty or doubt arise as. to the interpretation or applica- 
tion of the present convention or its relationship to conventions between one 
of the contracting States and any other State, the competent authorities of 
the contracting States may settle the question by mutual agreement. 

A. RTIcLE XII 
(1) The competent authorities of the two contracting States may prescribe 

regulations necessary to carry into effect the present convention within the 
respective States. With respect to the provisions of this convention relating to 
exchange of information and mutual assistance in the collection of taxes, such 
authorities may, by' common agreement, prescribe rules concerning matters 
of procedure, forms of application and replies thereto, conversion of currency, 
disposition of amounts collected, costs of collection, minimum amounts subject 
to collection and related matters. 

(2) The competent authorities of the two contracting States may communi- 
cate with each other directly for the purpose of giving effect to the provisions 
of this convention. 

ARTICLE XIII 
(1) The present convention shall be ratified and the instruments of ratifica- 

tion shall be exchanged at Helsinki as soon as possible. 
(2) The present convention shall become effective on the day of the exchange 

of instruments of ratification and shall be applicable to estates or inheritances 
in the case of persons who die on or after that date. It shall continue effective 
for a period of five years beginning with that date and indefinitely after that 
period, but may be terminated by either of the contracting States at the end 
of that five-year period or at any time thereafter, provided that at least six 
months' prior notice of termination has been given, the termination to become 
effective on the first day of January following the expiration of the six-month 
period. 



DoNE at Washington, in duplicate, in the English and Finnish languages, the 
two texts having equal authenticity, this third day of March, 1952. 

FOR THE PRESIDENT OF THE UNITED STATES OF AMERICA; 
DEAN AcIIESCN [SEAL] 

FOB THE PRESIDENT OF THE REPUBLIC OF FINLAND: 
JOHAN A. NYKOPP [SEAL] 

UNITED STATES — GREECE ESTATE TAX CONVENTION 

A convention between the United States and Greece for the avoid- 
ance of double taxation and the prevention of fiscal evasion with re- 
spect to taxes on estates of deceased persons was signed at Athens, 
Greece, on February 20, 1950, and a Supplementary Protocol was 
signed at Athens on July 18, 1958. The convention and protocol 
were approved for ratification by the United States Senate on Sep- 
tember 17, 1951, with a reservation to Article IX, which relates to 
reciprocal assistance. in connection with the collection of taxes. The 
convention was ratified by the President on December 5, 1951, sub- 
ject to the said reservation. The convention and the protocol were 
duly ratified by Greece on December 99, 1958. By a second protocol 
Greece accepted the reservation and on December 80, 1958, instru- 
ments of the ratification were exchanged at Athens. The conven- 
tion and supplementary protocol were proclaimed by the President 
on January 15, 1954, and they are efFective with respect to the es- 
tates and inheritances in the case of persons who die on or after 
December 80, 1958. The convention and the two protocols read as 
follows: 

ARTICLE I 
(1) The taxes which are the subject of the present convention are: 

(a) In the case of the United States of America: the Federal estate 
tax, and 

(b) In the ease of Greece; the tax on inheritances. 
(2) The present convention is concluded with reference to United States 

and Greek law in force on the day of its signature. Accordingly, if these laws 
are appreciably modified, the competent authorities of the two States will 
consult together for the purpose of adapting the provisions of the present 
convention to such changes. 

ARTICLE II 
(1) In the present convention: 

(a) The term "United States" means the United States of America, and, 
for the application of this convention, includes the States, the Territories 
of Alaska and Hawaii, and the District of Columbia. 

(b) The term "Greece" means the territories of the Kingdom of Greece. 
(c) The term "tax" means the Greek tax on inheritances or the Federal 

estate tax of the United States, as the context requires. 
(d) The term "competent authorities" means, in the case of the United 

States, the Commissioner of Internal Revenue or his 
duly authorized representative, and, in the case of Greece, the General 
Director of Direct Taxes or his duly authorized representative. 

(2) In the application of the provisions of the present convention by either 
of the contracting States, any term which is not defined in the present con- 
vention shall, unless the context otherwise requires, have the meaning which 
that term has under the laws of such contracting State relating to the taxes 
which are the subject of the present convention. 

ARTICI. E III 
(1) Immovable property situated in Greece shall be exempt from the ap- 

plication of the taxes imposed by the United States. 
(2) Immovable property situated in the United States shall be exempt from 

the application of the taxes imposed by Greece. 
434737' — 53 — 42 
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(8) The question whether rights relating to or secured by immovable prop. 
erty are to be considered as immovable property for the purposes of the present 
convention shall be determined in accordance with the laws of the contracting 
State imposing the tax. 

ABTICLE IV 

(1) For the purposes of the present convention, the question whether a 
decedent was domiciled in the territory of one of the contracting States at the 
time of his death shall be determined in conformity with the laws in force m 
that territory. 

(2) In the case of a person domiciled in the territorv of one of the contract- 
ing States, the situs of any of the following property or property rights shall, 
for the purpose of the imposition of the tax and for the purpose of the credit 
provided for in Article VI, be determined exclusively in accordance with the 
following rules: 

(a) Corporeal movable property, except as hereinafter prescribed, as 
well as bank notes, any other kind of money which is legal tender at the 
place of issuance, and bearer checks, shall be deemed to be situated where 
it is physically located at the time of the decedent's death. 

(b) Ships and aircraft shall be deemed to be situated at the place of 
documentation or registration of the ship or aircraft. 

(c) The goodwill of a business firm or the goodwill attached to the prac- 
tice of one of the liberal professions shall be deemed to be situated where 
the business is carried on or the profession is practiced. 

(d) Patents, trademarks and designs shall be deemed to be situated at 
the place where they are registered. 

(e) Copyrights and rights or licenses to use any copyrighted material, 
patent, trademark or design shall be deemed to be situated at the place 
where the rights arising thereform are exercisable. 

(f) Shares in a corporation (including shares held by a nominee for the 
benefit of decedent) shall be deemed to be situated at the place under the 
laws of which such corporation was created or organized. 

(g) Bills of exchange shall be deemed to be situated at the place of the 
drawee's residence, negotiable promissory notes at the place of residence 
of the maker, and checks payable to a designated payee at the place of 
such payee's residence. 

(h) Claims secured by a mortgage on immovable property or on ships 
shall be deemed to be situated at the place where, in accordance with the 
provisions of the present convention, the immovable property or the ship 
is deemed to be situated. 

(i) Bonds, bank deposits, and claims of any other nature, secured or 
unsecured, and other property not otherwise mentioned hereinbefore, shall 
be deemed to be situated in the State in which the deceased person was 
domiciled at the time of his death. 

ABTICLE V 

The contracting State which imposes tax in the case of a decedent who, at 
the time of his death, was not a citizen or subject of such contracting State 
and was not domiciled in its territory, but was a citizen or subject of the other 
contracting State or was domiciled in the territory of such other contracting 
State: 

(a) shall allow every abatement, exemption, deduction, or credit (except 
the marital deduction provided by the United States Revenue Act of 1948), 
which would be applicable under its law if the decedent had been domi- 
ciled in its territory, in an amount not less than the proportion thereof 
which the value of the propertv, situated according to Article IV in such 
State and subject to the tax of such State, bears to the value of the property 
which would have been subject to the tax of such State if the decedent 
had been domiciled in its territory, and 

(b) shail (except for the purpose of the subparagraph (a) of this article 
and for the purpose of any other proportionate allowance otherwise pro- 
vided) take no account of property situated according to Article IV outside 
its territory in determining the amount or rate of tax. 

ABTrCLE VI 

(1) The contracting State imposing tax in the case of a deceased person, 
who, at the tinie of his death, was domiciled in such State or was a citizen 



647 

or subject thereof, shall allow against its tax a credit for the amount of the 
tax imposed by the other Contracting State with respect to property situated 
in the territory of such other contracting State anrl included for tax purposes by 
both States, but the anrount of credit shall not exceed the portion of the tax 
imposed by the forurer State which is attributable to such property. No credit 
shall be allowed under this paragraph for property which is situated or deemed 
to be situated in both contracting States. 

(2) If the decedent is regarded by each of the contracting States as having 
been domiciled in its own territory at the time of his death, each State shall 
allow against its tax a credit for the part of the tax [imposed by the other State 
with respect to property included for tax]' purposes by both States and situ- 
ated or deenred to be situated outside both territories. The credit authorized 
by this paragraph shall be equal to the amount of tax imposed Ivith respect to 
such property by the State imposing the smaller tax, and shall be divided be- 
tween the tive States in proportion to the amount of tax imposed by each of 
the two contracting States with respect to such property. 

(3) For the purposes of this article, the amount of the tax of each con- 
tracting State attributable to any designed property shall be ascertained after 
taking into account any applicable abatement, credit, remission, diminution, 
or increase, as provided by its law, other than any credit authorized by this 
article. 

ARTIGLE VII 
(I) Any claim f' or a credit or a refund of tax founded on the provisions of the 

present convention shall be made withiu a period of five years from the da. te 
of the ternrination of the period during which the return is required to be 
filed under the applicable laxv of the respective contracting States. 

(2) Any such refund shall be made without payment of interest on the 
amount so refunded. 

ARTIcLE VIII 
The competent authorities of the contracting States shall exchange such 

information (being information which such authorities have at their disposal) 
as is necessary for carrying out the provisions of the present convention or for 
the prevention of fraud or the administration of statutory provisions against 
legal avoidan&c in relation to the taxes which are the subject of the present 
convention. Any information so exchanged shall be treated as secret and shall 
not be disclosed to any person other than those concerned with the assessment 
and collection of the taxes which are the subject of the present convention. 
No information shall be exchanged which would disclose a technical secret or 
process relating to trade, industry, business, or a profession. 

ARTICLE IX 
(I) The contracting States undertake to lend assistance and support to each 

other in the collection of the taxes which are the subject of the present con- 
vention, together with interest, costs, and additions to the taxes and fines not 
being of a penal character. 

(2) In the ease of applications for collection of taxes, revenue claims of 
each of the contracting States which have been finally determined ma. y be 
accepted for enforcement by the other contracting State and collected in that 
State as though such taxes were taxes finally imposed, due and payable to 
that State. The State to which application is made shall not be required to 
enforce executory measures for which there is no provision in the law of the 
State making the application. 

(3) Any application shall be accompanied by documents establishing that 
under the laws of the State making the application the taxes have been finally 
determined. 

(4) The assistance provided for in this article shall not be accorded with 
respect to the citizens or subjects, or estates of citizens or subjects, of the 
State to which application is made, except where such citizen or subject or 
estate is entitled under Article VI of the present convention to a credit for the 
avoidance of double taxation. 

r T'his part of treatv text was omitted in error in the English translation of the treaty 
when signed in Greece. 
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ARTTCLE X 
(1) In no case [shall] ' the provisions of Articles VIII and IX be construed 

so as to impose upon either of the contracting States the obligation: 
(a) to carry out administrative measures at variance with the regula- 

tions and practice of either contracting State, or 
(b) to supply information which is not procurable under its own legis 

lation or that of the State making application. 
(2) The State to which application is made for information or assistance 

shall comply as soon as possible with the request addressed to it. Nevertheless 
such State may refuse to comply with the request for reasons of public policy 
or if compliance would involve disclosure of a technical secret or process re- 
lating to trade, industry, business, or a profession. In such case, it shall m- 
form, as soon as possible, the State making the application. 

ARTIcLE XI 
(1) The authorities of each of the contracting States, in accordance with the 

practices of that State, may prescribe regulations necessary to carry out the 
provisions of the present convention. 

(2) With respect to the provisions of the present convention relating to ex- 
change of information and iiiutual assistance in the collection of taxes, the 
contracting States may, in accordance with their respective practices, pre- 
scribe rules concerning matters of procedure, conversion of currency, disposi- 
tion of amounts collected, minimum amounts subject to collection, and related 
matters. 

ARTICLE XII 
When the action of the revenue authorities of the contracting States has 

resulted or will result in double taxation contrary to the provisions of the 
present convention, the taxpayer shall be entitled to lodge a claim with the 
State of which he is a citizen or subject or, if he is not a citizen or subject of 
either [of] ' the contracting States, with the State of which he is a resident, 
or, if the taxpayer is a corporation, with the State in which it is created or 
organized. Should he claim be upheld, the competent authority of such State 
shall undertake to come to an agreement with the competent authority of the 
other State with a view to equitable avoidance of the double taxation 
in question. 

ARTIOLE XIII 
(1) The present convention shall be ratified and the instruments of ratifi- 

cation shall be exchanged at Athens as soon as possible. 
(2) The present convention shall become efiective on the day of the ex- 

change of instruments of ratification and shall be applicable solely to estates 
or inheritances in the case of persons who die on or after that date. It shall 
continue effective for a period of five years beginning with that date and in- 
definitely after that period, but may be terininated by either of the contracting 
States at the end of that five-year period or at any time thereafter, provided that 
at least six months' prior notice of termination has been given, the termination 
to become effective on the first day of January following the expiration of 
the six-month period. 

DoNE at Athens, in duplicate, in the English and Greek languages, the two 
texts having equal authenticity, this 20th day of February, 1950, 

FOR THE GOVERNMENT OF THE O'NITED ST%TER OF AMERICA 

HENRY F. GRADY [sEaL] 
FOB THE GOVERNMENT OF THE KINGDOM OF GREECE 

PAN. PIPINELIB [sou. ] 

PROTOCOL 
With reference to the convention between the United States of America and 

the Kingdom of Greece for the avoidance of double taxation and the prevention 
of fiscal evasion with respect to taxes on the estate of deceased persons, signed 
in Athens on February 20, 1950, the undersigned, The Honorable JoHN E. PEuiu- 

s These words of the treatv text were omitted in error in the English translation of the 
treaty when signed in Greece. 
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FCY, Ambassador of the United States of A. merica in Greece, and His Excellency 
STEPHANos STEPHANoroUI. os, lfinister of Foreign Affairs of Greece, being duly 
authorized thereto by their respective Governments and having considered the 
fact that the aforesaid convention was approved by the United States Senate 
subject to the deletion of Article IX thereof, have reached an understanding that 
Article IX of the aforesaid convention shall be deemed as deleted from the 
convention and that Articles X and XI which follow shall be deemed as appli- 
cable in accordance with the said deletion of Article IX. 

This Protocol shall be considered to be an integral part of the convention as 
signed in Athens on February 20, 1950, and shall enter into force on the date on 
which the Government of the United States of America receives formal notice 
of the ratification of this Protocol by the Paliament of the Kingdom of Greece. 

IN WIINEss WHEBEoF, the respective Plenipotentiaries have signed the present 
Protocol. 

DoNE at Athens, in duplicate in the English and Greek languages, both texts 
hav~ equal authenticity, this 18th day of July 1953. 

FOB THE GOVERNMENT OF THE UNITED STATES OF AMERICA 
JOHN E. PEURIFOY 

FOB THE GOVERNMENT OF TIIE KINGDOM OF GREECE 
STEPHANOS STEPHAN OPOULOS 

PROTOCOL 
The undersigned, the Honorable CAYENDIsH W. CANNoN, Ambassador of the 

United States of America in Greece, and His Excellency AI, ExANDER PAPAGos, 
Field marshal of Greece Prime Ilinister, Rinister for Foreign Affairs ad interim, 
being duly authorized thereto by their respective Governments, have met for the 
purpose of exchanging the instruments of ratification by their respective Gov- 
ernments of the convention between the United States of America and the King- 
dom of Greece for the avoidance of double taxation and the prevention of fiscal 
evasion with respect to taxes on the estate of deceased persons, signed at Athens 
on February 20, 1950, and, the respective instruments of ratification of the conven- 
tion aforesaid having been compared and found to be in due form, the exchange 
took place this day. 

As recited in the ratification on the part of the United States of America, the 
Senate of the United States of America in its resolution of September 17, 1951, 
advising and consenting to the ratification of the convention aforesaid, expressed 
a certin reservation with respect thereto, as follows: 

"The Government of the United States of America does not accept Article 
IX of the convention, relating to reciprocal assistance in the collection of 
taxes. " 

The text of the said reservation Ivas communicated by the Government of the 
United States of America to the Government of the Kingdom of Greece. The 
Government of the Kingdom of Greece has accepted the said reservation by a 
supplementary protocol signed in Athens on July 18, 1953, and ratified by Legis- 
lative Decree iv'o. 2734, of: October 31, 1953, promulgated with the advice and 
consent of the Interim Parliamentary Committee provided in paragraph 2, 
Article XXXV of the Greek Constitution and published in the Greek Govern- 
ment Gazette, Volume I, Folio 329 of Xovember 12, 1953. 

Accordingly, it is understood by the two Governments that, upon entry into force 
of the convention aforesaid in accordance with its provisions, the convention 
is modified in accordance with the said reservation, so that, in effect, Article IX 
of the convention aforesaid is deemed to be deleted. 

Accordingly, Articles X and XI of the convention aforesaid, in so far as they 
refer to article IX, shall be deemed to be applicable in accordance with the said 
deletion of Article IX. 

IN wITNEss wIIEREoF, the respective I'lenipotentiaries have signed the present 
Protocol of Exchange. 

DoNE in duplicate, in the English and Greek languages at Athens this 30th 
day of December 1953. 

FOB THE GOVERNMFNT OF THE UNITED STATES OF AMERICA 
CAvENDIsH W. CANNON 

FOR THE GOVERNMENT OF THE KINGDOXI OF GBEECE 
PAPAGOS 
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UNITED STATES-IRELAND ESTATE TAX CONVENTIPN 

A convention between the United States and Ireland for the avoid- 
ance of double taxation and the prevention of fiscal evasion with 
respect to taxes on estates was signed at Dublin on September 18, 19'. 
The convention was approved for ratification by the United States 
Senate on September 17, 1951, and was ratified by the President on 
October 18, 1951. The convention was duly ratified by Ireland on 
December 10, 1951. The instruments of ratification were exchanged at 
Washington, D. C. , on December 20, 1951, and the President, pro- 
claimed the convention on December 94, 1951. It is efFective with 
respect to estates of persons who die on or after December 5), ]95]. 
The convention reads as follows: 

AETICLE I 
(1) The taxes which are the subject of the present convention are: 

(a) ln the United States of America, the Federal estate tax, and 
(b) In Ireland, the estate duty imposed in that territory. 

(2) The present convention shall also apply to any other taxes of a sub- 
stantially similar character imposed by either contracting party subsequently 
to the date of signature of the present convention. 

ARTICLE II 
(1) In the present convention, unless the context otherwise requires: 

(a) The term "United States" means the United States. of America, and 
when used in a geographical sense means the States, the Territories of 
Alaska and of Hawaii, and the District of Columbia. 

(b) The term "Ireland" means the Republic of Ireland. 
(c) The term "territory" when used in relation to one or the other con- 

tracting party means the United States or Ireland, as the context requires. 
(d) The term "tax" means the estate duty imposed in Ireland or the 

United States Federal estate tax, as the conte~t requires. 
(2) In the application of the provisions of the present convention by one of 

the contracting parties, any term not otherwise defined shall, unless the context 
otherwise requires, have the meaning which it has under the laws of that con- 
tracting party relating to the taxes which are the subject of the Present 
convention. 

AETIcLE III 
(1) For the purposes of the present convention, the question whether a 

decedent was domiciled in any part of the territory of one of the contracting 
parties at the time of his death shall be determined in accordance with the law 
in force in that territory. 

(2) Where a person dies domiciled in any part of the territory of one contract- 
ing party, the situs of any rights or interests, legal or equitable, in or over any 
of the following classes of property which for the purposes of tax form part of 
the estate of such person or pass on his death, shall, for the purposes of the 
imposition of tax and for the purposes of the credit to be allowed under Article V, 
be determined exclusively in accordance with the following rules, but in cases 
not within such rules the situs of any such rights or interests shall be determined 
for those purposes in accordance with the law relating to tax in force in the 
territory of the other contracting party: 

(a) Immovable property shall be deemed to be situated at the place where 
such property is located; 

(b) Tangible movable property (other than such property for which 
specific provision is hereinafter made) and bank or currency notes, other 
forms of currency recognised as legal tender in the place of issue, negotiable 
bills of exchange and negotiable promissory notes, shall be deemed to be 
situated at the place where such property, notes, currency or documents are 
located at the time of death, or, if in transittt, at the place of destination; 

(c) Debts, secured or unsecured, other than the forms of indebtedness 
for which specific provision is made herein, shall be deemed to be situated 
at the Place where the decedent was domiciled at the time of death; 



(d) Shares or stock in a corporation other than a municipal or govern- 
mental corporation (including shares or stock held by a nominee where the 
beneficial ownership is evidenced by scrip certificates or otherwise) shall be 
deemed to be situated at the place in or under the laws of which such corpo- 
ration was create&i or organized; but, if such corporation was created or 
organized under the laws of the United Kingdom of Great Britain and 
Northern Ireland or under the laws of Northern Ireland, and if the shares 
or stock of such corporation when registered on a branch register of such 
corporation kept in Ireland are deemed under the Iavrs of the Unitetl Kingdom 
or of Northern Ireland and of Ireland to be assets situated in Ireland, such 
shares or stock shall be deemed to be assets situated in Ireland; 

(e) Moneys payable under a policy of assurance or insurance on the life 
of the decedent shall be deemed to be situated at the place where the decedent 
was domiciled at the time of death; 

(f) Ships and aircraft and shares thereof shall be deemed to be situated 
at the place of registration or documentation of the ship or aircraft; 

(g) Goodwill as a trade, business or professional asset shall be deemed 
to be situated at the place where the trade, business or profession to which 
it pertains is carried on; 

(h) Patents, trademarks and designs shall be deemed to be situate)i at 
the place where they are registered; 

(I) Copyright, franchises, and rights or licenses to use any copyrighted 
material, patent, trademark or design shall be deemed to be situated at the 
I&lace where the rights arising therefrom are exercisable; 

(j) Rights or causes of action ea delicto surviving for the benefit of an 
estate of a decedent shall be deemed to be situated at the place where such 
rights or causes of'action arose; 

(k) Judgment debts shall be deemed to be situated at the place where 
the judgment is recorded: 

provided that if, apart from this paragraph, tax would be imposed by one con- 
tracting party on any property which is situated in its territory, this paragraph 
shall sot apply to such property unl'ess, by reason of its application or otherwise, 
tax is imposed or would but for some specific exemption be imposed thereon by 
the other contracting party. 

Aancrz IV 
(I) In determining the amount on which tax is to be computed, permitted 

deductions shall be allowed in accordance with the law in force in the territory 
in which the tax is imposed. 

(2) Where tax is imposed by one contracting party on the death of a person 
who at the time of his death was not domiciled in any part of the territory 
of that contracting party but was domiciled in some part of the territory of 
the other contracting party, no account shall be taken in determining the 
amount or rate of such tax of property situated outside the former territory: 
provided that this paragraph shall not apply as respects tax unposed- 

(a) In the United States in the case of a United States citizen dying 
domiciled in any part of Ireland; or 

(b) In Ireland in the case of property passing under a disposition gov- 
erned by the law of Ireland. 

AsrrcLE V 

(I) Where one contracting party imposes tax by reason of a decedent's being 
domiciled in some part of its territory or being its national, that party shall 
allow against so much of its tax (as otherwise computed) as is attributable 
to property situated in the territory of the other contracting party, a credit 
(not exceeding the amount of the tax so attributable) equal to so much of 
the tax imposed in the territory of such other partv as is attributable to such 
property; but this paragraph shall not apply as respects any such property as 
is mentioned in paragraph (2) of this article. 

(2) Where each contracting party imposes tax by reason of a decedent's 
being domiciled in some part of its territory, each party shall allow against 
so much of its tax (as otherwise computed) as is attributable to property 
which is situated, or is deemed under paragraph (2) of Article III to be 
situated, 

(a) in the territory of both parties, or 
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(b) outside both territories, 
a credit Ivhich bears the same proportion to the amount of its tax so attrib. 
utable or to the amount of the other party's tax attributable to the same prop- 
erty, whichever is the less, as the former amount bears to the sum of both 
amounts. 

(8) Where Ireland imposes duty on property passing under a dispositjon 
governed by its law, that party shall allow a credit similar to that provided 
by paragraph (1) of this article. 

(4) For the purposes of this article. the amount of the tax of a contracting 
party attributable to any property shall be ascertained after taking into ac 
count any credit, allowance or relief, or any remission or reduction of tax, 
otherwise than in respect of tax pavable in the territory of the other contracting 
party; and if, in respect of property situated outside the territories of both 
parties, a contracting party allows against its tax a credit for tax payabie 
in the country where the property is situated, that credit shall be taken into 
account in ascertaining, for the purposes of paragraph (2) of this article, the 
amount of the tax of that party attributable to the property. 

ARTIcLE VI 

(1) Any claim for a credit or for a refund of tax founded on the provisions 
of the present convention shall be made within six years from the date of 
the death of the decedent in respect of whose estate the claim is made, or, in 
the case of a reversionary interest where payment of tax is deferred until on 
or after the date on which the interest falls into possession, within six years 
from that date. 

(2) Any such refund shall be made without payment of interest on the amount 
so refunded, save to the extent to which interest was paid on the amount so 
refunded when the tax was paid. 

ARTICI. E VII 
(1) The taxation authorities of the contracting parties shall exchange such 

information (being information available under the respective taxation laws 
of the contracting parties) as is necessary for carrying out the provisions of the 
present convention or for the prevention of fraud or the administration of 
statutorv provisions against legal avoidance in relation to the taxes which are 
the subject of the present convention. Any information so exchanged shall be 
treated as secret and shall not be disclosed to any person other than those 
concerned with the assessment and collection of the taxes which are the subject 
of the present convention. No information shall be exchanged which would 
disclose any trade secret or trade process. 

(2) As used in this Article, the term "taxation authorities" means, in the 
case of the United States, the Commissioner of Internal Revenue or his author- 
ized representative; in the case of Ireland, the Revenue Commissioners or their 
authorized representative. 

ARTIGLE VIII 
(1) The present convention shall be ratified and the instruments of ratification 

shall be exchanged at Washington, District of Columbia, as soon as possible. 
(2) The present convention shall come into force on the date of exchange 

of ratification and shall be effective only as to 

(a) the estates of persons dying on or after such date; and 
(b) the estate of any person dying before such date and after the last 

day of the calendar year immediately preceding such date whose personal 
representative elects, in such manner as may be prescribed, that the pro- 
visions of the present convention shall be applied to such estate. 

ARTICLE IX 
(1) The present convention shall remain in force for not less than three 

years after the date of its coming into force. 
(2) If not less than six months before the expiration of such period of three 

years, neither of the contracting parties shall have given to the other contracting 
partv, through diplomatic channels, written notice of its intention to terminate 
the present convention, the convention shall remain in force after such period 
of three Vears until either of the contracting parties shall have given written 



notice of such intention, in which event the present convention shall not be 
eifective as to the estates of persons dying on or after the date (not being earlier 
than the sixtieth day after the date of such notice) specified in such notice, or, 
if no date is specided, on or after the sixtieth day after the date of such notice. 

IN wITNEss wIIEREGF the above-named plenipotentiaries have signed the present 
convention and have aflixed thereto their seals. 

DoNE AT DURIIN, in duplicate, this 18th day of September, 1949. 
FOR THE GOVERNMENT OF TIIE UNITED STATES OF AMERICA: 

GEORGE A. GARRETT 
[SEAI, ] 

FOR THE GOVERNMENT OF IRELAND: 
P. MCGILLIGAN 
SEAN MACBRIDE 

[SEAL] 

UNITED STATES — NORWAY ESTATE AND INHERITANCE 
TAX CONVENTION 

A convention between the United States and Norway for the avoid- 
ance of double taxation and the prevention of fiscal evasion with 
respect to taxes on estates and inheritances was signed at Washing- 
ton D. C. , on June 18, 1949, and ratified by Norway on August 12, 
1949. The convention was approved for ratification by the United 
States Senate on September 17, 1951, subject to the resservation that 
the United States does not accept Article IX of the convention, re- 
lating to reciprocal assistance in the collection of taxes. It was duly 
ratified by the President on November 26, 1951, subject to the afore- 
said reservation, which Norway accepted. The instruments of rati- 
fication were exchanged at Washington D. C. , on December 11, 1951, 
and the President proclaimed the convention on December 18, 1951. 
It is efFective with respect to estates or inheritances in the case of 
persons dying on or after December 11, 1951. The convention reads 
as follows. 

ARTICLE I 
(1) The taxes referred to in this convention are the folowing taxes asserted 

upon death: 
(a) In the case of the United States of America: the Federal estate 

tax, and 
(b) In the case of Norway: the tax on inheritances, including death 

gifts. 
(2) The present convention shall also applv to any other estate or inheri- 

tance taxes of a substantially similar character imposed by either contractiug 
State subsequently to the date of the present convention. 

ARTICLE II 
(1) As used in this convention: 

(a) The term "United States" means the United States of America, and 
when used in a geographical sense means the States, the Territories of 
Alaska and of Hawaii, and the District of Columbia. 

(b) The term "Norway" means the Kingdom of Norway; the provisions 
of the convention shall not, however, extend to Svalbard and Jan Mayen, 
nor do they apply to the Norwegian dependencies outside Europe. 

(c) The term "competent authorities" means, in the case of the United 
States, the Commissioner of Internal Revenue or his authorized representa- 
tives; and in the case of Norway, the Ministry of Finance and Customs. 

(2) In the application of the provisions of the present convention by one of 
the contracting States, any term not otherwise defined shall, unless the context 
otherwise requires, have the meaning which such term has under its own laws. 



AaTICLE III 
(I) For the purposes of the present convention, the question whether a dece 

dent was domiciled in one of the contracting States at the time of his death 
shall be determined in accordance with the law in force in that State. 

(2) In the case of the death of a person who was a citizen of or domicfied 
in one of the contracting States, the situs of any of the following property or 
property rights shall, for the purposes of the imposition of the tax and for the 
purposes of the credit, be determined exclusively in accordance with the follow 
ing rules: 

(a) Real property shall be deemed to be situated at the place where the 
land involved is located. The question whether any property or right in 
property constitutes real property shall be determined in accordance with 
the law of the place where the land involved is located. 

(b) Tangible movable property (other than such property for which 
specific provision is hereinafter made) and bank or currency notes and 
other forms of currency recognized as legal tender in the place of issue, 
shall be deemed to be situated at the place where such property or currency 
are located at the time of death, or, if in iran8it, at the place of destination. 

(c) Debts (including insurance but not including the forms of indebt- 
edness for which specific provision is herein made) shall be deemed to be 
situated at the place where the debtor resides, or if the debtor is a corpo- 
ration, at the place in or under the laws of which such corporation was 
created or organized. 

(d) Bonds, promissory notes, and bills of exchange shall be deemed to 
be situated in accordance with the laws of the contracting State imposing 
the tax on the basis of situs of property, and if neither contracting State 
imposes the tax on the basis of situs they shall be deemed to be situated 
at the place of the decedent's domicile. 

(e) Shares or stock in a corporation (including shares or stock held by 
a nominee where the beneficial ownership is evidenced by scrip certificates 
or otherwise) shall be deemed to be situated at the place in or under the 
laws of which such corporation was created or organized. 

(f) Ships and aircraft and shares thereof shall be deemed to be situated 
at the place of registration or documentation of the ship or aircraft. 

(g) Goodwill as a trade, business or professional asset shall be deemed 
to be situated at the place where the trade, business or profession to which 
it pertains is carried on. 

(h) Patents, trademarks and designs shall be deemed to be situated at 
the place where they are registered or used. 

(i) Copyrights, franchises, rights to artistic, and scientific works and 
rights or licenses to use any copyrighted material, artistics, and scientific 
works, patents, trade-marks or designs shall be deemed to be situated at 
the place where the rights arising therefrom are exercisable. 

(j) All property other than hereinbefore mentioned shall be deemed 
to be situated in the State in which the deceased person was domiciled at 
the time of his death. 

AmxcLE IV 
The contracting State which imposes tax in the case of a decedent who at 

the time of his death was not a citizen of such State and was not domiciled 
in that State but was a citizen of or domiciled in the other State- 

(a) shall allow a specific exemption which would be allowable under 
its law if the decedent had been domiciled in that State in an amount not 
less than the proportion thereof which the value of the property subjected 
to its tax bears to the value of the property which would have been sub- 
jected to its tax if the decedent had been domiciled in that State; and 

(b) shall (except for the purposes of subparagraph (a) of this Arficle 
and for the purpose of any other proportionate allowance otherwise pro- 
vided) take no account of property situated according to Article III out- 
side that State in determining the amount or rate of tax. 

AavrcLz V 

(I) The contracting State imposing tax in the case of a deceased person, 
who, at the time of his death, was domiciled in such State or was a citizen 
thereof, shall allow against its tax (as otherwise computed) a credit for the 
amount of the tax imposed by the other contracting State with respect to prop- 
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erty situated in such other contracting State and included for tax purposes by 
both States, but the amount of the credit shall not exceed the portion of the 
tax imposed by the former State which is attributable to such property. The 
provisions of this paragraph shall not apply with respect to any property re- 
ferred to in paragraph (2) of this article. 

(2) If the decedent is regarded by each of the contracting States as heing 
domiciled therein or a citizen thereof or one State imposes tax by reason of 
the decedent's bein domiciled therein and the other State imposes tax by 
reason of the decedent being its citizen, each State shall, in addition to the 
credit authorized by paragraph (1) of this article, allow against its tax (as 
otherwise computed) a credit for the part of the tax imposed by the other State 
with respect to property included for tax purposes by both States and situated 
or deemed to be situated 

(a) in both contracting States, or 
(b) outside of both States. 

'I'he total of the credits authorized by this paragraph shall be equal to the 
amount of tax imposed with respect to such property by the State imposing 
the smaller tax and shall be divided between the two States in proportion to 
the amount of tax imposed by each of the two contracting States with respect 
to such property. 

(8) For the purpose of this article, the amount of the tax of each contracting 
State attributable to any designated property shall be ascertained after taking 
into account any applicable abatement„remittance, diminution or credit, as 
provided by its law other than any credit authorized by this article. 

ARTICLE VI 
(1) Any claim for credit or for a refund of tax founded on the provisions 

of the present convention shall be made within six years from the date of 
death of the decedent. 

(2) Any refund shall be made without payment of interest on the amount 
so refunded. 

ARTIGLE VII 
)pith a view to the more eiTective imposition of the taxes to which the pres- 

ent convention relates, each of the contracting States undertakes, subject to 
reciprocity, to furnish such information in the matter of taxation, which the 
authorities of the State concerned have at their disposal or are in a position 
to obtain under their own law, as may be of use to the authorities of the other 
State in the assessment of the taxes in question and to lend assistance in the 
service of documents in connection therewith. Any information so exchanged 
shall be treated as secret and shall only be disclosed to persons (including a 
court) concerned with the assessment, determination and collection of the 
taxes which are the subject of the present convention, or the determination of 
appeals in relation thereto. No information shall be exchanged which would 
disclose a trade, business, industrial or professional secret. Information and 
correspondence relating to the subject matter of this article shall be exchanged 
between the competent authorities of the contracting States in the ordinary 
course or on request. 

ARTIcLE VIII 
(1) In accordance with the preceding article, the competent authorities of 

the contracting States shall furnish information to each other without special 
request as follows: 

(a) In the case of the United States: information disclosed by the United 
States estate tax records relative to estates of deceased persons who were 
domiciled in, or citizens of, Norway, and such information as is available, 
in the estates of deceased persons who were domiciled in, or citizens of, 
the United States, with respect to property situated in Norway. 

(b) In the ease of Norway: information disclosed by the Norwegian 
inheritance tax records relative to estates of deceased persons who were 
domiciled in or citizens of the United States and such information as is 
available in the estates of deceased persons who were domiciled in or citi- 
zens of Norway with respect to property situated in the United States. 

(2) The inforroatiou referred to in this article shall be transmitted as soon 
as practicable in the course of audit of the estate and inheritance tax records. 
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A. RTIcLE IX 
(1) The contracting States undertake to lend assistance and support to each 

other in the collection of the taxes which are the subject of the present conven- 
tion, together with interest, costs, and additions to the taxes. 

(2) In the case of applications for enforcement of taxes, revenue claims of 
each of the contracting States which have been finally determined may be 
accepted for enforcement by the other contracting State and. may be collected 
in that State in accordance with the laws applicable to the enforcement and 
collection of its own taxes 

(3) A. ny application shall include a certification that under the laws of the 
State making the application the taxes have been finally determined. 

(4) The assistance provided for in this article shall not be accorded with 
respect to the citizens or corporations or other entities or estates of citizens 
of the State to which application is made except where they are entitled under 
A. rticle V of the present convention to a credit for the avoidance of double 
taxation. 

ARTICLE X 
The State to which application is made for information or assistance shall 

comply as soon as possible with the request addressed to it except that such 
State may refuse to comply with a request for reasons of public policy or if 
compliance with the request would involve violation of a trade, business, indus- 
trial or professional secret. 

ARTIcLE XI 
Where an estate of a decedent or a beneficiary thereof shows proof that the 

action of the revenue authorities of one of the contracting States has resulted 
or will result in double taxation contrary to the provisions of the present 
convention. such estate or beneficiary shall be entitled to lodge a claim with 
either contracting State, but if the decedent was, or the beneficiary is, a citizen 
of. or a corporation or other entity created or organized in one of the con- 
tracting States the claim must be filed with the latter State. Should the 
claim be upheld, the competent authority of such State shall undertake to come 
to an agreement with the competent authority of the other State with a view 
to equitable avoidance of the double taxation in question. 

ARTIGLE XII 
(1) The competent authorities of the two contracting States may prescribe 

regulations necessary to carry into effect the present convention within the 
respective States. With respect to the provisions of this convention relating to 
exchange of information, service of documents, and mutual assistance in the 
collection of taxes, such authorities may, by common agreement, prescribe rules 
concerning matters of procedures, forms of application and replies thereto, con- 
version of currency, disposition of amounts collected, costs of collection, mini- 
mum amounts subject to collection and related matters. 

(2) The competent authorities of the two contracting States may communi- 
cate with each other directly for the purpose of giving effect to the provisiens 
of this convention. 

ARTIcLE XIII 
(1) The provisions of this convention shall not be construed to deny or affect 

in any manner the right of diplomatic and consular officers to other or addi- 
tional exemptions now enjoyed or which may hereafter be granted to such 
officers. 

(2) The provisions of the present convention shall not be construed to re- 
strict in any manner any exemption, deduction, credit or other allowance now 
or hereafter accorded by the laws of one of the contracting States in the de- 
termination of the tax imposed by such State. 

(3) Should any diificulty or doubt arise as to the interpretation or applica- 
tion of the present convention, or its relationship to conventions between one 
of the contracting States and any other State, the competent authoriies of the 
contracting States may settle the question by mutual agreement. 

ARTIGLE XIV 
(1) The present convention shall be ratified and the instruments of ratifica- 

tion shall be exchanged at Washington as soon as possible. 



(2) The present convention shall become effective on the day of the exchange 
of instruments of ratification and shall be applicable to estates or inheritances 
in the case of persons who die on or after that date. It shall continue efiective 
for a period of five years beginning with that date and indefinitely after that 
period, but may be terminated by either of the contracting States at the end 
of that five-year period or at any time thereafter, provided that at least six 
months' prior notice of termination has been given, the termination to become 
effective on the first day of January following the expiration of the six-month 
period, 

DoNE at Washington, in duplicate, in the English and Norwegian languages, 
the two texts having equal authenticity, this thirteenth day of June 1949. 

FOR THE PRESIDENT OF THE VNITED STATES OF AMERICA: 
[SEAL] JAMES Z. WEBB 

FOR HIS MAJESTY THE KING OF NORWAY: 
[SEAL] WILHELM MVNTHE MORGENSTIEBNE 

UNITED STATES — SWITZERI AD ESTATE AND 
INHERITANCE TAX. CONVENTION 

A convention between the United States and Switzerland for the 
avoidance of double taxation with respect to taxes on estates and 
inheritances was signed at Washington, D. C. , on July 9, 1951. The 
convention was approved for ratification by the United States Senate 
on July 4, 1959, and was ratified by the President on July 91, 1959. 
The convention was duly ratified by the Swiss Confederation on 
July 19, 19M. The instruments of ratification were exchanged at 
Bern, Switzerland, on September 17, 195o, and the President pro- 
claimed the convention on October 7, 195o. It is effective with re- 
spect to estates and in inheritances in the case of persons who die on 
or after September 17, 1959. The convention reads as follows: 

ARTICLE I 
' (1) The taxes referred to in this convention are the following taxes asserted 

upon death: 
(a) In the case of the United States of America: The Federal estate 

tax, and 
(b) In the case of The Swiss Confederation: Estate and inheritance 

taxes imposed by the cantons and any political subdivision thereof. 
(2) The present convention shall also apply to any other estate or inherit- 

ance taxes of a substantially similar character imposed by the United States 
or the Swiss cantons or any political subdivision thereof subsequently to the 
date of signature of the present convention. 

ARTIcLE II 
(1) As used in this convention: 

(a) The term "United States" means the United States nf America, and 
when used in a geographical sense means the States, the Territories of 
Alaska and Hawaii, and the District of Columbia. 

(b) The term "Switzerland" means The Swiss Confederation. 
(c) The term "tax" means the Federal estate tax imposed by the United 

States, or the inheritance or estate taxes imposed in Switzerland, as the 
context requires. 

(d) The term "competent authorities" means, in the case of the United 
States, the Commissioner of Internal Revenue as authorized by the Sec- 
retary of the Treasury; and in the case of Switzerland, the Director of 
the Federal Tax Administration as authorized by the Federal Department 
of Finances and Customs. 

(2) In the application of the provisions of the present convention by one 
of the contracting States any term not otherwise defined shall, unless the con- 
text otherwise requires, have the meaning which such term has under its own 
laws. 



(3) For the purposes of the present convention, each contracting State may 
determine whether the decedent was at the time of death domiciled therein or 
a citizen thereof. 

ARTIGLE III 
In imposing the tax in the case of a decedent who at the time of death was 

not a citizen of the United States and was not domiciled therein, but who was 
at the time of his death a citizen of or domiciled in Switzerland, the United 
States shall allow a specific exemption which would be allowable under its law 
if the decedent had been domiciled in the United States in an amount not 
less than the proportion thereof which the value of the total property (both 
movable and immovable) subjected to its tax bears to the value of the total 
property (both movable and immovable) which would have been subjected 
to its tax if the decedent had been domiciled in the United States. If a iax 
is imposed in Switzerland by reason of movable property being situated within 
the territorial jurisdiction of the tax authority (and not by reason of the de- 
cedent's domicile therein or bv reason of the decedent's Swiss citizenship) in 
the case of an estate of a decedent who at the time of his dea. th was a citizen 
of or domiciled in the United States, the tax authority in Switzerland shall 
allow a specific exemption which would be allowable under its law if the de. 
cedent had been domiciled within its territorial jurisdiction in an amount 
not less than the proportion thereof which the value of the total property 
(both movable and immovable) subjected to its tax bears to the value of the 
total property (both movable and immovable) which would have been subjected 
to its tax if the decedent had been domiciled within its territorial jurisdiction, 

ARTICLE IV 

(I) If the tax authority in the United States determines that the decedent 
was a citizen of or domiciled in the United States at the time of his death, and 
the tax authority in Switzerland determines that the decedent was a citizen 
of or domiciled in Switzerland at the time of his death, the tax authority in 
each contracting State shall allow against its tax (computed without applica- 
tion of this article) a credit for the tax imposed in the other contracting State 
with respect to the following property included for tax by both States (but 
the amount of the credit shall not exceed the portion of the tax imposed in the 
crediting State which is attributable to such property): 

(a) Shares or stock in a corporation (including shares or stock held by 
a nominee where the beneficial ownership is evidenced by scrip certificates 
or otherwise) created or organized under the laws of such other contract- 
ing State or a political subdivision thereof, 

(b) Debts (including bonds, promissorv notes, bills of exchange, and 
insurance) if the debtor resides in such other State, or if the debtor is a 
corporation created or organized under the laws of such other State or 
a political subdivision thereof, 

(c) Corporeal movable property (including bank or currency notes and 
other forms of currency recognized as legal tender in the place of issue) 
physically located in such other State at the time of death of the dece- 
dent, and 

(d) Any other property which the competent authorities of both con- 
tracting States agree upon as constituting property situated in such other 
State. 

(2) For the purpose of this article, the amount of the tax of each contract- 
ing State attributable to any particular property shall be ascertained after 
taking into account any applicable diminution or credit as provided by its law 
other than any credit authorized by this article. 

(3 The credit provided by this article shall be allowed only upon condition 
that the tax for which credit may be authorized has been fully paid; and the 
competent authority of the contracting State in which such tax is imposed shall 
certify to the competent authority of the contracting State in which credit may 
be allowed such information pertaining thereto as is necessary to carry out the 
provisions of this article. 

ARTICLE V 

(I) Any claim for a credit or refund oW tax founded on the provisions « 
the present convention shall be made within five years from the date of death 
of the decedent. 
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(2) Any refund or credit shall be made without payment of interest on the 
amount so refunded. 

ARTIGLE VI 
Where the representative of the estate of a decedent or a beneficiary of such 

estate can show proof that the action of the tax authorities of one of the con- 
tracting States has resulted or will result in double taxation contrary to the 
provisions of the present convention, such representative or beneficiar shall 
be entitled to present the facts to the contracting State of which the decedent 
was a citizen at time of death or of which the beneficiary is a citizen, or if the 
decedent was not a citizen of either of the contracting States at the time of 
death or if the beneficiar is not a citizen of either of the contracting States, 
such facts may be presented to the contracting State in which the decedent 
was domiciled at time of death or in which the beneficiary is domiciled. The 
competent authority of the State to which the facts are presented shall under- 
take to come to an agreement Ivith the competent authority of the other con- 
tracting State with a view to equitable avoidance of the double taxation in 
question. 

ARTIOLE VII 
(1) The competent authorities of the two contracting States may prescribe 

rules and regulations necessary to carry into effect the present convention 
within the respective States. 

(2) The competent authorities of the two contracting States may com- 
municate with each other directly for the purpose of giving effec to the 
provisions of this convention. Any information so received shall be treated 
as secret and shall not be disclosed to any persons other than those concerned 
with the assessment aad collection of the taxes which are the subject of the 
present Convention. 

(8) Should any diffieulty or doubt arise as to the interpretation or applica- 
tion of the present convention or its relationship to conventions between 
one of the contracting States and any other State, the competent authorities 
of the coatraeting States may settle the question by mutual agreement. 

ARTIOLR VIII 
(1) The present convention shall be ratified and the instruments of ratifica- 

tion shall be exchanged at Berne as son as possible. 
(2) The present convention shall become effective on the day of the ex- 

change of instruments of ratification and shall be applicable to estates or 
inheritances in the ease of persons who die on or after that date. It shall 
continue effective for a period of five years beginaing with that date and 
indefinitely after that period, but may be terminated by either of the con- 
tracting States at the end of that five-year period or at any time thereafter, 
provided that at least six months' prior notice of termination has been given, 
the termination to become effective with respect to estates or inheritances 
in the eases of persons who die on or after the first day of January following 
the expiration of the six-month period. 

DoNE at Washington, in duplicate, in the English and German languages, 
the two texts having equal authenticity, this 9th day of July, 1951. 

FOR THE PRESIDENT OF THE UNITED STATES OF AMERICA. : 
[SEIiL] DEAN ACHESON 
FOR THE SWISS FEDKR~ COUNCIL: 
[SRM ] CHOLER BRUGGM&NN 

UNITED STATES — UNION OF SOUTH AFRICA ESTATE 
TAX CONVENTION 

A convention between the United States and the Union of South 
Africa for the avoidance of double taxation and the prevention of fiscal 
evasion with respect to taxes on estates was signed at Capetown on 
Apri110, 194V, and the Supplementary Protocol was signed at Pretoria 
on July 14 1950. The convention and supplementary protocol were 
approved for ratification by the United States Senate on September 
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17, 1051, with an understanding that application of Article VIII(4) 
of the convention, as amended by Article I of the protoco], would 
be limited to those eases in which the estate of a decedent claims a 
credit under Article V of the convention. The convention was rati- 
fied by the President on December 14, 1951, subject to the above under- 
standing. The convention was duly ratified by the Union of South 
Africa on June 18, 1959. The instruments of ratification were ex- 
changed at Washington, D. C. , on July 15, 1952, and the President pro- 
claimed the convention on August 10, 1059. It is eRective with respect 
to estates of persons who die on or after July 15, 1952, except that, 
upon the election of a personal representative, it shall be eRective as 
to the estates of persons dying before the exchange of ratifications and 
after June 30, 1044. The convention and supplementary protocol 
read as follows: 

ARTIcLE I 
(1) The taxes which are the subject of the present convention are: 

(a) In the United States of America, the Federal estate tax, and 
(b) In the Union of South Africa, the estate dutv imposed by the Union. 

(2) The present convention shall also apply to any other taxes of a sub- 
stantiallv similar character imposed by either contracting party subsequently 
to the date of signature of the present convention. 

ARTIcLE II 
(1) In the present convention, unless the context otherwise requires: 

(a) The term "United States" means the United States of America, and 
when used in a geographical sense means the States, the Territories of 
Alaska and of Hawaii, and the District of Columbia. 

(b) The term "Union" means the Union of South Africa. 
(c) The term "territory, " when used in relation to one or the other con- 

tracting party, means the United States or the Union, as the context requires. 
(d) The term "tax" means the United States Federal estate tax or the 

estate duty imposed by the Union, as the context requires. 
(e) The term "Commissioner for Inland Revenue" means the Commis- 

sioner for Inland Revenue of the Union or his duly authorised 
representatives. 

(f) The term "Commissioner of Internal Revenue" means the Commis- 
sioner of Internal Revenue of the United States, or his duly authorised 
representative. 

(g) The term "competent authority" means the Commissioner for Inland 
Revenue or the Commissioner of Internal Revenue and their duly authorised 
representatives. 

(h) The term "corporation" When used in relation to the Union shall be 
regarded as the equivalent of the term "company" as used in the revenue 
laws of that State. 

(2) In the application of the provisions of the present convention by one of 
the contracting parties, any term not otherwise defined shall, unless the context 
otherwise requires, have the meaning which it has under the laws of that con- 
traoting party relating to the taxes which are the subject of the present 
convention. 

ARTIGLE III 
(1) For the purposes of the present convention, the question whether a 

decedent was at the time of his death domiciled in any part of the United States 
or ordinarily resident in any part of the Union shall be determined in accord- 
ance with the laws in force in the United States and the Union respectively. 

(2) Where a person was at the time of his death domiciled in any part of 
the United States or ordinarily resident in any part of the Union, then as re- 
gards the United States, the situs of any of the following rights and interests, 
legal or equitable which for the purposes of tax form part of the estate of 
such person or pass on his death, shall, for the purposes of the imposition 
of tax, be determined exclusively in accordance with the following rules, and 
as regards the Union, tax may be imposed on any of the following rights or 
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interests which are deemed under those rules to be situated in its territory, 
but shall not be iinposed on any of the said rights or interests which are deemed 
to be situated outside its territory unless such person was at the time of his 
death ordinarily resident in some part of its territory: 

(a) Rights or interests (otherwise than by way of security) in or over 
immovable property shall be deemed to be situated at the place where such 
property is located; 

(b) Rights or interests (otherwise than by way of security) in or over 
tangible Iuovable property, other than such property for which specific 
provision is hereinafter made, and in or over bank or currency notes, other 
forms of currency recognised as le al tender in the place of issue, negotiable 
hills of exchange and negotiable promissory notes, shall be deemed to be 
situated at the place where such property, notes, currency or documents 
are located at the time of death, or, if in tranaite, at the place of destination; 

(c) Debts, secured or unsecured, including securities issued by any gov- 
erninent, municipality or public authority and debentures and debenture 
stock issued by any corporatiou, but excluding the forms of indebtedness 
for which speciiic provision is made herein, shall be deemed to be situated 
in the United States if the decedent was at the time of his death domiciled 
in some part of the United States, and in the Union if the decedent was at 
the time of his death ordinarily resident in some part of the Union; 

(d) Shares or stock in a corporation (including shares or stock held by 
a nominee ivhere the beneficial ownership is evidenced by script certificates 
or otherwise) shall be deemed to be situated at the place in or under the 
laws of which such corporation was created or organised; 

(e) Monies payable under a policy of assurance or insurance on the life 
of the decedent shall be deemed to be situated in the United States if the 
decedent was at the time of his death domiciletl in some part of the United 
States, and in the Union if the decedent was at the time of his death ordi- 
narily resident in some part of the Union; 

(f) Ships and aircraft and shares thereof shall be deemed to be situated 
at the place of registration or documentation of the ship or aircraft; 

(g) Goodwill as a trade, business or professional asset shall be deemed 
to be situated at the place where the trade, business or profession to 
which it pertains is carried on; 

(h) Patents, trade marks and designs shall be deemed to be situated 
at the place where they are registered; 

(i) Copyright, franchises, and rights or licenses to use any copyrighted 
material, patent, trade mark or design shall be deemed to be situated at 
the place where the rights arising therefrom are exercisable; 

(j) Rights or causes of action ea delicto surviving for the benefit of an 
estate of a decedent shall be deemed to be situated at the place where 
such rights or causes of action arose; 

(k) Judgment debts shall be deemed to be situated at the place where 
the judgment is recorded; 

Provided that if, apart from this paragraph, tax would be imposed by one 
contracting party on any property, this paragraph shall not apply to such 
property unless, by reason of its application or otherwise, tax is imposed or 
ivould but for some specific exemption be imposed thereon by the other con- 
tracting party. 

ARTIGLE IV 

(I) In determining the amount on which tax is to be computed permitted 
ileductions shall be allowed in accordance with the law in force in the territory 
In which the tax is imposed. 

(2) Where tax is imposed in the United States on the death of a person who 
was not domiciled in any part of the United States but was ordinarily resident in 
some part of the Union, or where tax is imposed in the Union on the death of a 
person who was not ordinarily resident in any part of the Union but was domi- 
ciled in some part of the United States, no account shall be taken, in determining 
the amount or rate of the tax so imposed, of property which is deemed under 
paragraph (2) of Article III to be situated outside the territory of the con- 
tracting party iniposing such tax; provided that this paragraph shall not apply 
as respects tax imposed in the United States in the case of a United States citizen 
who at the time of his death was ordinarily resident in the Union. 

484787' — 88 48 
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ARTIGLE V 

(1) Where the United States imposes tax by reason of a decedent's being its 
national, the United States shall allow against so much of its tax (as otherwise 
computed) as is attributable to property situated in the Union, a credit (not 
exceeding the amount of the tax so attributable) equal to so much of the tax 
imposed in the Union as is attributable to that property; but this paragraph shall 
not apply in a case to which paragraph (2) (a) or paragraph (3) is applicable, 

(2) Where each contracting party imposes tax on any property on the death 
of a person who at the time of his death was- 

(a) domiciled in some part of the United States but not ordinarily rest 
dent in any part of the Union, or 

(b) ordinarily resident in some part of the Union but not domiciled m 
any part of the United States, 

the contracting party in some part of whose territory such person was so domi 
ciled or ordinarily resident shall allow against so much of its tax (as otherwise 
computed) as is attributable to that property a credit (not exceeding the amount 
of the tax so attributable) equal to so much of the tax imposed in the territory 
of the other contracting party as is attributable to such property; provided that 
this paragraph shall not apply as respects tax imposed by the United States 
solely by reason of a decedent's being its national which is attributable to prop- 
erty situated outside the United States. 

(3) Where each contracting party imposes tax on property on the death of a 
person who at the time of his death was domiciled in some part of the United 
States and ordinarily resident in some part of the Union- 

(a) in the case of any property which is deemed under paragraph (2) of 
Article III to be situated in the territory of one only of the contracting 
parties, the other contracting party shall allow against so much of its tax 
(as otherwise computed) as is attributable to that property a credit (not 
exceeding the amount of the tax so attributable) equal to so much of the 
tax imposed in the territory of the first mentioned contracting party as is 
attributable to such property; 

(b) in the case of any other. propet ty each contracting party shall allow 
against so much of its tax (as otherwise computed) as is attributable to the 
property of a credit which bears the same proportion to the amount of its tax 
so attributable or to the amount of the other party's tax attributable to the 
same property, whichever is the less, as the former amount bears to the 
sum of both amounts. 

(4) For the purposes of this article, the amount of the tax of a contracting 
party attributable to any property shall be ascertained after taking into account 
any credit, allowance or relief, or any remission or reduction of tax, otherwise 
than in respect of tax payable in the territory of the other contracting party. 

(o) The allowance by the Union under this article of a credit for tax imposed 
in the United States in respect of any property shall be subject to the condition 
that no deduction in respect of the tax so imposed shall be made for the purpose 
of determining the amount of the estate on which tax is chargeable in the Union. 

ARTICLE VI 
(I) Any claim for a credit or for a refund of tax founded on the provisions 

of the present convention shall be made within six years from the date of the 
death of the decedent in respect of whose estate the claim is made, or, in the case 
of a reversionary interest where payment of tax is deferred until on or after 
the date on which the interest falls into possession, within six years from that 
date. 

(2) Anv such refund shall be made without payment of interest on the amount 
so refunded. 

ARTIcLE VII 
With a view to the more effective imposition of the taxes to which the present 

convention relates, each of the contracting parties undertakes to furnish to the 
other contracting party such information in the matter of taxation, which the 
competent authority of the former contracting party has at his disposal or is in 
a position to obtain under the laws of that party, as may be of use to the com- 
petent authority of such other party in the assessment of the taxes to which 
the present convention relates and to lend assistance in the service of documents 
in connection therewith. Such information and correspondence relating to the 
subject matter of this article shall be exchanged between the competent au- 
thorities of the contracting parties in the ordinary course or on request. 
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ARTICI. E VIII 
(1) Each contracting party undertakes to lend assistance and support in the 

collection of the taxes to which the present convention relates, together with 
interest, costs, and additions to the ta~es and fInes not being of a penal character. 
The contracting party making such collections shall be responsible to the other 
contracting party for the sums thus collected. 

(2) In the case of applications for enforcement of taxes, revenue claims of 
each of the contracting parties which have been finally determined shall be 
accepted for enforcement by the other contracting party and collected in the 
territory of that party in accordance with the laws applicable to the enforcement 
and collection of its own taxes. 

(3) The application shall be accompanied by such documents as are required 
by the laws of the contracting party making the application to establish that the 
taxes have been finally determined. 

(4) If the revenue claim has not been finally determined the contracting party 
to which application is made Iuay, at the request of the other contracting party, 
take such measures of conservancy as are authorised by the revenue laws of the 
former party in relation to its own taxes. 

ARTIcLE IX 
(1) In the administration of the provisions of the present convention relating 

to exchange of information, service of documents, and mutual assistance in 
collection of taxes, fees and costs incurred in the ordinary course shall be 
borne by the contracting party to which application is made but extraordinary 
costs incident to special forms of procedure shall be borne by the applying 
party. 

(2) Documents and other communications or information contained therein, 
transmitted under the provisions of the present convention by one of the com- 
petent authorities to the other shall not be used by the latter except in the 
performance of his duty in the determination, assessment and collection of 
the taxes. 

ARTICLE 

(1) Such regulations as may be necessary to interpret and carry out the 
provisions of the present convention may be prescribed by each of the contract- 
ing parties. With respect to the provisions of the present convention relating 
to exchange of information, service of documents and mutual assistance in the 
collection of taxes, the competent authorities may, by common agreement, pre- 
scribe rules concerning matters of procedure, forms of application and replies 
thereto, conversion of currency, disposition of amounts collected, minimum 
amounts subject to collection, and related matters. 

(2) The competent authorities of the two contracting parties may com- 
municate with each other directly for the purpose of giving effect to the pro- 
visions of the present convention. 

ARTICIM XI 
If any person liable for any of the taxes to which the present convention 

relates can show that double taxation has resulted or may result in respect of 
such taxes he shall be entitled to lodge a claim or protest with the contracting 
party of which he is a citizen or resident, or, if a corporation or other entity, 
with the contracting party in which created or organized. If the claim or pro- 
test should be deemed worthy of consideration, the competent authority of 
such party may consult with the competent authority of the other party to 
determine whether the alleged double taxation exists or may occur and if so 
whether it may be avoided in accordance with the terms of the present 
convention. 

ARTIcLE XII 
The provisions of the present convention shall not be construed to restrict 

in any manner any exemption, deduction, credit or other allowance now or 
hereafter accorded by the laws of one of the contracting parties in the deter- 
mination of the tax imposed by such contractin party. 

ARTIcLE XIII 
(1) The present convention shall be ratified and the instruments of ratifica- 

tion shall be exchanged at Washington as soon as possible. 



(2) The present convention shall come into force on the date of exchange 
of instruments of ra. tification and shall be effective only as to 

(a) the estates of persons dying on or after such date; and 
(b) the estate of any person dying before such date and after the 30th 

day of June, 1'944, whose personal representative elects, in such manner 
as may be prescribed, that the provisions of the present convention sha]l 
be applied to such estate. 

ABTIOLE XIV 

(1) The present convention shall remain in force for not less than three years 
after the date of its coming into force. 

(2) If, not less than six n1ouths before the expiration of such period of three 
years, neither of the contracting parties shall have given to the other contract 
ing party, through diplomatic channels, written notice of its intention to ternd- 
nate the present convention, the convention shall remain in force after such 
period of three years until either of the contracting parties shall have given 
written notice of such intention, in which event the present convention shall not 
be effective as to the estates of persons dying on or after the date (not being 
earlier than the sixtieth day after the date of such notice) specified in such 
notice, or, if no date is specified, on or after the sixtieth day after the date 
of such notice. 

IN WITNEss wHEREQF the above-mentioned plenipotentiaries have signed the 
present convention and have affixed thereto their seals. 

DoNE at Cape Town, in duplicate, in the English and Afrikaans languages, 
the tenth day of April, 1947. 

FoR TIIE GovxnlvMENT oF THE UNITED STATES oF AMEBIcA: 
T. IIOLcoMB [SEAL] 

FOB THE GOVEBlvMKNT OF THE UNION OF SOUTH AFRICA: 
J, C. SMUTS [SEAL] 

SUPPLEMENTARY PROTOCOL 
ARTICLE I 

Article VIII of the convention signed April 10, 1947, relating to taxes on the 
estates of deceased persons, is amended by deleting paragraph (4) and substi- 
tuting the following:— 

"(4) The assistance provided for in this article shall not be accorded 
in respect of any citizen or national, or the estate of any citizen or national, 
of the contracting party to which application is made except where such 
citizen or national or estate is entitled to the allowance of a credit under 
Article V of the present convention. " 

ARTICLE II 
1. This protocol shall be ratified and the instruments of ratification thereof 

shall be exchanged at Washington as soon as possible. 
2. This protocol shall become effective and continue effective in accordance 

with Article XIII of the convention of April 10, 1947, and, in the event of 
termination of such convention, shall terminate si1nultaneously with such 
convention. 

IN wITNEss wHERECF the undersigned plenipotentiaries, being authorized there- 
to by their respective Governments, have signed this protocol and have aifixed 
thereto their seals. 

Done in duplicate, in the English and Afrikaans languages, at Pretoria this the 
fourteenth day of July, 1950. 

FOI' TEIE GOVERNMENT OF THE UNITED STATES OF AMERICA: 
[SEAL] BERNARD C. CONNELLT 

Chargd d' Affaires ad interim of the United States of America. 

FOR THE GOVERNMENT OF THE UNION OF SOUTH AFRICA: 
[SEAL] P. O. 8AUER 

Minister of Transport of the Union, of Soath Africa. 
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UNITED STATES-UNITED KINGDOM INCOME TAX 
SUPPLEMENTARY PROTOCOL 

A supplementary protocol between the United States and the 
United Kingdom of Great Britain and Northern Ireland for the avoid- 
ance of double taxation and the prevention of fiscal evasion with re- 
spect to taxes on income has the sole purpose of modifying the terri- 
torial-extension provisions of, and is to be regarded as an integral 
part of, the convention signed at Washington, D. C. , on April 16, 
1945, as modified by the supplementary protocol signed at Washing- 
ton on June 6, 1946, C. B. 1947-1, 209. This supplementary protocol, 
signed at Washington on May 25, 1954, was approved for ratification 
by the United States Senate on August 20, 1954. It was ratified by 
the President on September 22, 1954, and by the United Kingdom 
on December 21, 1954. The instruments of ratification were ex- 
changed at London on January 19, 1955, and the President proclaimed 
the supplementary protocol on January 28, 1955. 

The supplementary protocol reads as follows: 
Tbe Government of the United States of America and the Government of the 

United Kingdom of Great Britain and Northern Ireland. desiring to conclude 
a further supplementary Protocol amending tbe convention for the avoidance 
of double taxation and the prevention of fisca evasion with respect to taxes on 
income, signed at Washington on the 16th April, 1945, as modified by the sup- 
plementary I'rotoeol, signed at Washington on the 6th June, 1946, have agreed 
as follows: 

ARTICLE I 
Paragraph (1) of Article XXII of the convention of the 16th April, 1945, for 

the avoidance of double taxation and the prevention of fiscal evasion with re- 
spect to taxes on income is hereby amended to read as follows: 

"(1) Either of the contracting parties may, at any time while the present 
convention continues in force, by a written notificatio given to the other con- 
tracting party through the diplomatic channel, declare its desire that the op- 
eration of the present convention, either in whole or in part or with such modi- 
fieations as may be found necessary for special application in a particular ease, 
shall extend to all or any of its territories for whose international relations it 
is responsible, which impose taxes substantially similar in character to those 
which are the subject of the present convention. When the other contractin ~ 

party has, by a written communication through the diplomatic channel, signified 
to the first contracting party that such notification is accepted in respect of 
such territory or territories, the present convention, in whole or in part or with 
such modifications as may be found necessary for special application in a par- 
ticular ease, as speeified in the notification, shall apply to the territory or ter- 
ritories named in the notification on and after the date or dates specified therein. 
Xone of the provisions of the present convention shall apply to any such terri- 
tory in the absence of such acceptance in respect of that territory. " 

ARTICLE II 
This supplementary Protocol, which shall be regarded as an integral part of 

the said Convention, shall be ratified and the instruments of ratifieation thereof 
shall be exchanged in I ondon. 

IN wITNEss wHEREoF the undersigned, being authorized thereto by their respec- 
tive Governments, have signed this supplementary Protocol and have atfixed 
thereto their seals. 

DoNE in duplicate at Washington this twenty-fifth day of May, 1954. 
FOB THE GOVERNMENT OF THE UNITED STATES OF AMERICA: 

[SEAL] JOHN FOSTEB DULLES 
Secretary of State of the United States of America 

FOB THE GOVERNMENT OF THE UNITED KINGDOM OF GBEAT BRITAIN AND NORTHERN 
IRELAND: 

[SEAL] RosEs MAEINS 
Her Majssty's Ambassador Eatraordinary and Plenipotentiary 

at Washington 
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SUBPART B. — LEGISLATION 

PUBLIC LAW 85 — 12 

EIGHTY-FIFTH CONGRESS, MARCH 29, 1957 

[H. R, 4090] ' 
An act to provide a fifteen-month extension of the existing corpor- 

ate normal-tax rate and of certain excise-tax rates. 

Be it enacted by the Senote and House of Eepregentotiileg of the 
United States of America in Congress aegembled, That this Act may 
be cited as the "Tax Rate Extension Act of 1957". 

SEc. 9. FIFTEEN-MCNTH ExTENsICN oF CoRFoRATE NORMAI;TAx 
RATE 

Section 11(b) (relating to corporate normal tax), section 
891(a) (1) (A) (relating to mutual insurance companies other than 
interinsurers), and section 821(b) (1) (relating to interinsurers) of 
the Internal Revenue Code of 1954 are amended as follows: 

(1) By striking out "April 1, 1957" each place it appears and 
inserting in lieu thereof "July 1, 1958"; 

(9) By striking out "April 1, 1957" each place it apears and 
inserting in lieu thereof "July 1, 1958" ' 

(8) By striking out "March 81, 1957' each place it appears and 
inserting in lieu thereof "June 80, 1958"; 

(4) By striking out "March 81, 1957" each place it appears and 
inserting in lieu thereof "June 80, 1958". 

SEC. 8. FIFTEEN-MONTH EXTENSION OF CERTAIN EXCISE TAX 
RATEs. 

(a) ExTENsION oF RATEs. — The following provisions of the Internal 
Revenue Code of 1954 are amended by striking out "April 1, 1957n 
each place it appears and inserting in lieu thereof. "July 1, 1958"— 

(1) section 4061 (relating to motor vehicles); 
(2) section 5001(a) (1) (relating to distilled spirits); 
(8) section 5001(a) (8) (relating to imported perfumes con- 

taining distilled spirits); 
(4) section 5092 (relating to cordials and liqueurs containing 

wine); 
5) section 5041(b) (relating to wines); 
6) section 5051(a) (relating to beer); and 

(7) section 5701(c) (1) (relating to cigarettes). 
(b) TEOHNIcAL AMENDMENTs. — The following provisions of the 

Internal Revenue Code of 1954 are amended as follows: 
(1) Section 5068 (relating to Qoor stocks refunds on distilled 

spirits, wines, cordials, and beer) is amended by striking out 
"April 1, 1957" each place it appears and inserting in lieu thereof 
"July 1, 1958", and by striking out "May 1, 1957" and inserting 
in lieu thereof "August 1, 1958". 

' House Report No. 52, page 668 this Bulletin; Senate Report No. 183, page 671 this 
Bulletin. 



(2) Section 5184(a) (8) (relating to drawback in the case 
of distilled spirits) is amended by striking out "March 81, 1957" 
and inserting in lieu thereof "June 30, 1958". 

(3) Subsections (a) and (b) of section 5707 (relating to floor 
stocks refunds on cigarettes) are amended by striking out "April 
1, 1957" each place it appears and inserting in lieu thereof "July 
1, 1958", and by striking out "July 1, 1957 ' and inserting in lieu 
thereof "October 1, 1958". 

(4) Section 6412(a) (1) (relating to Hoor stocks refunds on 
automobiles) is amended by striking out "April 1, 1957" each 
place it appears and inserting in lieu thereof 'July 1, 1958", by 
striking out "July 1, 1957" and inserting in lieu thereof "October 
1, 1958', and by striking out "August 10, 1957" each place it 
appears and inserting in lieu thereof "November 10, 1958 '. 

Section 497 of the Revenue Act of 1951 (relating to refunds on articles 
from foreign trade zones), as amended, is amended by striking out 
"April 1, 1957" each place it appears and inserting in lieu thereof 
"July 1, 1958". 

Approved March 29, 1957. 
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SUBPART C. — COMMITTEE REPORTS 

[H. R. 4090] ' 

TAX RATE EXTENSION ACT OF 1957 
[House of Representetives Report No. 52, Eightv-6fth Congress, First gession] 

[February 7, 1957] 

Mr. Cooers, from the Committee on Ways and MeanS, submitted the followlug 
report [To accompany H. R, 4090]: 

The Committee on Ways and Means, to whom was referred the bill (H. R. 4090] 
to provide a 1-vear extension of the existing corporate normal-tax rate and of 
certain excise-tax rates, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 

I. GENERAL STATEMENT 

H. R. 4090, as reported by your committee, provides for a 1-year extension of 
the present corporate income tax rate and the existing rates of certain excises. 
The rates of these taxes otherwise are scheduled for reduction on April 1, 1957. 

The present 52 percent corporate income tax rate, without the 1-year extension 
provided in the bill, would revert to 47 percent as of the 1st of this April through 
a reduction in the normal tax rate from 80 percent to 25 percent. The excise tax 
rates, which without this bill also would be decreased this April, are those on 
alcoholic beverages, cigarettes, automobiles, and automobile parts and accessories. 
This bill does not affect excise tax rates which previously were scheduled for 
reduction this April, but as a result of the Highway Revenue Act of 1956 were 
extended (along with certain increases) until July 1, 1972. Tax rates previously 
in extension acts which were extended by the Highway Revenue Act of 1956 are 
those on gasoline, trucks and buses, and diesel and special motor fuels. 

Your committee has agreed to the extension of the present corporate and excise 
tax rates because of their effect on the Federal budget in the fiscal year 1958. 
If these rates were not extended it is estimated that there would be a deficit in 
the fiscal year 1958 of about $500 million. 

The President in his budget message after indicating that tax rates are still 
too high and that we should look forward to further tax reductions as soon as 
a sound budget policy permits went on to state: 

e e * However, the reduction of tax rates must give way under present 
circumstances to the cost of meeting our urgent national responsibilities. 

For the present, therefore, I ask for continuation for another year of the 
existing excise tax rates on tobacco, liquor, and automobiles, which, under 
present law, would be reduced next April 1. I must also recommend that the 
present corporate tax rates be continued for another year. It would be 
neither fair nor appropriate to allow excise and corporate tax reductions to 
be made at a time when a general tax reduction cannot be undertaken. 

' ll. REVENUE AND BUDGET EFFECTS 

The revenue efi'ects of your committee's bill for the fiscal years 1957 and 1958, 
and also on a full year's basis, are shown in table 1. Only the extension of the 
excise taxes is expected to have any effect on budget receipts in the fiscal y«r 
1957. Under existing law the excise tax reductions would be eiTective for April 
May, and June in the fiscal year 1957, and the collections for the fiscal year 1957 
would reflect most of the reductions for these months. 

The reduction in corporate taxes under existing law will not be refiected in 
receipts in fiscal year 1957 because of the lag in corporate tax collections. Most 
of the revenue eiTect from extending the present corporate income tax beyond 
April 1, 1957, will be reflected in the fiscal year 195, but some effect will carry 
over into the fiscal vear 1959. 

If the various excise-tax rates provided for in this bill were not extended until 
April 1, 1958, refunds of approximately $180 million would have to be paid to 

r Public Law 85 — 12, p. 666, this Bulletin. 
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dealers with respect to their Qoor stocks, or inventories of taxed articles, on 
which the rates would be reduced. These refunds would have been paid in fiscal 
year 1958 if these excise tax rates were not extended; with the 1-year extension 
provided in this bill, expenditures for these fioor-stock refunds will be postponed 
until the fiscal year 1959. 

On a full year's basis the extension of the present corporate rate will increase 
revenues by $2, 075 million and excise taxes by $900 million, making a total full- 
year effect under the bill of $2, 975 inillion. This is somewhat smaller than the 
figure indicated in the Tax Rate Extension Act of 1956 because the Highway 
llevenue Act of 1956 has already extended beyond 1958 certain of the excises 
which were previouslv involved in the prior act. 

Table 2 shows the effect of your committee's bill on the budgets for the fiscal 
years 1957 and 1958, Expenditures in the budget as presented by the President 
for the fiscal years 1957 and 1958 are estimated at $68. 9 and $71. 8 billion, 
respectively. Receipts for these years are estimated at $70. 6 and $73. 6 billion, 
respectively. These figures reQect a surplus of $1. 7 billion in 1957 and $1. 8 billion 
in 1958. As was indicated in table 1, if the present corporate income and excise 
tax rates were not extended, there would be a loss in revenue of $172 million in 
the fiscal year 1957 and $2, 103 million in the fiscal year 1958. Moreover, if these 
rates were not extended, fioor-stock refunds of above $180 million also would 
have to be paid during the fiscal year 1958. Thus, the failure to extend these 
rates would reduce the surplus in the fiscal year 1957 to about $1. 5 billion and 
would result in a deficit of about $500 million in the fiscal year 1958, 

TAsiz l. — Estimated revenue gain from extension of existing corporate and excise tax 
rates 

[Extension from Apr. 1, 1957, to Apr. I, 1958[ 

Change ln rate which would oc- 
cur without bill 

Estimated revenue gain (fn 
millions of dollars) 

Fiscal 
1957 

Fiscal 
1958 

Full-year 
eflect 

Corporation income tax 52 to 47 percent normal 
tax (reduced from 30 
to 25 percent). 

1, 375 2, 075 

Excises: 
Alcohol taxes: 

Distilled spirits 
B eer 
Wine 

$10. 50 to $9 per gallon 
$9 to $8 per barrel 
Various rates 

40 
21 

3 

102 
64 

7 

142 
85 
10 

Total, alcoholic bever- 
ages 

Tobacco taxes: Cigarettes 
(sma[[). 

Manufacturers' excise taxes: 
Passenger cars 
Auto parts and accessories 

Total, manufacturers' ex- 

cises�. 

Total excises 
Total, corporate income 

tax and excises. 

$4 to $3. 50 per 1, 000 

10 to 7 percent 
8 to 5 percent 

64 
50 

51 
7 

172 
172 

173 
150 

354 
51 

405 

728 
2, 103 

237 
200 

405 
58 

463 

900 
2, 975 

Novz. — Floor-stock refunds of about 8180 million will be postponed from the Sscsl year 1958 to the fiscal 
year 1959 by the extension of existing excise tsx rates, 

Source Prepared by the staf of the Joint Committee on Internal Revenue Taxation 



TABLE 2. — Effect on the 1967 and 1968 budgets of allotcing terrninations of rates as 
scheduled Apr. 1, 1967 

Fiscal year 

1952 1958 

Budget receipts 
Budget expenditures 

Budget surplus (+) 
Etfect of termination of corporate and excise rates: 

Decrease ( — ) in tax collection 
Payment of iioor-stock refunds 

Budget surplus (+) or deficit ( — ) without extension of 
rates 

$70. 6 
68. 9 

+1. 7 

+1. 5 

$73. 6 
71. 8 

+1. 8 

— 2. 1 —. 2 

Source: Prepared by the stait of the Joint Committee on internet Revenue Taxation. 

III, SUMMARY OIr BILL 

The first section of the bill indicates that this act is to be cited as the "Tax Rate 
Extension Act of 1957. " 

Section 2 of the bill extends for 1 year the present o2 percent corporate income 
tax rate which otherwise is due to revert to 47 percent as of'April 1, 1957. The 
5 percentage point reduction will occur in the 80 percent normal tax to which all 
corporate taxable income is subject. The 22 percent surtax, which applies only 
to income above $25, 000, remains unchanged. 

The rate extension provided by section 2 in the case of the corporate income 
tax makes the 52 percent rate applicable to taxable years beginning before 
April 1, 1958, and a 47 percent rate applicable with respect to taxable years begin- 
ning on or after this date. A proration formula, already in section 21 of the 
Inter~al Revenue Code, provides for corporations whose taxable years overlap 
April 1, 1958. 

Section 2 extends the present corporate income tax rate not only for ordinary 
corporations but also for mutual insurance companies and interinsurers. 

Section 8 of the bill extends for 1 year the present excise tax rates due to be 
automatically reduced as of April 1, 1957. These include the excise taxes on 
distilled spirits, beer, wine, cigarettes, passenger automobiles, and automobile 
parts and accessories. These excises are described more fully in table 8 which 
shows the unit of tax and the rates before and after April 1, 19o8, under this bill. 
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TABIE 3. — Excise tax rates extended until Apr. 1, I9t781 

Unit of tax 
Rate extended 
for period from 
Apr. 1, 1957, to 
Mar. 31, 1958 

Rate to become 
effective 

Apr 1, 1958' 

Liquor taxes: 
Distilled spirits 
Beer 
Wine: 

Still wine: 
Containing less than 14 

percent alcohol. 
Containing 14 to 21 per- 

cent alcohol. 
Containing 21 to 24 per- 

cent alcohol. 
Containing more than 24 

percent alcohol. 
Sparkling wines, liqueurs, 

cordials, ete. : 
Champagne or sparkling 

wine. 
Liqueurs, cordials, etc 
Artificially carbonated 

wines. 
Tobacco taxes: Cigarettes 
Manufacturer's excises: 

Passenger cars 

Auto parts and accessories 

Per proof gallon 
Per barrel 

Per wine gallon 

Per wine gallon 

Per wine gallon 

Per wine gallon 

Per wine gallon 

Per wine gallon 
Per wine gallon 

Per 1, 000 

Manufacturers' 
sale price. 

Manufacturers' 
sale price. 

$10. 50 
$9 

17 cents 

67 cents 

$2. 25 

$10. 50 

$3. 40 

$1. 92 
$2. 40 

10 percent 

8 percent 

$9. 
$8. 

15 cents. 

60 cents. 

$2. 

$9. 

$3. 

$1. 60. 
$2. 

$3. 50. 

7 percent. 

5 percent. 

~ These rates were increased by the Revenue Act of 1951 and the increases were scheduled to terminate on 
Apr. 1, 1954. The Excise Tsx Reduction Aet oi 1954 extended these rate increases to Apr. 1 1965, the Tax 
Rate Extension Act of 1955 extended these rate increases to Apr. 1, 1956, and the Tax Rate Extension Act 
oi 1956 extended these rate increased to Apr. 1, 1957 The Highway Revenue Act of 1956, in addition to 
making certam increases, extended the taxes on gasoline, trucks, buses, and truck trailers, and diesel snd 
special motor fuel taxes, which were in the prior extension acts, until July 1, 1972. 

Source: Prepared by the staII oi the Joint Committee an Internal Revenue Taxation. 

In addition to extending the rates specified above, section 3 of the bill 
postpones for 1 more year the floor-stock refunds or credits presently effective 
with respect to stocks of various taxpaid products on hand on April 1, 1956. 
These fioor-stock refunds are available in the ease of distilled spirits, wines and 
beer, cigarettes and automobiles. 

Section 3 also extends for 1 year the present drawback of $9. 50 per proof 
gallon for distilled spirits used in the manufacture of medicines, medicinal prepa- 
rations, food products, flavors, or flavoring extracts, which are unfit for beverage 
purposes. In conformance with the change in the distilled spirits tax, as of 
April 1, 1958, this drawback under the bill decreases to $8 per proof gallon in order 
to maintain a net tax of $1 per proof gallon on distilled spirits used for these 
purposes. 

[H. R. 4090t 

TAX RATE EXTENSION ACT OF 1957 

[Senate Report No. 183, Eighty-fifth Congress, First Session, Calendar No. 17S] 

[March 25, 1957] 

Mr. Byrd, from the Committee on Finance, submitted the following report 
[To accompany H. R. 4090]: 

x Public Law 85 — 12, p. 666, this Bulletin. 
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The Committee on Finance, to whom was referred the bill (H. R. 4090) tp 
provide a 1-year extension of the existing corporate normal-tax rate and pf 
certain existing excise-tax rates, having considered the same report favorably 
thereon with amendments and recommend that the bill do pass. 

I. GENERAL STATEMENT 

H. R. 4090, as reported by vour committee, provides for an extension pf the 
present corporate income tax rate and the existing rates of certain excises fpr 
15 months, or until July 1, 1958. The rates of these taxes otherwise are scheduled 
for reduction on April 1, 1957. 

The present. 52 percent corporate income tax rate, without the extension 
provided in the bill, would revert to 47 percent as of the 1st of this April through 
a reduction in the normal tax rate from 80 to 25 percent. The excise tax 
rates, which without this bill also would be decreased this April, are those pn 
alcoholic beverages, cigarettes, automobiles, and automobile parts and accessories. 
This bill does not aiTect excise tax rates which previouslv were scheduled for 
reduction fhis April, but as a result of the Highwav Revenue Act of 1956 were 
extended (along with certain increases) until July 1, 1972. Tax rates previously 
in extension acts which were extended by the Highway Revenue Act of 1956 are 
those on gasoline, trucks and buses, and diesel and special motor fuels. 

Your committee has agreed to the extension of the present corporate and excise 
tax rates because of their effect on the Federal budget in the fiscal year 1958. 
If these rates were not extended it is estimated that there would be a deficit 
in the fiscal year of about $500 million. 

The President in his budget message after indicating that tax rates are still 
too high and that we should look forward to further tax reductions as soon as a 
sound budget policy permits went on to state: 

However, the reduction of tax rates must give wav under present 
circumstances to the cost of meeting our urgent national responsibilities. 

For the present, therefore, I ask for continuation for another year of the 
existing excise tax rates on tobacco, liquor, and automobiles, which, under 
present law, would be reduced next April 1. I must also recommend that the 
present corporate tax rates be continued for another year. It would be 
neither fair nor, appropriate to allow excise and corporate tax reductions to 
be made at a time when a general tax reduction cannot be undertaken. 

Your committee has amended the bill by extending the present rates for 15 
months rather than for 12 months as provided in the House bill. This was done 
so that the new termination date for these corporate and excise rates would 
coincide with the close of the Government's fiscal year, and thus would parallel 
the appropriation acts. The Congress will be in a better position to review these 
tax rates concurrently with the appropriation bills next year. 

II. REVENUE EFFECT 
The revenue effects of your committee's bill for the fiscal years 1957 and 1958 

are shown in table 1. Only the extension of the excise taxes is expected to have 
any effect on budget receipts in the fiscal year 1957. Under existing law the 
excise tax reductions would be effective for April, May and June in the fiscal 
year 1957, and the collections for the fiscal year 1957 would refiect most of thy 
reductions for these months. 

The reduction in corporate taxes under existing law would not be reflected in 
receipts in fiscal year 1957 because of the lag in corporate tax collections. About 
half of the revenue effect from extending the present corporate income tax beyond 
April 1, 1957, will be reflected in the fiscal year 1958, and the remaining eifect 
will carry over into the fiscal year 1959. 

If the various excise-tax rates provided for in this bill were not extended 
refunds of approximately $180 million would have to be paid to dealers with 
respect to their floor stocks, or inventories of taxed articles, on which the rates 
would be reduced. These refunds would have been paid in fiscal year 1958 if these 
excise tax rates were not extended; with the 15 months extension provided in 
this bill, expenditures for these floor-stock refunds will be postponed until the 
fiscal year 1959. 



TABLE 1. — Estimated revenue gain from extension of existing corporate and eslcise tax 
rates 

lExtension from Apr. 1, 1957, to July 1, 1958] 

Est iruated revenue gain 
(in millions of dollars) 

Change in rate which would occur 
without bill 

I Fiscal year Fiscal year 
1957 1958 

Corporation income tax 52 to 47 percent normal 
tax (reduced from 30 
to 25 percent). 

1, 440 

Excises: 
Alcohol taxes: 

Distilled spirits 
Beer 
Wine 

Total, alcoholic beverages 
Tobacco taxes: Cigarettes 

(small). 
Manufacturers' excise taxes: 

Passenger cars 
Auto parts and accessories 

Total, manufacturers' ex- 
cises. 

Total excises 
Total, corporate income 

tax and excises. 

$10. 50 to $9 per gallon 
$9 to $8 per barrel 
Various rates 

$4 to $3. 50 per 1, 000 

10 to 7 percent 
8 to 5 percent 

40 
21 

8 

64 
50 

51 
7 

58 

172 
172 

142 
85 
10 

237 
200 

405 
58 

463 

900 
8, 840 

Num. — Floor-stock refunds of about $180 million will be postponed from the Qscal year 1958 to the fiscal 
year 1959 by the extension of existing excise tax rates. 

Source: Prepared by the staff of the Joint Committee on internal Revenue Taxation 

The extension of the present corporate rate for the full 15 months will yield 
$2. 6 billion of additional revenue, and the extension of the excise tax rates for 
15 months will yield $1. 1 billion, giving a total yield of $8. 7 billion. About two- 
thirds of this revenue gain will be reflected in the budget receipts of the fiscal 
year 1958, while some will carry over into fiscal 1959. 

III. AMENDMENTS REJECTED BY THE COMMITTEE 

Your committee is desirious of providing relief for small business but the 
amendments changing the corporate rates offered in the committee do not pro- 
vide the desired result. Most small businesses are unincorporated, being part- 
nerships or sole proprietorships. Only 10 to 15 percent of the total number of 
operating businesses are corporations. Your committee sees no justification for 
tax reduction which would benefit only this small corporate segment and thus 
discriminate against the many small business firms which are not incorporated. 
The committee has instructed its staff to repeat its suggestions for small business 
relief. 

Our purpose here is to extend the corporate tax and the excise taxes, which 
expire on April 1, 1957 so as to prevent a deficit for the fiscal year 1958. If these 
taxes are not extended, there will be a deficit for the vear 1958 in the amount of 
$500 million on the basis of the present budget. 

There were two amendments offered in the committee to change the rates of 
the corporate tax. One was offered by the Senator from Arkansas, Mr. Ful- 
bright, and the other by the Senator from Alabama, Mr. Sparkman. Three full 
days of hearings were held to consider the amendments. 

Senator Fulbright's amendment retains the present method of levying cor- 
porate normal and surtax but substitutes for the present 80 percent normal tax 
rate a normal rate of 22 percent and for the present surtax rate of 22 percent a 
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surtax rate of 81 percent. The top normal and surtax rate under this amend. 
ment is thereby increased to 58 percent as compared to the 52 percent rate under 
existing law. This amendment, while reducing the tax on some corporations, 
will actually increase the tax on others. 

Senator Sparkman's amendment provides a graduated tax rate on corporations 
ran in from 5 percent on taxable incomes not over $5, 000 to 55 percent on in- 
comes above $100, 000. This amendment would undoubtedly cause many of the 
larger corporations to break up into small units in order to get the benefit of the 
lower bracket rates. If this were not done, an additional tax burden would be 
imposed on the small stockholders of large corporations. Aside from this fact, 
a graduated corporate tax will discourage the growth of small corporations. 
will hurt many corporations desiring to expand and become larger. 

The possible revenue effect of the proposed graduated rate amendment can 
not be ignored. A revenue estimate was presented which seemed to indicate that 
the proposal would involve no loss in revenue to the Government. This estiinate, 
however, was based on the assumption that there would be no change in the 
present corporate structure; that is, that there would be no change in the distri 
bution of corporations by income classes. Your committee believes that this 
assumption is highly unrealistic. The proposed graduated corporate tax sched- 
ule, with an initial rate of 5 percent, would certainly offer an incentive for large 
corporations to split up and the result would be a serious loss in revenue. 

It is argued that since there is a provision in the tax law which grants certain 
unincorporated enterprises the privilege of being taxed as corporations, any 
relief granted small corporations would also benefit unincorporated businesses 
as well. This provision was enacted in 1954 (sec. 1861 of the Internal Revenue 
Code of 1954) and the regulations on the section have not been issued. There 
are many. problems involved, and corporate accounting may be required. If a 
partnership or sole proprietorship once elects to be taxed as a corporation, the 
election is irrevocable and the small firm would hesitate to make this irrevocable 
election, particularly when there is such uncertainty as to the provision. Your 
committee does not believe that section 1861 of the Internal Revenue Code, in 
its present form, offers any assurance that unincorporated businesses would gain 
the same benefits as corporations under the proposed changes in the corporate 
tax rates. It would seem unwise to force an unincorporated business to change 
its manner of doing business in an unincorporated form to gain the tax relief 
which these amendments would accord only to corporations. 

Other amendments, in addition to the two relating to the corporate tax rates, 
were offered. Your committee feels that the additional amendments require 
further study. Immediate action on this bill is required since otherwise the 
excise tax rates involved would be reduced on April 1, 1957. The staif was 
instructed to give further study to these amendments and report to the Finance 
Committee. 

IV. SUMMARY OF BILL 
The first section of the bill indicates that this act is to be cited as the "Tax 

Rate Extension Act of 1957. " 
Section 2 of the bill extends for 15 months the present 52 percent corporate 

income tax rate which otherwise is due to revert to 47 percent as of April 1, 1957. 
The 5 percentage point reduction will occur in the 80 percent normal tax to which 
all corporate taxable income is subject. The 22 percent surtax, which applies 
only to income above $25, 000, remains unchanged. 

The rate extension provided by section 2 in the ease of the corporate income 
tax makes the 52 percent rate applicable to taxable years beginning before July 
1, 1958, and a 47 percent rate applicable with respect to taxable years beginning 
on or after this date. A proration formula, already in section 21 of the Internal 
Revenue Code, provides for corporations whose taxable years overlap July 1, 1958. 

Section 2 extends the present corporate income tax rate not only for ordinary 
corporations but also for mutual insurance companies and interinsurers. 
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TABLE 2. — Excise tas rates extended until July I, 1988 ' 

Unit of tax 
Rate extended 
for period from 
Apr. 1, 1957, to 

July I, 1958 

Rate to become 
effective 

July 1, 1956 & 

Liquor taxes: 
Distilled spirits 
Beer 
Wine: 

Still wine: 
Containing less than 14 

percent alcohol. 
Containing 14 to 21 per- 

cent alcohol. 
Containing 21 to 24 per- 

cent alcohol. 
Containing more than 24 

percent alcohol. 
Sparkling wines, liqueurs, 

cordials, etc. : 
Champagne or sparkling 

wine. 
Liqueurs, cordials, etc 
Artificially carbonated 

wines. 
Tobacco taxes: Cigarettes 
Manufacturer's excises: 

Passenger cars 

Auto parts and accessories 

Per proof gallon 
Per barrel 

Per wine gallon 

Per wine gallon 

Per wine gallon 

Per wine gallon 

Per wine gallon 

Per wine gallon 
Per wine gallon 

Per 1, 000 

Manufacturers' 
sale price. 

Manufacturers' 
sale price. 

$10. 50 
$9 

17 cents 

67 cents 

$2. 25 

$10. 50 

$3. 40 

$1. 92 
$2. 40 

$4 

10 percent 

8 percent 

$9. 
$8. 

15 cents. 

60 cents. 

$2. 

$9. 

$3. 

$1, 60. 
$2. 

$3. 50. 

7 percent. 

5 percent. 

' These rates were increased by the Revenue Act of 1961 and the increases were scheduled to terminate on 
Apr. 1, 1954. The Excise Tax Reduction Act of 1954 extended these rate increases to Apr. 1, 1955, the Tax 
Rate Extension Act of 1955 extended these rate increases to Apr. 1, 1956, and the Tsx Rate Extension Act 
of 1956 extended these rate increased to Apr. 1, 1957. The Highway Revenue Act of 1596, in addition to 
making certain increases, extended the taxes on gasoline, trucks, buses, and truck trailers, and diesel and 
special motor fuel which were in the prior extension acts, untR July 1, 197X 

Source: Prepared by the staff of the Joint Committee on Internal Revenue Taxation. 

Section 3 of the bill extends for 15 months the present excise tax rates due to 
be automatically reduced as of April 1, 1957. These include the excise taxes on 
distilled spirits, beer, wine, cigarettes, passenger automobiles, and automobile 
parts and accessories. These excises are described more fully in table 2 which 
shows the unit of tax and the rates before and after July 1, 1958, under this bill. 

In addition to extending the rates specified above, section 3 of the bill postpones 
for 1 more year the floor-stock refunds or credits presently effective with respect 
to stocks of various taxpaid products on hand on April 1, 1956. These floor-stock 
refunds are available in the case of distilled spirits, wines and beer, cigarettes and 
automobiles. 

Section 3 also extends for 1 year the present drawback of $9. 50 per proof gallon 
for distilled spirits used in the manufacture of medicines, medicinal preparations, 
food products, flavors, or iiavoring extracts, which are unfit for beverage purposes. 
In conformance with the change in the distilled spirits tax, as of July 1, 1958, this 
drawback under the bill decreases to $8 per proof gallon in order to maintain a 
net tax of $1 per proof gallon on distilled spirits used for these purposes. 
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PART V 

ADMINISTRATIVE AND MISCELLANEOUS 
MATTERS 

STATEMENT OF 
ORGANIZATION AND FUNCTIONS ' 

This material supersedes the statement on organization published 
at 11 F. R. 177A. — o2 as Part 600, Subparts A and B; Commissioner's 
Reorganization Order No. 15, except for paragraph 6 (18 F. R. 4083) 
[C. B. 1953 — o, 505]; and Commissioner's Reorganization Order No. 
16 (18 F. R, 4033). ' 

1119 sertt'oe organization — (1) The Internal Revenue Service is 
a component part of the Treasury Department. The Service is headed 
by the Commissioner of Internal Revenue who serves under the direc- 
tion of the Secretary of the Treasury. 

(2) The Internal Revenue Service consists of a, National Oflice in 
Washington, D. C. , and a field organization. The latter consists of 
nine Internal Revenue Regions, each headed by a Regional Commis- 
sioner who reports to the Assistant Commissioner (Operations), and 
64 Internal Revenue Districts, each headed by a District Director who 
reports to a Regional Commissioner. In addition, there are in the 
field nine Regional Inspectors and nine Regional Counsel, who report 
to the Assistant Commissioner (Inspection) and the Chief Coun- 
sel, respectively, in Washington, D. C. 

(3) In administering the alcohol and tobacco tax and appellate 
functions direct from the Regional 0%ce, the Regional Commissioner 
maintains and supervises several branch offices. The Alcohol and 
Tobacco Tax branch of5ces are headed by Supervisors in Charge 
who report to the Assistant Regional Commissioner (Alcohol and 
Tobacco Tax). The Appellate branch o%ces are headed by Associate 
Chiefs or Assistant Chiefs, Appellate Division, who report to the 
Assistant Regional Commissioner (Appellate) who also carries the 
title of Chief, Appellate Division. The Regional Counsel also main- 
tain and supervise branch aces. 

(4) In each Internal Revenue District there are a number of local 
aces in communities where concentration of workload in audit, col- 
lection, or intelligence activities requires the assignment of personnel. 
There are some 900 local oilices. 

(5) Location of the Internal Revenue regional and district ollices 
is given in Appendix A. . The Alcohol and Tobacco Tax branch aces 
are shown in Appendix B; and the Appellate branch oisces in 
Appendix C. 

i 21 F. R, 10418. 
s Not published in Bulletin. 

i679) 
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APPENDIX A 

INTERNAL REvENUE REGIONAL OFFIcEs 

Atlanta, Ga. , Peachtree-Baker Building, 275 Peachtree Street NE. 
Boston, Mass. , 55 Tremont Street. 
Chicago, Ill. , 17 North Dearborn Street. 
Cincinnati, Ohio, Post Office Building. 
Dallas, Tex. , 1114 Commerce Street. 
New York, N. Y. , 90 Church Street. 
Omaha, Nebr. , 100 Elks Club Building. 
Philadelphia, Pa. , 1700 Widener Building. 
San Francisco, Calif. , Flood Building, 870 Market Street. 

INTERNAL REVENUE DISTRICT OFFICES 

Birmingham, Ala. , 1581 Third Avenue, North. 
Phoenix, Ariz. , 140 West Monroe Street. 
Little Rock, Ark. , Post Office and Courthouse Building. 
Los Angeles, Calif. , U. S. Post Office and Courthouse. 
San Francisco, Calif. , 100 McAllister Street. 
Denver, Colo. , 165 New Customhouse. 
Hartford, Conn. , 460 Capitol Avenue. 
Wilmington, Del. , Post Office Building. 
Jacksonville, Fla. , U. S. Post Office Building. 
Atlanta, Ga. , Peachtree-Baker Building, 275 Peachtree Street. 
Honolulu, Hawaii, Federal Building. 
Boise, Idaho, 914 Jefferson Street. 
Chicago, Ill. , 22 West Madison Street. 
Springfield, Ill. , 621 East Adams Street. 
Indianapolis, Ind„U. S. Post Office and Courthouse Building. 
Des Moines, Iowa, Courthouse Building. 
Wichita, Kans. , 412 South Main Street. 
I. ouisville, Ky. , 818 Post Office Building. 
New Orleans, La. , Federal Building, 600 South Street. 
Augusta, bfaine, 221 State Street. 
Baltimore, Md. , Customhouse. 
Boston, Mass. , 174 Ipswich Street. 
Detroit, 'Mich. , New Federal Building, 281 West Lafayette Street. 
St. Paul, Minn. , 610 Post Office and Customhouse Building. 
Jackson, Miss. , Post Office and Courthouse. 
Kansas City, Mo. , U. S. Courthouse, 811 Grand Avenue. 
St. Louis, Mo. , 200 New Federal Building. 
Helena, Mont. , 209 Federal Building. 
Omaha, Nebr. , Federal Office Building, 15th and Dodge Street. 
Reno, Nev. , Post Oflice Building. 
Portsmouth, N. H. , 600 State Street. 
Camden, N. J. , Elks Building, Seventh and Cooper Streets. 
Newark, N. J. , Industrial Office Building, 1060 Broad Street. 
Albuquerque, N. Mex. , U. S. Courthouse. 
Albany, N. Y. , Post Office and Customhouse Building. 
Brooklyn, N. Y. , 210 Livingston Street. 
Buffalo, N. Y. , 84 West Mohawk Street, Corner Pearl Street. 
New York, N. Y. (lower Manhattan), 245 West Houston Street. 
Net York, N. Y. (upper Manhattan), 484 Lexington Avenue. 
Syracuse, N. Y. , Chimes Building, 510 South Salina Street. 
Greensboro, N. C. , 320 South Ashe Street. 
Fargo, N. Dak. , Pioneer Mutual Life Building, 208 North 10th Street. 
Cincinnati, Ohio, Post Office Building. 
Cleveland, Ohio, 626 Huron Road. 
Columbus, Ohio, 110 West Long Street. 
Toledo, Ohio, U. S. Court and Customhouse. 
Oklahoma City, Okla. , Federal Building. 
Portland, Oreg. , 880 Northeast Holladay Street. 
Philadelphia, Pa. , U. S. Courthouse, Ninth and Chestnut Streets. 
Pittsburgh, Pa. , Post Office and Courthouse Building. 



Scranton, Pa. , Post Offlce and Courthouse Building. 
Providence, R. I. , 544 Elmwood Avenue. 
Columbia, S. C. , U. S. Courthouse Building, 1100 Laurel Street. 
Aberdeen, S. Dak. , Post Offfce and Courthouse Building. 
Nashville, Tenn. , 144 Federal Offlce Building. 
Austin, Tex. , 314 West 11th Street. 
Dallas, Tex. , 414 Lynch Building, 2101 Pacific Avenue. 
Salt Lake City, Utah, U. S. Post Office and Courthouse. 
Burlington, Vt. , 80 St. Paul Street. 
Richmond, Va. , 415 Post Office Building. 
Seattle, %ash. , 109 Marion Street. 
Parkersburg, W. Va. , Fourth and Juliana Streets. 
Milwaukee, Wis. , Federal Building, room 208, 517 Wisconsin Avenue. 
Cheyenne, W yo. , Federal Office Building. 

APPENDIX B 
ALcoHCL AND TCDAcco TAx BRANcH OFFIGEB 

I ocation: 
Birmingham, Ala. , Post Offlce 320 Federal Bldg 
Little Rock, Ark. , room 65A, U. S. Post Office and 

Courthouse. 
*Los Angeles, Calif. , room 850, Subway Terminal 

Bldg. , 417 South Hill St. 

San Francisco, Calif, room 1109, 870 Market St 

*Denver, Colo. , room 188, New Customhouse 
Hartford, Conn. , 209 Post Office Bldg 

Jacksonville, Fla. , 438 New Post Offfce Bldg. , P. O. 
Box 4999. 

Atlanta, Ga. , 721 Atlanta Journal Bldg. , 10 Forsyth 
St. NW. 

'Honolulu, Hawaii, room 562, Alexandria Young 
Bldg. 

Chicago, Ill. , 17 North Dearborn St. , Chicago 2, Ill 
*Louisville, Ky. , 406 Federal Bldg 
'New Orleans, La. , 436 Federal Office Bldg 
*Baltimore, Md. , 501 Hamburger Bldg. , 104 West 

Baltimore St. 
Boston, Mass. , 55 Tremont St 

*Detroit, Mich. , 38th fioor, Cadillac Tour Bldg. , 65 
Cadillac Sq. 

*St. Paul, Minn. , 1033 New Post Oflice Bldg 

Jackson. Miss. , 141 East Amite St 
«Kansas City, Mo. , room 2501 Federal Office Bldg 

*St. Louis, Mo. , 738 U. S. Custom and Courthouse 

"Newark, N. J. , 1060 Broad St 
*BufFalo, N. Y. , 314 U. S. Courthouse, Niagara Sq 

New York, N. Y. , 641 Washington St 

Charlotte, N. C. , 228 Post Oflice Bldg 
Cleveland; Ohio, room 232, Standard Bldg. , 1370 On- 

tario St. 
* Denotes combination regulatory and enforcement offices. 

Territory 
Alabama. 
Arkansas. 

Southern . Iudicial Dis- 
trict of California, 
Arizona. 

Northern Judicial Dis- 
trict of California, 
Nevada, Utah. 

Colorado, Wyoming. 
Connecticut, Rhode 

Island. 
Florida. 

Georgia. 

Hawaii. 

Illinois. 
Kentucky. 
Louisiana. 
M a r yl a n d, Delaware, 

District of Columbia. 
Massachusetts, Vermont, 

New Hampshire, Maine. 
Michigan. 

Iowa, Minnesota, North 
Dakota, South Dakota. 

Mississippi. 
Western Judicial Dis- 

trict of Missouri, 
Kansas, Nebraska. 

Eastern Judicial District 
of Missouri. 

New Jersey. 
Northern and Western 
Judicial Districts of 

New York. 
Southern and Eastern 

Judicial Districts of 
New York. 

North Carolina. 
Indiana, Ohio. 



682 

Location: 
Oklahoma City, Okla. , 114 North Broadway 
Philadelphia, Pa. , room 082, 6th floor, Widener 

Bldg. , Juniper and Chestnut Sts: 

*Pittsburgh, Pa. , 101 Balcony Fulton Bldg. , 107 
Sixth St. 

*San Juan, P. R 

Columbia, S. C„1821 Pendleton St 
Nashville, Tenn. , 079 U. S. Courthouse, 801 Broad St 
Dallas, Tex. , room 615, Wholesale Merchants Bldg. , 

912 Commerce St. 
*Richmond, Va. , 019 Parcel Post Bldg 
*Seattle, Wash. , 282 U. S. Courthouse, 0th and 

Madison Sts. 

Charleston, W. Va. , 818 Embleton Bldg. , P. O. 
Box 2986. 

"Milwaukee, AVis. , 560 Federal Bldg 
*Denotes combination regulatory and enforcement ofaces. s 

APPENDIX C 

APPELLATE BRANGH OPEIGEs 

Territory 
Oklahoma. 
Eastern and Middle Ju- 

dicial D I s t r i c t s of 
Pennsylvania. 

Western Judicial Dis- 
trict of Pennsylvania. 

Puerto Rico, Virgin Is- 
lands. 

South Carolina. 
Tennessee. 
Texas, New Mexico. 

Virginia. 
Washington, 0 r e g o n, 

Montana, Idaho, 
Alaska. 

West Virginia. 

Wisconsin. 

Birmingham, Ala. , third fioor, Calder Building, 1724 Third Avenue, North. 
Los Angeles, Calif. , room 1250, Subway Terminal Building, 417 South Hill 

Street. 
San Francisco, Calif. , room 1010, Flood Building, 870 Market Street. 
Denver, Colo. , room 406, New Customhouse Building, 19th and California 

Streets. 
New Haven 10, Conn. , room 1205, 157 Church Street. 
Washington, D. C. , room 5559, Internal Revenue Building, 12th and Consti- 

tution Avenue NW. 
Jacksonville, Fla. , 405 Post Offlce and Courthouse Building. 
Miami, Fla. , 814 Plaza Building, 245 Southeast First Street. 
Atlanta, Ga. , Peachtree-Baker Building, 275 Peachtree Street NE. 
Chicago, Ill. , 17 North Dearborn. 
Springfield, Ill. , third floor, 018 East Washington. 
Indianapolis, Ind. , eighth floor, Century Building, 80 South Pennsylvania 

Street. 
Wichita, Kans. , Internal Revenue Building, 412 South Main Street. 
Louisville, Ky. , 410 Federal Building. 
New Orleans, La. , 444 Federal Office Building, 600 South Street. 
Baltimore, Md. , fourth floor, Hamburger Building, 104 West Baltimore Street. 
Boston, Mass. , 919 Houghton-Dutton Building, 55 Tremont Street. 
Detroit, Mich. , 900 Cadillac Tower. 
St. paul, Minn. , W — 1081, First National Bank Building, 882 Minnesota Street. 
Kansas City, Mo. , 1000 Federal Office Building, 911 Walnut Street. 
St. Louis, Mo. , 751 Neiv Federal Building, 1114 Market Street. 
Omaha, Nebr. , 100 Elks Club Building, 108 South 18th Street. 
Newark, N. J. , room 0124, 1060 Broad Street. 
Buffalo, N. Y. , 380 U. S. Courthouse, Niagara Square. 
Neiv York, N. Y. , 80 Lafayette Street. 
Greensboro, N. C. , fifth floor, 820 South Ashe Street. 
Cincinnati, Ohio, fifth floor, Fuller Building, 100 East Eighth Street. 
Cleveland, Ohio, 410 Federal Reserve Bank Building. 
Oklahoma City, Okla. , 510 Oklahoma Natural Building, 401 North Harvey 

Street. 
Portland, Oreg. , room 207, 827 Northeast Oregon Street. 
Philadelphia, Pa. , 800 Widener Building. 
pittsburgh, Pa. , 2304 Clark Building, Seventh and Liberty Avenue. 
Columbia, S. C. , 424 Palmetto State Life Building, 1810 Lady Street. 
Nashville, Tenn, , 054 Neiv U. S. Courthouse Building, 801 Broadway. 

sAs added by 22 F. R. 245. 



Dallas, Tex. , room 520, 1114 Commerce Street. 
Houston, Tex. , 310 Federal Land Bank Building, 430 Lamar Street. 
Salt Lake City, Utah, o04 Dooly Building, 109 West Second South. 
Richmond, Va. , room 300, 220 North First Street. 
Seattle, Wash. , 123 U. S. Courthouse Building. 
Huntington, W. Va. , Post Once Building, Ninth Street and Fifth Avenue. 
Milwaukee, Wis. , 530 Federal Building, 517 East Wisconsin Avenue. 

1118 National Ogce. — 
1118. 1 3fission. — The mission of the National OfBce is to develop 

broad nationwide policies and programs for the administration of 
the internal revenue laws and related status, and to direct, guide, 
coordinate, and control the endeavors of the Internal Revenue Service. 

1118. 9 Basic oiganieation. — The principal ofBces which form the 
National OfBce are: the OfBce of the Commissioner; the Once of the 
Assistant Commissioner (Operations); the OlBce of the Assistant 
Commissioner (Technical); the OfBce of the Assistant Commissioner 
(Inspection); and the Once of the Chief Counsel. 

1118. 8 Once of the Commissioner. — (1) The Commissioner of In- 
ternal Revenue, in conformity with policies and delegations of author- 
ity made by the Secretary of the Treasury, develops the policies and 
administers the activities of the Internal Revenue Service. 

(o) The Once of the Commissioner consists of the Commissioner's 
immediate once, which includes the Deputy Commissioner and the 
Technical Advisor to the Commissioner; the once of Assistant to 
the Commissioner; the ofBce of the Administrative Assistant to the 
Commissioner; the Fiscal Management Division; the Public Infor- 
mation Division; and the Director of Practice. 

1118. 81 Deputy Commissioners. — The Deputy Commissioner assists 
and acts for the Commissioner in planning, directing, coordinating 
and controlling the policies and programs and in giving 4 executive 
leadership to the activities of the Internal Revenue Service. 

1118. M Technica/ Advisor. — The Technical Advisor reviews and 
takes final action for the Commissioner on documents of a technical 
nature prepared for the Commissioner's signature or approval such 
as proposed regulations, reports on proposed legislation, rulings, 
correspondence authorizing or relating to litigation, compromises, 
and reports to the Joint Committee on Internal Revenue Taxation 
covering refunds or credits of any income, war profits, excess profits, 
estate, or gift taxes in excess of $100, 000. 

1118. 88 Assistant to the Commissioner. — The Assistant to the Com- 
missioner acts as the principal assistant to the Commissioner and 
Deputy Commissioner in the advance research and program and 
management planning activities of the Internal Revenue Service, and 
in the performance of related duties. These duties include long-range 
program planning to anticipate the course to be taken by the Service 
in view of economic and scientific developments; more immediate 
planning to recommend adjustments in program emphasis in view of 
changing legislation or circumstances; the handling of special prob- 
lems and the making of related stu'dies, such as the conduct of Serv- 
ice-wide surveys germane to important policy matters; the furnish- 

'Originally published in 21. F. R. 10418 as "diverting. " Correction appears in 22 F. R, 
646. 



ing of guidance and the coordination of management programs and 
projects having Service-wide application; the preparation of reports 
required by congressional committees, as assigned by the Commissioner 
or Deputy Commissioner, and the preparation of other reports and 
policy statements relating to revenue administration; the general 
coordination of congressional liaison matters; general direction of the 
system of operational reports of the entire Service; analysis of the 
status of the Service's operating programs and the preparatioii of 
reports thereon for the Commissioner and the Deputy Commissioner; 
and supervision of the statistical programs of the Service, including 
the review of statistical releases. He is responsible for and super- 
vises the activities of the Planning Sta8 and the Statistics Division. 

1118. 881 P/arming Stag. — The Planning StaR' carries on the long- 
range planning es'sential to charting the future course of the Service 
in light of major economic and scientific developments; makes more 
immediate studies leading to recommendations for adjustments in 
program or program emphasis required by the enactment of new 
legislation or changed circumstances; assists in the solution of special 
problems such as problems of various tax associations and organiza- 
tions; prepares oKcial reports and statements reflecting the Service's 
accomplishments and position on various tax policy matters; par- 
ticipates in certain phases of legislation preparation and presentation 
of legislative proposals to the appropriate congressional groups; con- 
ducts continumg review and analysis of results of the Service's 
operating programs and prepares special reports thereon to the Com- 
missioner and the Deputy Commissioner; reviev. s the Service's entire 
system of. operating reports and develops plans for its revision and 
improvement; coordinates organization planning and advises and 
makes recommendations to the Commissioner thereon; furnishes guid- 
ance for and coordinates management programs and projects having 
Service-wide application; and administers the Service's internal 
management document system. 

1113. 882 ' 8tati86ce Division. — The Statistics Division conducts 
research and prepares statistics with respect to the operation of the in- 
come tax laws as required annually by the Internal Revenue Code to 
provide basic information for tax studies and legislation by the Con- 
gress and its committees, for administrative use by the Secretary of the 
Treasury and the Commissioner of Internal Revenue, and for the 
Federal benchmark statistical programs on income, wealth, and 
finance; develops, analyzes, and prepares other periodic and special 
reports on the operation of the Internal Revenue Service for manage- 
ment purposes; and performs other related research and statistical 
functions. The Division furnishes technical guidance and direction to 
all statistical programs of the Service, including the work performed 
for the Division in Service Centers. The Division consists of the 
Income, Finance, and Wealth Branch, the Program Analysis and 
Reports Branch, and the Operations Branch. 

1118. 3321 ' Income, Finance, and Wealth Branch. — The Income, 
Finance, and Wealth Branch performs statistical and economic re- 
search with respect to the operation of the income tax' laws as required 
by the Internal Revenue Code. It identifies and analyzes actual and 
prospective needs of users of income, wealth, and financial data re- 

'As ameuded. 22 F. R. 4878. 



685 

ported on tax returns. The Branch plans, evaluates, and modifies these 
needs to develop an integrated statistical program. It translates that 
program into adequate specification for collection and compilation of 
the data. It interprets, analyzes, and presents the resulting statistics 
through publications of the Internal Revenue Service, such as the 
"Statistics of Income" series, and in consultation with appropriate 
policy and management official. 

1118. 8NB ' Program Analysis and Reports Br anch. The Program 
Analysis and Reports Branch perfornis statistical and economic re- 
search with respect to periodic and special reports on the operations 
of the Internal Revenue Service. It identifies and analyzes actual 
;ind prospective needs of management officials and others to provide a 
centralized or coordinated statistical reporting system for the Internal 
Revenue Sei vice. The Branch evaluates and modifies these needs to 
develop an integrated statistical program to measure administrative 
accomplishments for management review and action. It translates 
that program into adequate specifications for collection and compila- 
tion of the data. It interprets, analyzes, and presents the resulting 
statistics through published reports and in consultation with appro- 
priate policy and management official. The Branch conducts re- 
search in and develops a~ppropriate sampling, estimating and other 
statistical procedures and develops and establishes statistical proce- 
dures and develops and establishes statistical policies and standards. 

1118. 3M8' Operations Branch. — The Operations Branch trans- 
lates the statistical specifications into operating procedures and pro- 
duces the statistics required by the program of the Division. It 
conducts research in the development and adaptation of equipment and 
procedures to improve operations and evaluates the statistics pro- 
duced in terms of specifications, costs, and procedures. 

1118. 84 Administrative Assistant to the Commissioner. — The Ad- 
ministrative Assistant to the Commisisoner acts as the principal assist- 
ant to the Commissioner and the Deputy Commissioner in planning 
and coordinating the functions of personnel management, training, 
procurement and supply of facilities, services and property, and print- 
ing and reproduction. He is responsible for the development and 
establishment of Service policies, procedures, and standards govern- 
ing those functions. He supervises the Operating Facilities Division, 
Personnel Division, and Training Division. 

1118. 841 Operating Racist~'es Division. — The Operating Facilities 
Division develops, coordinates, and evaluates the policies and pro- 
grams for providing essential operating facilities and administrative 
services and carries them out in the National Ofiice, and exercises 
the authority t'o settle claims arising out of the activities of. the In- 
ternal Revenue Service under the Federal Tort Claims Act. The 
Division is responsible for procurement and contracts, property and 
supply utilization, records management, document and physical secu- 

rity, printing and distribution and other similar administrative serv- 
ices. It develops the standards and procedures necessary for the 
effective performance of those functions throughout the Service. This 
Division consists of the following branches: Administrative Serv- 

'As amended. 22 P. R. 4872. 



ices Branch, Physical and Document Security Branch, Publications 
Branch, and Records Administration Branch. 

1118. 8411 Administrative Services Branch. — The Administrative 
Services Branch develops and coordinates the policies relating to an 
administrative services program for the Internal Revenue Service, 
involving the procurement and management of space, property, trans- 
portation and communications. It provides all administrative serv- 
ices for the National Once, and acts for the Internal Revenue Service 
in all liaison with Government regulatory agencies, such as General 
Services Administration, in coordinating and implementing Govern- 
ment-wide policies and procedures governing administrative services, 

1118. 8419 Physical and Document Security Branch. The Physi- 
cal and Document Security Branch develops and coordinates the 
physical and document security program for the Internal Revenue 
Service, including civil defense, protection of documents and prop- 
erty, safety, and employee identification. It discharges the respon- 
sibilities of the Internal Revenue Service in connection with claims 
under the Federal Tort Claims Act. 

1118. 8418 Publications Branch. — The Publications Branch is re- 
sponsible for the administration and execution of the Internal Revenue 
Service printing program i directs and plans the production, storage, 
distribution and standardization of Internal Revenue Service publi- 
cations; develops policies, procedures and standards for Internal Rev- 
enue Service field printing establishments and contract field printing; 
and represents Internal Revenue Service in liaison with printing reg- 
ulatory agencies in interpreting, coordinating and administering Gov- 
ernment-wide printing and publication policies. 

1118. 8414 Recorcis AdminMtration Branch. — The Records Admin- 
istration Branch develops and coordinates the policies, procedures, and 
standards for a Service-wide records management program. It co- 
ordinates the review and control of all Service forms, and represents 
Internal Revenue Service on records administration activities in all 
liaison with National Archives and Records Service of the General 
Services Administration and other Government agencies. 

1118. 842 Personnel Division. — The Personnel Division develops, 
coordinates, and evaluates the personnel policies and programs of the 
Service and carries them out in the National Ofiice. The Division is 
responsible for the recruitment, placement, and evaluation of qualifica- 
tions of employees, position classification and wage administration, 
employee incentives, performance rating, and employee discipline pro- 
grams. It develops the standards and procedures necessary for the 
effective yerformance of these functions throughout the Service. It 
also carries out the personnel program for employees of the National 
Ofiice. The Division consists of the following branches: Position 
Classification Branch, Placement Branch and Departmental Person- 
nel Branch. 

1118. 8421 Position Classification Branch. — The Position Classifi- 
cation Branch develops and coordinates policies, programs and stand- 
ards for the position classification and incentive awards programs. It 
classifies positions for ivhich authority has not been delegated to Re- 
gional Commissioners or the Departmental Personnel Branch. The 
Branch processes coiitributions for incentive awards requiring Na- 
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tional Once approval. It prepares wage schedules for wage board 
jobs. 

1118. 8499 Placement Branch. — The Placement Branch develops 
and coordinates policies and programs relating to recruitment, place- 
ment, qualification standards, performance evaluation and separation 
of employees; management-employee relations; discipline, grievances, 
suspensions and appeals; rules of conduct; personnel records and files; 
leave, retirement, insurance and social security; and hours of duty. 
It provides services in processing, reviewing, and making recommenda- 
tions in individual cases involving field positions which require the 
approval of the National Once or Treasury Department. 

1118. 8498 Departmenta/ Personnel Branch. — The Department 
Personnel Branch is responsible for the operation of the personnel 
program to meet the needs of the National Office. 

1118. 848 Training Division. — The Training Division develops, co- 
ordinates, and evaluates the training policies and programs of the 
Service. The Division plans or assists in the planning of training ac- 
tivities and carries out the training program for employees of the 
National OSce. It conducts or assists in the conduct of training of all 
types. The Division consists of two branches: Training Program 
Branch and Training Services Branch. 

1118. 8481 Training Program Branch. — The Training Program 
Branch develops, in cooperation with National Ofiice and regiona. l 
oKcials, training policies and program objectives for guidance of field 
and departmental training activities; provides stafi' leadership in 
determining training needs and recommending appropriate means of 
meeting these needs; evaluates efi'ectiveness of field and departmental 
training administration; insures adequate uniformity and balance 
within established training programs; advises on training methods and 
techniques; prepares special reports; and compiles program informa- 
tion. It also carries out the executive development program at the 
national level and the training program for employees of the National 
Office. 

1118. 34M Traini ng 8ervices Branch. — The Training Services 
Branch edits and coordinates the preparation and issuance of textual 
materials and training aids for national use in conducting special 
courses; issues syllabi, course outlines, conference leaders guides; dis- 
tributes course materials; conducts correspondence courses on cen- 
'tralized basis; and provides clerical support for Division activities. 

1118. 85 Fisca/ iVanagement Division. — The Fiscal Management 
OKcer serves as the chief advisor to the Commissioner, the Deputy 
Commissioner, and the principal assistants on all matters concerning 
budget and the fiscal management of funds appropriated for the ad- 
ministration of the Internal Revenue Service. He is responsible for 
the development and coordination of budgetary policies and programs. 
He develops and assists in the, justification of the Service's budget; 
advises on its execution; establishes policies and procedures covering 
the accounting system for appropriated funds; and directs the budget 
and fiscal activities carried out at the National Ofiice in connection 
with his responsibilities. The Division consists of two branches: Ac- 
counting Branch and Budget Branch. 
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1113. 351 Accounting Branch. — The Accounting Branch develops, 
prescribes, and installs the Service's financial accounting system and 
the financial reporting system to produce timely and accurate data for 
budgetary and fiscal management purposes. 

1113. 352 Budget Branch. — The Budget Branch develops the Serv- 
ice's budget in conformance with the established overall program pol- 
icies through consultation a nd cooperation with the responsible 
operating oflicials. It prescribes budget procedures and directs the 
preparation of budget estimates for the Service; participates in the 
development of standards for the measurement of work necessary in 
the justification of estimates or the evaluation of financial plans; pre- 
pares requests for the apportionment and reapportionment of appro- 
priations; allots funds in accordance with the approved financial plan 
and properly authorized revisions thereof; and establishes the pro- 
cedures, records and reports necessary to properly reflect the execution 
of the budget. 

1113. 36 Public Information Division. — The Public Information 
Division develops and coordinates the policies and program for pro- 
viding information to the public to improve general knowledge and 
understanding of the Federal tax laws and their administration, and 
to increase voluntary compliance with the tax laws, This Division 
carries out the public information program at the National Oflice. 

1113. 37 Director of Practice. — The Director of Practice processes 
the applicants to practice before the Treasury Department, except 
those relating to customhouse brokers. He is also responsible for 
the consideration of and action upon charges that any enrolled per- 
son has violated any provision of the laws or regulations governing 
practice before the Department. 

1113. 4 Once of Assistant Commissioner (Inspection). — The As- 
sistant Commissioner (Inspection) acts as the principal assistant to 
the Commissioner in planning and carrying out the inspection pro- 
gram of the Internal Revenue Service. This includes the independ- 
ent review and appraisal of all Internal Revenue Service activities 
as a basis for protective and constructive service to management, and 
the carrying out of a program for assisting management to main- 
tain the highest standards of honesty and integrity among its em- 
ployees. The Assistant Commissioner (Inspection) plans and directs 
the inspection program at both the national and regional levels. 
At the National Oflice level he supervises two divisions: The Internal 
Audit Division and the Internal Security Division. 

1113. 41 Interna/ Audit Division. — The Internal Audit Division 
develops, coordinates, and controls the policies and programs for the 
internal audit of the Internal Revenue Service. The internal audit 
function provides an independent review and appraisal of all Internal 
Revenue Service operations. Its objectives are to assure that respon- 
sibilities at all organizational levels are properly and eflectively 
discharged, and to provide a basis for constructive action by the 
Service oflicials involved. The internal audit programs include the 
systematic verification and analysis of operating policies, practices, and 
procedures as well as accounts, financial transactions, and reports. 
In addition, this Division conducts the internal audit of the National 
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OSce and makes special studies and examinations as requested by 
the Conmiissioner or Deputy Commissioner. 

1118. 42 Internal Security Division. — The Internal Security Divi- 
sion develops, coordinates, and controls the internal security policies 
and programs of the Internal Revenue Service. The internal security 
program includes investigation ot the conduct and character of em- 
ployees and prospective employees of the Internal Revenue Service to 
provide management with the facts necessary to assure the highest 
standards of honesty, integrity, and security. The Division plans, and 
at the National Ofiice level conducts, a program of formal investiga- 
tions of accidents involving Revenue employees or property. This 
Division also carries out the internal security program at the National 
Once level, and makes such special investigations, studies and inquiries 
as required for the Commissioner, Office o7 the Secretary, and agencies 
outside tlie Revenue Service. The Division consists of three branches: 
Security Program Branch, Special Investigations Branch, and De- 
partmeiital Investigations Branch. 

118. 421 Securi ty Program, Branch. — The Security Program 
Branch performs continuing research into investigative techniques, 
devises investigative methods and procedures, develops and maintains 
the internal security policy and procedural instructions, and maintains 
liaison with other enforcement and intelligence agencies. It reviews 
reports of investigations to evaluate methods employed, extent of cov- 
erage, and form and quality of reports and issues corrective instruc- 
tions and develops criteria for standard practices. The Branch main- 
tains a national file and control system for all investigations conducted 
under the internal security program. 

1118. 429 Specia/ Investigations Branch. — The Special Investiga- 
tions Branch conducts special investigations requiring control and di- 
rection at the national level to determine the facts of alleged or sus- 
pected situations potentially afFecting the maintenance of public 
confidence in the integrity of the Service. It maintains liaison with 
regional internal security sta8s to coordinate activities and secure uni- 
form practices, and inspects performance and initiates corrective 
action. 

1118. 498 Departrnenta/ Investigations Branch. — The Departmental 
Investigations Branch conducts security and personnel type investi- 
gations of National Ofiice personnel: investigations relating to speci- 
fied and sensitive positions for appropriate security clearances; and, 
on assignment, investigations of personnel of other Treasury Depart- 
ment agencies. 

1118. 5 Ofhce of Assistant 0'ornrnissioner (Operations). — The As- 
sistant Commissioner (Operations) acts as the principal assistant 
to the Commissioner in planning, managing, coordinating, and direct- 
ing the operations programs of the Service. These include the collec- 
tion of taxes, the audit and investigation of returns, criminal fraud 
and enrollment investigations, the administrative system of tax 
appeals, the administration of laws relating to alcohol, alcoholic 
beverages, tobacco and firearms, and the administration of V. S. 
internal revenue laws in all areas outside of the coniinental United 
States and the Territories of Alaska and Hawaii. The Assistant Com- 
missioner (Operations) is responsible for and supervises the activities 
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of the Alcohol and Tobacco Tax Division, Appellate Division, Audit 
Division, Collection Division, Intelligence Division, and the Inter- 
national Operations Division of the National Once. In directing the 
operations programs, he supervises the OSces of Regional Commis- 
sioners and allocates funds and personnel made ax~ailable for the 
operation of field installations among the oisces of the field organi- 
zation. 

1118. 51 AZcohoZ ancE Tobacco Tax Dieigion. — The Alcohol and 
Tobacco Tax Division develops and evaluates policies and programs 
with respect to, and administers and enforces the internal revenue laws 
relating to industrial alcohol, alcoholic beverages, tobacco and tobacco 
products, certain firearms, tax laws, the Federal Alcohol Adminis- 
tration Act, the Liquor Enforcement Act of 1%6 and related laws, 
and prepares rulings under these laws. This Division consists of four 
branches: Permissive Branch, Basic Permit and Trade Practice 
Branch, Enforcement Branch, and Tobacco Tax Branch. 

1118. 511 Pe~nusei~e Branch. — The Permissive Branch develops 
and evaluates policies, programs, regulations and procedures for the 
administration of internal revenue laws relating to the lawful produc- 
tion, rectification, storage, packaging, tax payment, sale and use, of 
alcoholic beverage and nonbeverage products, and for the issuance of 
rulings on these matters. It is responsible for the development of 
programs, policies and methods governing on-premises supervision 
and control of industry operations with a view toward protecting 
the revenue. 

1118. 519 Basic Permit and Trade Practice Branch. — The Basic 
Permit and Trade Practice Branch develops and evaluates policies, 
programs, regulations and the procedures for administering the 
provisions of the Federal Alcohol Administration Act which includes 
the approval of labels, enforcement of regulations governing adver- 
tising and prohibitions against interlocking directorates, general trade 
practices and questions arising under the Twenty-First Amendment 
of the Constitution. This Branch also develops the policies and 
program relating to the issuance, suspension, revocation and annul- 
ment of basic permits. 

1118. 518 Enforcement Branch. — The Enforcement Branch de- 
velops and evaluates policies, programs, and procedures for the inves- 
tigation, detection and prevention of violations of the internal revenue 
laws relating to liquors and tobacco, the National and Federal Fire- 
arms Acts, the Federal Alcohol Administration Act and the Liquor 
Enforcement Act of 1986. 

1118. 514 Tobacco Tax Branch. — The Tobacco Tax Branch develops 
and evaluates policies, programs, regulations and procedures for the 
administration of internal revenue laws relating to the manufacture, 
packaging, tax payment, removal, and sale of leaf and other forms 
of tobacco materials, tobacco products, and cigarette papers and 
tubes; and is responsible for the issuance of rulings on these matters. 

1118. 59 AppeZZate Division. — The Appellate Division develops 
policies, programs, and procedures relating to the disposition of all 
mcome, profits, estate, gift, excise (other than alcohol, tobacco, 
narcotics, firearms, and wagering), and employment tax cases, includ- 
ing administrative appeals on ofFers in compromise, and refund claims 
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and overassessment cases, in which the determination of a District 
Director has been protested, or determinations made the subject of a 
petition for review by the Tax Court; reviews and approves final clos- 
ing agreements for past taxable years; and exercises executive direction 
of the Excess Profits Tax Council. The Division also is responsible for 
programs and procedures relating to the final review for the Commis- 
sioner in cases involving overassessments or overpayments in excess of 
$100, 000 requiring review by the Chief Counsel or the Joint Committee 
on Internal Revenue Taxation. This Division consists of the Excess 
Profits Tax Council and four branches: Final Closing Agreement 
Branch, Settlement Analysis Branch, Operations Analysis Branch, 
and Special Services Branch. 

1118. 521 Final Closing Agreement Branch. — The Final Closing 
Agreement Branch reviews all cases involving closing agreements 
under section 7121 of the Internal Revenue Code of 1954 (and the cor- 
responding provision of the 1989 Code) relating to the amount of tax 
liability for past years or specific matters involved in returns already 
filed in which a recommendation for acceptance of the agreement is 
made by a District Director or an Assistant Regional Commissioner 
(Appellate). It is responsible for the approval of the action recom- 
mended in such cases prior to formal acceptance by the Commissioner. 
The Branch also performs processing functions in cases involving 
final closing agreements relating to prospective transactions and 
other specific matters aff'ecting returns to be filed. 

1118. 522 Settlement Analysis Branch. — This Branch examines 
selected cases closed in regional Appellate Divisions to: (a) Determine 
whether current Service policies and procedures are being consistently 
and uniformly followed, and to promote uniform treatment of tech- 
nical issues; (b) develop factual data for the improvement, simplifica- 
tion, and standardization of regional operations; (c) disclose at their 
inception unusual types of cases, circumstances, or trends in order 
that policies may be developed in the early stages to meet new condi- 
tions; and (d) supply information that will be helpful in the planning 
and programming of regional Appellate activities. 

118. 528 Operations Analysis Branch. — The Operations Analysis 
Branch develops essential statistical management and planning infor- 
mation and prepares comparative and other reports from studies and 
analyses of regular and special statistical reports on the operations 
of the Regional Appellate Divisions. It designs new reports and 
makes studies of existing reports for the purpose of increasing effec- 
tiveness of and simplifying statistical reporting system. 

1118. 524 Special Services Branch. — The Special Services Branch 
furnishes specialized advice and assistance to the National Office and 
regional offices on highly complex engineering and valuation problems 
and furnishes expert witnesses in trials of tax cases. 

1118. 525 Excess Profts Tax Council. — The Excess Profits Tax 
Council exercises, for the Commissioner, final authority in respect to 
all issues arising under section 722 of the Internal Revenue Code of 
1989. The Council issues rulings of general application relating to 
the administration and interpretation of section 722 and makes the 
final determination for the Commissioner with respect to the section 
722 issues in each case in which a claim for relief has been filed under 
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that section, including cases in which a petition for review has been 
filed with the Tax Court. 

1113. 53 Audit Diei8ion. — The Audit Division develops, coordi- 
nates, and evaluates policies and programs for the examination of tax 
returns to establish the correct tax liabilities of taxpayers and for the 
conduct of assistance and educational activities to maintain the maxi- 
mum possible level of voluntary compliance with the internal revenue 
laws. Its functions include programming with respect to the selec- 
tion of returns for audit; the examination and investigation of such 
returns, the determination of tax liabilities, and penalties where ap- 
plicable; the disposition of o8ers in compromise; and the maintenance 
of district and regional uniformity in technical and procedural areas. ' 

The Division consists of three branches; Audit Program Branch, 
Audit Operations Branch and Compromise Branch. 

1113. 531 Audi f Program Bras@&h. — (1) The Audit Program 
Branch plans and develops the nationwide audit program. It con- 
ducts continuing studies of audit policy and recommends policy 
changes, adjustments, and revisions to improve the audit program. 
It plans and develops systems, methods, and procedures for the 
efFective performance of audit activities. 

(9) The Branch evaluates performance of the audit program and 
the results obtained. To this end, it establishes standards for de- 
termining effectiveness of audit operations, and measures progress 
against these standards. It analyzes management reports and other 
activity reports, the results of which serve as a basis for program plan- 
ning and policy determination. 

1113. 5M Audit 0 perati ons Branch. — The Audit Operations 
Branch performs all operating functions of the Division at the Na- 
tional Office level, except those relating to ofFers in compromise. It 
processes special feature cases, including those involving overassess- 
ments recommended for allowance by field oSces which require ap- 
proval by the National Office, Chief Counsel or the Joint Committee 
on Internal Revenue Taxation. It determines or recomputes the tax 
liabilities in special cases under consideration by the Chief Counsel 
or the Department of Justice. It computes the amount of adjustments 
to tax liabilities on which interest is to be restricted in World War II 
excess profits tax cases. The Audit Operations Branch also ad- 
ministers the publicity provisions of the law and regulations govern- 
ing applications to inspect or receive copies of returns by congressional 
committees or other United States Government agencies and State 
governments and services requests for returns in the custody of the 
National Office. It administers the program for the exchange of data 
with foreign governments in the estate tax cases, and maintains donor 
card records m gift tax cases. 

1113. 533 Compronw'8e Brunch. — The Compromise Branch reviews 
cases involving ofFers in compromise of unpaid taxes in amounts of 
$5, 000 or more recommended for acceptance by field offices prior to 
consideration by the Chief Counsel and the Commissioner, and pro- 
vides technical assistance and advice to field offices on compromise 
cases. This Branch also conducts a continuing analysis of the condi- 
tion and efFectiveness of compromise programs '. n the field. 

1113. 54 Collection Division. — The Collection Division develops, 
coordinates and evaluates policies, programs and procedures for reve- 



nue collection and accounting, including the collecting of delinquent 
accounts and the securing of delinquent returns. The Collection Di- 
vision consists of four br~anches: Collection Analysis Branch, Collec- 
tion Planning Branch, Collection Procedures Branch, and Collection 
Operations Branch. The Division has program responsibility for the 
Service Centers. 

1118. 541 CoVect~'on ~1 naly8is 87'anck. — The Collection Analysis 
Branch evaluates and guages the efFectiveness of all collection pro- 
grams and reconimends improvements. This function includes the 
conduct of a program of on-site review of regional operations and 
developing and analyzing revenue, workload anil. productivity reports. 

1118. 542 Poller tion P/arming Branch. — The Collection Planning 
Branch develops the collection, accounting and processing policies and 
programs. It analyzes new internal revenue legislation and regula- 
tions to determine their efiect on present policies and programs. The 
Branch also confers with industry representatives and engineers on 
development, design. and application of electronic and mechanical 
accounting and processing equipment, and once systems and evaluates 
new once equipment, techniques, and mechanized systems with a view 
toward modernization, simplification and general improvement of 
collection operations. It supervises pilot tests of experimental or im- 
proved systems and mechanical equipment and participates in the 
installation of new types of equipment in district aces. The Branch 
also develops and recommends production progranis to accomplish 
the completion of the annual workload efiicientlv, in planned sequence, 
and by pre-established dates. 

1118. 548 Collection Procedurea Brunch. — The Collection Proce- 
dures Branch develops and reviews systems, methods and procedures 
in all phases of collection activity relative to the receipt and process- 
ing of tax returns and payments, accounting for the internal revenue, 
collecting delinquent accounts, and securing delinquent returns. 

1118. 544 Collection Operations Branch. — The Collection Opera- 
tions Branch processes all cases requiring approval of the Joint Com- 
mittee on Internal Revenue Taxation: overassessments of 8100, 000 
or more, adjustments of World 0 ar II excess profits tax, adjustments 
of postwar credit, administrative settlements by the Department of 
Justice, and all interim allowances in respect to overpayments of tax 
under section 22 (d) (6) of the 1939 Internal Revenue Code (LIFO). 
It makes interest computations and prepares assessments involved in 
these cases. The Branch also performs functions of the National 
Once relating to disposition of real property acquired by distraint 
sales, collection of tax by onset of taxpayers' claims filed with other 
governmental agencies, and ofi'set of tax refunds against debts owing 
other governmental agencies. 

1118. 55 Intelligence D'v48ion. — The Intelligence Division devel- 

ops and coordinates policies and programs for the conduct and report 
of investigations of alleged criminal tax law violations, including 
tax fraud (other than those relating to alcohol, tobacco and certain 
firearms taxes), racketeer and wagering tax investigations, inves- 

tigations of applicants for enrollment or of charges against persons 
who are enrolled to practice before the Treasury Department, and 
such other special investigations as the Commissioner may direct. 

434737' — 5S — 45 
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The Division has two branches, the Intelligence Program Branch and 
the Intelligence Investigations Branch. 

1118. 551 Intelligence Program Branch. — The Intelligence Program 
Branch develops, coordinates and evaluates the programs, policies and 
procedures, on a nationwide basis, for the conduct and report of in- 
vestigations of alleged criminal tax law violations, including wager 
ing tax violations, and the enrollment and miscellaneous investigative 
programs. It conducts continuing study of the reporting and in- 
vestigative functions of the Intelligence Division, in the light of 
changing legislation and policies and technical and scientifiic aids 
in investigative work to improve effectiveness and insure a balanced 
enforcement efFort. The Branch also initiates recommendations for 
changes in law and policy, operating instructions, guides, manuals 
and forms to improve intelligence operations, The Branch develops 
management reports to provide statistical data for evaluation, and 
receives and analyzes such data as reported. It represents the Direc- 
tor in matters concerning publicity relating to overall Intelligence 
activities. 

1118. 559 InteUigence Inve8tigation8 Branch. — The Intelligence 
Investigations Branch analyzes selected final investigation reports of 
alleged criminal tax law violations, including tax fraud, and of enroll- 
ment cases to (a) obtain nationwide uniformity of application of 
procedures and recommendations with respect to prosecution and civil 
penalties; (b) record enforcement data; (c) identify areas in which 
the tax fraud program may be improved; and (d) aid the field in 
the proper disposition or settlement of cases. This Branch also ana- 
lyzes selected enrollment reports for the general purposes enumerated 
above. This Branch coordinates investigational activities in selected 
tax fraud interregional cases or cases of. national importance and 
may exercise direct control over cases which, because of their im- 
portance or nature, are investigated by special agents working under 
the direct supervision of the National Oflice. This Branch keeps 
field oflices currently posted on changes in policies, court decisions, 
new investigative methods and techniques and tax law violation areas 
and evasion methods. It participates in the initiation of recominen- 
dations to change laws or policies with a view to improving operations. 
It develops oKcial sources of information and receives and appropri- 
ately disposes of information recevied from informants and offlcial 
sources regarding alleged violations of tax law (within Intelligence 
jurisdiction) and violations of. enrollment regulations. This Branch 
works closely with the Intelligence Program Branch in the develop- 
ment of new and improved techniques, guides and operating instruc- 
tions. It maintains such Intelligence records and files as are necessary 
to implement the program of the Intelligence Division and to prepare 
reports on status, progress and results of investigations. 

1118. 56 International Operatione Divieion. — The International 
Operations Division administers the internal revenue laws (except 
those relating to alcohol, tobacco and firearms) in all areas of the 
world outside the continental United States except Alaska and the 
Territory of Ha, waii. This includes the initiation and development 
of policies and programs designed to esta, blish and maintain satisfac- 
tory levels of voluntary tax compliance among United States tax- 
payers abroad. The Division is responsible in its area of jurisdiction 
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for the determination of tax liability, the assessment of the correct 
liability, and the investigation of certain internal revenue tax laws 
(except those relating to alcohol, tobacco, and firearms); and the col- 
lection of internal revenue taxes. It coordinates with foreign govern- 
ments tax cases involving specific issues with such governments and 
takes final approval action for the Service under tax treaty provisions. 
It acts as a service organization to other operational components of 
the Internal Revenue Service in conducting or coordinating investiga- 
tions in, and obtaining information from, foreign countries and 
United States possessions; and coordinates and maintains close liaison 
with the State, Defense, Commerce and Interior Departments and 
other Federal agencies in all matters afFecting Service operations 
abroad. The Division has three branches: Collection Activities, Field 
Operations, and Technical and Audit. 

1118. 561 00Pection Act~vitie8 Branch. — The Collection Activities 
Branch receives all tax returns and related work items accruing from 
the international program (except Puerto Rico and the Virgin 
Islands), including all alien returns and all withholding returns filed 
by agents making income payments to foreign addresses; processes 
such returns; accepts and deposits remittances received with all such 
returns; performs all accounting operations incident to the control 
of these returns, including the issuance of bills, processing of claims, 
scheduling of refunds and maintenance of general ledger; approves 
applications of nonresident taxpayers for extensions of time for 
filing returns and paying taxes; administers the provisions of tax 
treaties authorizing the automatic and other exchange of tax informa- 
tion between the United States and foreign countries; administers 
section 6816 of the 1954 Code authorizing, under certain conditions, 
the acceptance of foreign currencies in payment of United States 
tax liabilities; collects delinquent accounts of taxpayers residing 
abroad; also collects, under applicable provisions of certain tax 
treaties, delinquent taxes which aliens residing in the U. S. owe to 
a treaty country; develops, in conjunction with appropriate 
National Once personnel, policies and procedures relating to the col- 
lection of delinquent tax from citizens abroad and nonresident aliens; 
and maintains liaison with the State and Defense Departments and 
the Bureau of Accounts concerning collection matter. 

1118. 562 FieEd Operation8 Branch. — The Field Operations Branch 
coordinates the work programs and other activities of the foreign and 
Canal Zone posts, and the audit activities of the Puerto Rico Ofiice; 
conducts investigations and holds necessary conferences abroad in 
the more difficult audit, delinquency and evasion cases, and in other 
cases requiring personal contact overseas; considers, and in appro- 

riate instances takes final action on, cases having issues involving 
oreign governments; and plans programs and coordinates all other 

operational matters of. the international program which must be per- 
formed by personnel assigned permanently or detailed temporarily 
to duty outside the continental United States, with the exception of 
Hawaii and Alaska. 

1118. 568 Technical ancE Audit Branch. — The Technical and Audit 
Branch provides guidance or takes final action on all technical matters 
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involving tax liability determinations under the income, estate, gift, 
and other provisions of the Internal Revenue Code, and under tax 
treaty provisions; audits returns and claims filed by nonresident citi- 
zens and aliens, except those requiring personal contact or field inves- 
tigation abroad; coordinates all income tax returns filed or due to be 
filed by foreign corporations, and estate and gift tax returns filed by 
or for nonresident citizens and aliens, refers appropriate returns to 
district ofFices for necessary action, and in other cases, audits the re- 
turns; reviews and passes upon all reports involving tax determination, 
claims, overs in compromise, etc. , originating in the Division; ho]ds~ 

taxpayer conferences and considers protests; prepares statutory no- 
tices and issues determination and other letters to taxpayers; develops, 
in conjunction with other National OfFice personnel, legislative pro- 
posals, regulations, policies, procedures and forms afiecting aliens 
and citizens abroad; and reviews proposed tax treaties. 

1118. 6 Once of As8i8tant Commissioner (Technical). — The Assist- 
ant Commissioner (Technical) acts as the principal assistant to the 
Commissioner in providing basic principles and rules for the applica- 
tion of the tax laws (other than alcohol, tobacco and certain firearms 
taxes) . His duties include the preparation and issuance of rulings and 
advisory statements to the public and Revenue oScials, the prepara- 
tion of regulations and other tax guide materials, technical advice and 
assistance in the preparation and issuance of tax forms, the direction 
of programs for clarification and simplification of tax rules and the 
negotiation of tax treaties and agreements with foreign governments. 
He also is responsible for providing technical assistance in programs 
for legislative revision and providing other technical services required 
in connection with revenue administration. The Assistant Commis- 
sioner (Technical) is responsible for and supervises the activities of 
four divisions: International Tax Relations Division, Special Tech- 
nical Services Division, Tax Rulings Division, and Technical Planning 
Division. 

1118, 61 Internationa/ Taa Belation8 Dim8ion. — The International 
Tax Relations Division engages in the negotiation of tax treaties and 
agreements with foreign governments. It cooperates with the State 
Department and with congressional committees in procedures leading 
to the ratification of such treaties and agreements, and conducts pro- 
grams for treaty admiriistration and relations with foreign tax officials, 

1118. 69 8pecial Technical 8er~ice8 Division. — The Special Tech- 
nical Services Division conducts a, program of coordinated technical 
services which includes the preparation and issuance of replies to all 
communications which relate to general technical information, pro- 
vides technical precedents and reference material, and conducts spe- 
cial studies of tax problems and initiates action on major issues in 
order to reduce areas of controversy, promote uniformity and establish 
policy guidance. It provides technical advice to District Directors' 
ofiices and taxpayers on engineering and valuation aspects of tax de- 
terminations. The Division conducts a program for the publication 
of precedent rulings, decisions and other st~atements in the Internal 
Revenue Bulletin. This Division consists of four branches: Technical 
Reference Branch, Technical Projects Branch, Engineering and Valu- 
ation Branch, and Bulletin Branch. 
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1113. 621 Technical Reference Branch. — The Technical Reference 
Branch replies to communications which relate priniarily to general 
technical information. It provides technic:Ll precedents and reference 
material, directs the fiow of. all technical inquiries and requests for 
rulings or advice to appropriate technical organization units and also 
controls the overall correspondence program of the Office of the 
Assistant Commissioner (Technical) . 

1113. 622 Techni cal Pro j ect8 Br anch. — The Technical Projects 
Branch conducts special studies of technical tax pi oblems for the pur- 
pose of issuing, clarifying, or revising comprehensive precedent or 
guide materials for the application of tax laws. It also determines 
and takes necessary action with respect to major issues in order to 
reduce areas of controversy, to promote uniformity and to establish 
policy guidance. 

1113. 623 Bulletin Branch. — The Bulletin Branch conducts the 
program for publication of precedent rulings, decisions, revenue pro- 
cedures and other materials in the Internal Revenue Bulletin, which 
includes selection, analysis, correlation and preparation of such mate- 
rials for publication. 

1113. 624 Engineering anc7 Ualuation Branch. — The Engineering 
and Valuation Branch provides expert advice and guidance on engin- 
eering and valuation matters which arise in the issuance of rulings, the 
drafting of regulations, and in the development of technical policy 
in general. The Branch renders technical advice and other assist- 
ance, by special assignment, to the Regional Commissioners and Dis- 
trict Directors, provides instructions, procedures, and principles for 
the guidance of engineering personnel and others, and supplies expert 
advice in the litigation of cases. 

1113. 63 Tax Eulinge Division. — The Tax Rulings Division pre- 
pares and issues rulings, advisory letters, and tax memorandums on 
income, excess profits, estate, gift, employment, and withholding taxes, 
and excise taxes (other than alcohol, tobacco and certain firearms 
taxes) for the guidance of taxpayers, Revenue employees, and others. 
This Division consists of seven branches: Corporation Tax Branch, 
Employment Tax Branch, Individual Income Tax Branch, Estate and 
Gift Tax Branch, Pensions and Exempt Organizations Bra~nch, Excise 
Tax Branch, and Reorganization and. Dividend Branch. 

1113. 631 Corporation Tax Branch. — The Corporation Tax Branch 
issues rulings with respect, to the application of Federal income and 
profits taxes to corporation matters generally. It resolves issues ap- 
plicable to both corporate and noncorporate taxpayers in the field 
of amortization of emergency and grain storage facilities (sections 168 
and 160 of the Internal Revenue Code); mitigation of efi'ect of re- 
negotiation of war contracts or disallowance of reimbursement (sec- 
tion 1481 of the Internal Revenue Code); LIFO Inventory (section 
472 of the Internal Revenue Code); and requests for permission for 
cliange in accounting periods and methods. 

1113. 632 Employment Tax Branch. — The Employment Tax 
Branch issues rulings with respect to the application of the tax im- 
posed by the Federal Insurance Contributions Act, the Railroad Re- 
tirement Act, Federal Unemployment Tax Act, and the withholding 
provisions of the Federal income tax, all of which are included in 



698 

Chapters 21 —. 25 inclusive of the Internal Revenue Code. It also issues 
rulings with respect to the provisions of section 1402 (c) of the In- 
ternal Revenue Code providing for certain specific exclusions froin 
the term "trade or business" as defined for purposes of the Self-Em- 
ployment Contributions Act. 

1118. 688 Estate and 0~i ft Tax Branch. — The Estate and Gift Tax 
Branch issues rulings with respect to the application of Federal estate 
and gift taxes, related statutes, and estate and gift tax treaties as to 
donors and estates. 

1118. 684 Excise Tax Branch. — The Excise Tax Branch issues rul- 
ings with respect to all Federal excise taxes other than alcohol, tobacco, 
and certain firearms taxes. The excise taxes comprise a variety of 
taxes which may be identified generally as sales taxes imposed upon 
manufacturers, producers, or importers; sales taxes imposed upon re- 
tailers; documentary stamp taxes; admissions, cabaret, and dues taxes; 
transportation taxes; communications taxes; and miscellaneous excise, 
occupational, and regulatory taxes. 

1118. 685 Indkvidnal Income Tax Branch. — The Individual Income 
Tax Branch issues rulings with respect to the application of Federal 
income taxes and related statutes applicable to noncorporate taxpayers 
(including partnerships, estates and trusts). 

1118. 686 Pensions and Exempt Organizations Branch. — The Pen- 
sions and Exempt Organizations Branch issues rulings pertaining to 
employees' trusts and deferred compensation plans under sections 401 
and 402 of the Code and the deductibility of contributions to such 
plans under section 404 of the Code. It issues rulings with respect to 
the exemption from tax under sections 501, 502, 521, and 522 of the 
Code, the taxation of unrelated business income and related matters. 
It prepares cumulative lists of exempt organizations. 

1118. 687 Peorganization and Dividend Branch. — The Reorganiza- 
tion and Dividend Branch issues rulings with respect to the determina- 
tion of the taxable status of exchanges and distributions in connection 
with corporate reorganizations. The Branch also makes determina- 
tions with respect to the taxable status of ordinary, liquidating, and 
stock dividends. If determinations are made in taxability of clividend 
cases which acct taxpayers in more than one district it is the responsi- 
bility of the Branch to arrange for the furnishing of the advice to such 
districts. 

1118. 64 Technical Planning Division. — The Technical Planning 
Division conducts a program for issuance and revision of tax regula- 
tions, provides technical advice and assistance in the preparation and 
issuance of tax forms and instructions, develops recommendations for 
and provides analyses and technical assistance in connection with 
new or amendatory tax legislation, and provides related services. 
This Division consists of two bra~nches: Technical Programming 
Branch and Technical Analysis Branch. 

1118. 641 Technical Programming Branch. — The Technical Pro- 
gramming Branch is responsible for planning the performance of the 
functions of the Internal Revenue Service with respect to legislation, 
regulations, and return forms and related instructions to the public. 
It develops, and keeps currently up-to-date with changing conditions, 
an overa, ll program and detailed programs coordinated in these three 



fields. Its representatives arrange and conduct public hearings on 
proposed regulations which are held as required by the Administra- 
tive Procedure Act. The Branch receives and coordinates the re- 
quests from the Secretary's stafi' and congressional committees for 
technical assistance on legislation and other matters over which the 
Division has jurisdiction. 

1118. 642 Technical Analyeie Branch. — The Technical Analysis 
Branch conducts a continuing survey and analysis of areas involving 
tax abuses, inequities, and recurring controversy, and develops legis- 
lative suggestions or regulatory ch~anges for the correction of such 
problems; prepares formal reports to the Secretary in connection 
with all pending legislation where the opinion of the Commissioner 
has been requested; prepares initial drafts of Treasury decisions and 
regulations; initiates and develops or revises the technical content of 
all tax return forms, instructions and related docuinents (other than 
those relating to alcohol and tobacco taxes); and performs other 
functions in connection with legislation, regulations, and forms, such 
as, upon request, supplying technical assistance to the Department, 
congressional committees, and drafting groups. Employees of the 
Branch participate in conferences unde~r the Administrative Proced- 
ure Act and consider and reply to protests received thereunder. 

1113. 7 Once of the Chief C'ounge/. — The Chief Counsel, an Assist- 
ant General Counsel of the Treasury Department, serves as a member 
of the Commissioner's executive staQ' and as counsel and legal oifice 
to the Commissioner on all matters pertaining to the administration 
and. enforcement of the internal revenue laws and related statutes. 
The several Assistants Chief Counsel under his supervision are: As- 
sistant Chief Counsel (Administration), Assistant Chief Counsel 
(Claims), Assistant Chief Counsel (Enforcement), Assistant Chief 
Counsel (Litigation), and A. ssistant Chief Counsel (Technical). 

1113. 71 Aeg& tant Chief Couneel (Adm inietration). — The A s- 
sistant Chief Counsel (Administration) supervises and coordinates 
all legal management work of the Chief Counsel's 0%ce (the National 
Ofiice and all field ofIices); establishes and maintains appropriate 
standards of professional competence by members of the legal stafi' of 
the ofIice and evaluates their legal competence; analyzes the workload 
of the ofiice, and determines the distribution of personnel available to 
handle the workload. He exercises general supervision of all matters 
relating to administration and management in the o%ce of Chief Coun- 
sel. Unless the Chief Counsel otherwise designates, he performs the 
duties of the Chief Counsel during the absence of the Chief Counsel. 

1113. 72 Aeeiatant Chief Counsel (Clairne). — The Assistant Chief 
Counsel (Claims) exercises general supervision over the legal work in- 
volving the revie~ of overpayments and overassessments in excess of 
8100, 000; the collection and protection of tax claims and other rights 
and interest of the United States in proceedings under the Bankru~&tcy 
Act; the collection or protectioii of tax claims of. the United States in 
proceedings in Federal or State receiverships or other insolvencies, 
assignments for the benefit of creditors, corporate dissolutions, and 
administration of estates of decedents: and the technical aspects of the 
general relief provisions of the World War II excess profits tax law 
and tax problems under provisions of law relating to national defense. 
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He supervises the work of the Claims Division and the review 
Division. 

1118. 791 Claims Division. — The Claims Division supervises and 
coordinates legal work of Regional Counsel on civil advisory matters 
(except with respect to those matters specifically delegated to the Civil 
Division). It reviews certain offers in compromise (except those con- 
cerning alcohol, tobacco and firearms). It handles legal work con- 
cerning (a) ca, ses under section 77, Chapter X. and Chapter XII of the 
Bankruptcy Act, (b) claims or suits for refund of amounts paid as 
processing taxes, (c) penal compromises, and (d) the preparation of 
formal opinions on the above matters. In the cases listed above and in 
certain civil advisory cases the Claims Division prepares or reviews 
recommendations to the Depar&ment of Justice concerning questions of 
(a) certiorari, appeal and petition for review, (b) off'ers in settlement, 
and (c) waiver or release of a right to redeem under 98 U. S. C. 9410. 
Similarly, the Claims Division considers recommendations that the 
Commissioner authorize or sanction aflirmative action in (a) insol- 
vency cases (including decedents' estate proceedings), (b) suits for 
foreclosure of mortgages or other lieris and suits to quiet title where 
the Lrnited States is named as a party defendant, and (c) cases involv- 
ing appointment of a receiver in aid of foreclosure of Federal tax liens. 

1118. 722 Aevi eu Division. — The Review Division is responsible for 
the review of overassessments exceeding $100, 000. In such cases, the 
allowance is reviewed by the Chief Counsel's office, either in the 
National Oflice or in the Regional Counsel offices. These cases include 
overassessments of income, excess profits, estate, gift, and miscellaneous 
taxes proposed for allowance; and allowances already made of tenta- 
tive adjustments of income and excess profits taxes. Any deficiencies 
coupled with such tax reductions under review are likewise subject 
to review. In certain cases a report is prepared for the Joint Commit- 
tee on Internal Revenue Taxation required by section 6405 of the 
Internal Revenue Code. 

1118. 78 Assistant Chief Counsel (Enforcement). — The Assistant 
Chief Counsel (Enforcement) exercises general supervision over the 
legal phases of the handling of criminal cases arising out of violations 
of laws administered by the Internal Revenue Service and legal work 
with respect to the administration of alcohol, tobacco and certain 
firearms tax laws, liquor traffic laws, the Federal Alcohol Administra- 
tion Act, the Liquor Enforcement Act, and the Federal Firearms Acts. 
He approves for the Service recommendations to the Department of 
Justice respecting appeals of court decisions in criminal matters; 
decides whether the Department of Justice should be requested to 
reconsider any of its decisions against instituting criminal proceed- 
ings; and decides the dispositior. of the criminal aspects of cases 
wlierein Regional Counsel is not in agreement with the Intelligence 
Division recommendation for criminal prosecution. He supervises 
the work of the Enforcement Division a, nd the Alcohol and Tobacco 
Tax Legal Division. 

1118. 781 Enforcement Division. — The Enforcement Division 
handles and prepares for final decision those criminal tax cases re- 
ferred to the Chief Counsel by Regional Counsel or by the National 
Office. The Division also maintains control records with respect to 
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cases processed in the oRces of. the Regional Counsel and maintains 
advisory and technical contact with the regional oSces with respect, 
to such cases. It considers cases in which the Regional Commissioner 
and the Director of the Intelligence Division of the Office of the 
Assistant Commissioner (Operations) do not concur in recommenda- 
tions of Regional Counsel involving prosecution. The Division pre- 
pares acquiescence memorandums or protest letters on decisions by 
the Department of Justice or United States Attorneys against prose- 
cution and recommendations to the Department of Justice respecting 
appeals of court decisions in criminal tax cases. It also prepares law 
opinions in cases involving penalties or other legal questions with 
respect, to criminal cases or investigations as may be requested by the 
National OSce of the Internal Revenue Service. The Division coordi- 
nates with the Department of Justice or interested branches of. the 
Internal Revenue Service any questions involving investigations or 
actions respecting the civil aspects of' pending criminal cases. It 
reviews and prepares for action enrollee and disbarment cases referred 
to the Chief Counsel by the Director of Practice, and represents the 
latter in the trial of cases before Hearing Examiners. 

1118. 7M A/cobol and Tobacco Tax Lega/ Division. — The Alcohol 
and Tobacco Tax Legal Division handles the legal work arising in 
connection with the a~dministration of laws pertaining to alcohol and 

' tobacco taxes and various regulatory laws pertaining to alcohol and 
firearms, enforcement of which is vested in the Internal Revenue Serv- 
ice, and handles the legal work arising from administrative claims 
against the United States and Service employees under the Federal 
Tort CIaims Act arising out of acts of Service employees. It main- 
tains general supervision over the legal work involving alcohol and 
tobacco taxes performed in the once of the Regional Counsel. It 
provides advisory service in the drafting and reviewing of alcohol 
and tobacco tax laws; and prepares or reviews regulations issued under 
the alcohol and tobacco tax laws, and rulings and opinions on alcohol 
and tobacco tax matters. The Division advises the Regional Counsel, 
when requested, concerning legal matters considered by them. It 
handles the legal work in connection with the appeal of. cases to the 
Washington level, and refers cases, considered at the Washington level, 
to the Department of Justice for prosecution with necessary recom- 
mendation and information thereon. 

1113. 74 Assistant Chic f Counsel (Litigation) . — The Assistant 
Chief Counsel (Litigation) exercises general supervision over all civil 
tax litigation in the Federal courts and The Tax Court of the United 
States for the Internal Revenue Service (except with respect to those 
matters specifically delegated to the Assistant Chief Counsel (Claims); 
and approves for the Service recommendations of acquiescence or non- 
acquiescence in adverse decisions of the Tax Court and recommenda- 
tions to the Department of Justice respecting appeals and petitions 
for certiorari from adverse decisions of any court. He supervises and 
coordinates the work of the Civil Division and the Appeals Division. 

1118. 741 CiviV Division. — The Civil Division performs all neces- 
sary legal service on behalf of the Internal Revenue Service in con- 
nection with taxpayers' suits for refund of taxes (except alcohol and 
tobacco taxes). It determines and coordinates the legal position of 
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the Service in such suits and incorporates such determinations in rec- 
ommendations to the Department of Justice with respect to the defense 
of. such suits, the acceptance or rejection of settlement proposals, and 
appeals and petitions for certiorari from adverse court decisions. The 
Civil Division supervises and coordinates legal work of Regional 
Counsel on litigation (except types of cases within the jurisdiction of 
the Claims Division) involving the collection of taxes. It reviews and 
coordinates at the National level recommendations of Regional Coun- 
sel with respect to appeals and petitions for certiorari from adverse 
court decisions in such cases. The Civil Division performs all neces- 
sary legal services on behalf of the Service in connection with all 
civil litigation afFecting the Service and not within the responsibility 
of. any other Division or Regional Counsel. 

1118. 742 Appeals Division. — The Appeals Division develops policies, 
programs, and procedures relating to the disposition of tax cases 
pending in the Tax Court of the United States; supervises and coor- 
dinates the defense and settlement of such cases to assure uniform 
treatment of the tax laws in Tax Court cases; coordinates and reviews 
appellate matters prepared in the regional ofFices, including the review 
of briefs to be filed with the Tax Court and recommendations of field 
offices for acquiescence or non-acquiescence in adverse Tax Court 
decisions; prepares recommendations to the Department of Justice 
for the Commissioner's appeals to the Courts of Appeals and prepares 
petitions and records on review in such cases; makes recommendations 
to that Department regarding ofFers in compromise or settlement and 
prepares recommendations for or against filing petitions for writs 
of certiorari to the Supreme Court of the United States in such cases, 
It supervises and handles the trial of excess profits tax refund cases. 

1118. 75 Assistant Chief Counsel (Technical). — The Assistant Chief 
Counsel (Technical) exercises general supervision over the legal work 
involved in the preparation and. revision of regulations and legislation, 
and in interpretative rulings and opinions with respect to laws admin- 
istered by the Internal Revenue Service (except with respect to matters 
delegated to another Assistant Chief Counsel). He supervises the 
work of the Interpretative Division and the Legislation and Regula- 
tions Division. 

1118. 751 Interpretative Division. — The Interpretative Division 
reviews as to form and legality interpretations of. internal revenue 
statutes and regulations and other law and legal materials bearing 
upon the administration of the Internal Revenue Service except those 
relating to: (a) Alcohol, alcoholic beverages, tobacco and firearms 
matters; (b) criminal tax investigations and prosecutions; and (c) 
the Bankruptcy Act and procedures for the protection of tax claims 
in receiverships and other insolvencies. The Division prepares formal 
opinions of the Chief Counsel in assisting him in carrying out his 
functions as legal advisor to the Commissioner. The Division is also 
responsible for the legal review of closing agreements. 

1118. 759 Legislation and Eegulations Division. — The I. egislation 
and Regulations Division, upon request, participates and provides 
technical assistance in the development and drafting of internal 
revenue legislation and reviews as to legal form and substance recom- 
mendations for new and amendatory legislation. The Division coop- 
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crates with the Technical Planning Division in the development of 
the Service's program for the preparation of new and revised regu- 
lations, including Treasury decisions, and in accordance with the 
approved program undertakes initial preparation of certain regula- 
tions, principally those involving questions of law or those requiring 
specialized knowledge available in the Division. It reviews as to 
legal form and substance all proposed regulations anrl Treasury deci- 
sions, except those pertaining to alcohol and tobacco tax matters. 
Representatives of the Division participate in public hearings on 
proposed regulations. 

1114 Once of Regional Commissioner. — 
1114. 1 3fission. — The mission of the Office of Regional Commis- 

sioner is to execute the broad nation-wide policies and programs for 
the administration of the internal revenue laws, to carry out appellate 
and alcohol and tobacco tax programs at the regional level, and direct 
and coordinate the functions and activities of the district o%ces within 
the region. 

1114. 2 Basic Organieation. — The principal organization compo- 
nents of the typical 0%ce of the Regional Commissioner are the im- 
inediate oflice of the Regional Commissioner, the Administration 
Division, the Alcohol and Tobacco Tax Division, the Appellate Divi- 
sion, the Audit Division, the Collection Division and the Intelligence 
Division. An Assistant Regional Commissioner is at the head of each 
division. 

1114. 8 Reg~'onal Commissioner. — The Regional Commissioner ad- 
ministers within an assigned regional area the collection, audit, intel- 
ligence, appellate, alcohol and tobacco tax, and administration 
programs of the Internal Revenue Service. He carries out Service- 
wide policies and programs in conformity with delegations of au- 
thority and, in this connection, establishes regional standards and 
programs to assure proper and eRective implementation of Service- 
wide policies and programs within his region. The Regional Com- 
missioner supervises and coordinates the work of the stafF of the re- 
gional o%ce and the District Directors within his region to assure that 
work is processed in an orderly and timely manner, and that proper 
and equable emphasis is placed and directed toward the accomplish- 
rnent of current program objectives. As the principal field o%cial, 
he evaluates the effectiveness of Service policies and programs, and 
advises the National 0%ce as to the need for revising such policies and 
programs to bring about improved operations or service. 

1114. 4 Assistant Regional Commissioner (Aezmini stration) . — The 
Assistant Regional Commissioner (Administration) acts as the princi- 
pal assistant to the Regional Commissioner in planning, coordinating 
and evaluating the administrative activities of the Service under the 
jurisdiction of the Regional Commissioner to assure that administra- 
tive policies and programs are properly executed. In conformity with 
the administrative policies and programs established by the National 
0%ce, he develops regional standards and other measures necessary to 
implement most efFectively the administrative program of the Service 
which includes budget and fiscal management, personnel administra- 
tion, training, public information, property and records management, 
use of facilities, and printing and reproduction. He also coordinates 
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organization planning and advises and makes recommendations to 
the Regional Commissioner thereon; and furnishes guidance for and 
coordinates management programs. He provides the Regional Com 
missioner with results of evaluations ancl other information upon 
which to base his administration of the regional administrative pro- 
grams and recommends improvements and adjustments therein needed 
to bring about and sustain a high level of performance in administra- 
tive activities within the region. Under the Regional Commissionei 
he serves as the primary source of information to the National Oflice 
a, s to the effectiveness of its administrative policies, programs, proce- 
dures and standards in terms of regional and district requirements, 
provides reports and factual information upon which the National 
Once can base its administrative policy and program considerations, 
and recommencls appropriate action with respect to problems encoun- 
tered in observing and evaluating administrative operations. Within 
the limits of his delegated authority, he provides the Regional Counsel 
and Regional Inspector with such administrative services as they may 
require in the performance of thier duties. He is responsible for and 
supervises the activities of four branches: Fiscal Management Branch, 
Operating Facilities Branch, Personnel Branch and Training Branch. 

1114. 41 Fisca/ Management Branch. — The Fiscal Management 
Branch performs, coordinates and evaluates budgeting, administra- 
tive accounting and financial reporting (other than for revenue collec- 
tions) for the region, including the preparation of the financial plan 
within over-all budget limitations, submission of budget data, allot- 
ment of funds, maintenance of accounts, preparation of payrolls and 
examination of vouchers. This Branch narticipates in long-range 
planning involving expenditures for persoiinel, equipment, adminis- 
trative services, space and similar items. 

1114. 42 Operating Earih'tie8 Branch. — The Operating Facilities 
Branch coordinates, evaluates, and carries out regionwide administra- 
tive service activities. This includes such matters as procurement and 
contracts; space, property and supply utilization; records admin- 
istration; physical and document security; printing and distribution; 
and other administrative services. It provides these facilities and 
services in the regional oKce. The Branch develops, within guide- 
lines established by the National Once, standards and procedures 
covering space, property and communications; creation, preservation 
and disposition of records; production, storage and distribution of 
forms and publications initi~ated within the region and the distribution 
of National OSce forms and publications; and civil defense, document 
and property security, safety and employee identification. It proc- 
esses all claims arising within the region under the Federal Tort 
Claims Act. It represents the region in contacts with General Serv- 
ices Administration. 

1114. 48 Personne/ Branch, — The Personnel Branch develops and 
evaluates the regional personnel program and standards relating to re- 
ciuitment and selection, employee relations, disciplinary actions, per- 
formance evaluation, promotions, in-service placements, incentive 
awards, records, reports and other aspects of a complete personnel 
program, within the framework of broad policies, programs and pro- 
cedures established by the National Once and conducts the personnel 
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program for the regional office. It conducts the position classification 
program for the region. This Branch represents the region in con- 
tacts with employee groups and the Regional Directors of the Civil 
Service Commission. 

1114. 44 Training Branch. — The Training Branch provides leader- 
ship and coordination to the regional training programs and evaluates 
and reports on all such programs. It coordinates the regional execu- 
tion of nationwide trainin& programs; gives advice on all training 
programs conducted ivithin the region; and assists in their develop- 
ment from the standpoint of training techniques. It participates m 
and coordinates the development of regional training programs to meet 
training needs that cut across organizational lines, such as supervisory 
training and training in clerical skills. 

1114. 5 Assistant Regional Commissioner (Akohol and Tobacco 
Tax). — The Assistant Regional Commissioner (Alcohol and Tobacco 
Tax) acts as the principal assistant to the Regional Commissioner in 
planning, directing, and coordinating the alcohol and tobacco tax 
activities of. the Service under the jurisdiction of the Regional Com- 
missioner for the execution of policies and programs established by 
the National Once. He is responsible to the Regional Commissioner 
for the administration and enforcement of internal revenue laws re- 
lating to alcohol, alcoholic beverages and products, and tobacco and 
tobacco products; and related laws, including the Federal Alcohol Ad- 
ministration Act, the National and Federal Firearms Acts and the 
Liquor Enforcement Act of 1M6. This includes the supervision and 
control, under Federal laws, of units of the lawful liquor and tobacco 
industries located within the region. Under the Regional Commis- 
sioner he serves as the primary source of information to the National 
Office as to the efFectiveness of. its alcohol and. tobacco tax policies, 
programs, procedures and standards in terms of regional requirements, 
provides reports and factual information upon which the National 
Once can base its alcohol and tobacco tax policy and program con- 
siderations and recommends action with respect to problems encoun- 
tered in alcohol and tobacco tax operations. He supervises the ac- 
tivities of two branches, Enforcement Branch and Permissive Branch, 
and all branch of5ces located within the region. 

1114. 51 Enforcement Branch. — (1) The Enforcement Branch co- 
ordinates and evaluates the alcohol and tobacco tax enforcement ac- 
tivities, including those relating to retail liquor dealers, to assure that 
throughout the region the policies and programs are properly executed 
with equal emphasis and uniform efFort and that the investigative work 
is pursued in an orderly and timely manner. 

(9) In conformity with alcohol and tobacco tax enforcement pol- 
icies and programs established by the National Office, it develops re- 
gional programs, standards and other measures necessary to imple- 
ment most efFectively' the investigative program relating to violation 
of the internal revenue laws and other statutes relating to alcohol, 
alcoholic beverages and products, tobacco and tobacco products and 
firearms. 

(3) The Branch also directs and performs investigations of all ma- 
jor criminal cases throughout the region and provides functional ad- 
vice and guidance to branch offices on enforcement matters. 
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1114. M Permissive Branch. — (1) The Permissive Branch coordi- 
nates and evaluates the alcohol and tobacco tax permissive activities 
to assure that throughout the region the policies and programs are 
properly executed with equal emphasis and uniform eff'ort and that 
the work is processed in an orderly and timely manner. 

(9) In conformity with alcohol and tobacco tax permissive policies 
and programs established by the National Office, it develops regional 
programs, standards and other measures necessary to implement most 
electively the control and supervision of the legally qualified liquor 
and tobacco industries and permittees. 

(3) In the area not serviced by branch offices (combination), the 
Branch serves as the point of official contact for advice and guidance 
to inrlustry and provides functional advice and guidance to branch 
offices (combination) on permissive matters. 

1114. 53 Branch oisces. — (1) Branch offices, headed by Super- 
visors in Charge, direct the permissive and/or enforcement activities 
within assigned areas of jurisdiction. Those that direct permissive 
and enforcement activities are known as Combination Offices arid those 
that direct only enforcement activities are known as Enforcement 
Offices. 

(9) In the regulatory or permissive field Combination Offices pro- 
vide advice and guidance to the industry and supervise its operations 
through the direction and assignment of storekeeper-gaugers and 
inspectors. The activities of the industry supervised include pro- 
duction, storage, tax payment, disposition and use of alcoholic liquors 
and tobacco by qualifiied permittees and registrants. 

(3) In the enforcement field all branch offices engage in the inves- 
tigation, prevention, and detection of willful and/or Fraudulent sub- 
stantive violations of the internal revenue liquor and tobacco laws, 
the Federal Alcohol Administration Act, the Liquor Enforcement Act 
of 1%6, the National and Federal Firearms Acts, the regulations pro- 
mulgated thereunder and related statutes. This involves the appre- 
hension of violators against such laws; the submission of evidence 
adduced to United States Attorneys for criminal prosecution and 
forfeiture action and/or to Regional Commissioner's office for admin- 
istrative action; the seizure, custody, forfeiture and disposition of 
real and personal property; the enforcement of the laws and legula- 
tions for the control of the fiow of raw materials intended for use in 
the illicit manufacture of distilled spirits; and the inspection of retail 
liquor dealer establishments. 

1114. 6 Assistant Regional Commissioner (Appellate). — The As- 
sistant Regional Commissioner (Appellate) acts as the principal 
assistant to the Regional Commissioner in planning, directing, coor- 
dinating and evalu~ating the appellate activities of the Service under 
the jurisdiction of the Regional Commissioner within the broad frame- 
work of policies and programs established by the National Office. He 
is responsible to the Regional Commissioner for a program of hearing 
and undertaking final settlement of taxpayers' appeals from deter- 
minations of tax liability made by District Directors within the region 
involving income, profits, estate, gift, and employment taxes, and 
excise taxes except those imposed on alcohol, wagering, narcotics, fire- 
arms, and tobacco. He is responsible for a program of hearing and, 
ivith concurrence of Regional Counsel, undertaking final settlement 
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of cases docketed in the Tax Court; and for a, program of final review 
for the Commissioner in cases involving overassessments or overpay- 
ments in excess of $100, 000 requiring review by the Chief Counsel or 
the Joint Committee on Internal Revenue Taxation. His program 
includes the hearing of administrative appeals in cases involving ofl'ers 
in compromise. In that capacity, he represents the Commissioner of 
Internal Revenue and exercises the authority of his oflice pursuant to, 
and within the limits of, a delegation of authority from the Regional 
Commissioner. I:nder the Regional Commissioner he serves as the 
primary source of information to the National Oflice as to the effec- 
tiveness of its appellate policies, programs, procedures, and standards 
in terms of regional requirements, provides reports and factual infor- 
mation. upon which the National Oflice can base its appellate policy and 
program considerations, and recommends action with respect to prob- 
lems encountered in appellate operations. He supervises the activi- 
ties of all appellate branch oflices in the region. 

1114. 61 Appellate Branch Ogces. — The basic settlement work of 
the Appellate Division is performed in branch oisces of the Division 
which are headed by Associate Chiefs or Assistant Chiefs who report 
to the Assistant Regional Commissioner (Appellate). The branch 
o%ce conducts hearings and makes final determinations, within the 
limits of its delegated authority, on cases involving income, profits, 
estate, gift& and employment taxes and excise taxes, except those 
imposed on alcohol, wagering, narcotics, firearms and tobacco, in which 
taxpayers have requested appellate consideration. The branch oflice 
conducts hearings and, with the concurrence of the Regional Counsel, 
efl'ects settlement of cases which have been docketed in the Tax Court. 
It makes the final review for the Commissioner in all cases involving 
overassessments or overpayments in excess of $100, 000 which are sub- 
ject to review by the Chief Counsel or the Joint Committee on Internal 
Revenue Taxation. The branch oflice considers protested oflers in 
compromise and makes recommendations on final closing agreements. 

1114. 7 A88iatant Regional Commissioner (Audit). — The Assistant 
Regional Commissioner (Audit) acts as the principal assistant to the 
Regional Commissioner in planning, coordinating and evaluating the 
audit activities of the Service under the jurisdiction of the Regional 
Commissioner to assure that policies and programs are properly exe- 
cuted, that audit work is processed in an orderly and timely manner, 
that equal emphasis is placed and uniform eKort directed toward the 
accomplishment of the current audit program objectives, and that re- 
quired standards for audit uniformly are being maintained. In con- 
formity with the audit policies and programs established by the Na, - 

tional Oflice, he develops regional programs, standards, and other 
measures necessary to imp]ement most efl'ectively the audit program 
of the Service which includes the selection of returns for audit, , their 
examination and investigation, the determination of tax liabilities and 

enalties where applicable, a regional review of selected cases closed 

y the district oflices& the administrative disposition of oflers in com- 
promise, and tax assistance to taxpayers. He provides the Regional 
Commissioner with results of evaluation and. other information upon 
which to base his administration of the regional audit program and 
recommends improvements and adjustments in audit operations needed 
to bring about and sustain a high level of performance within the 



708 

region. Under the Regional Commissioner he serves as the primary 
source of. information to the National 0%ce as to the efFectiveness of its 
policies, program, procedures and standards in terms of regional and 
district requirements, provides reports ancl factual information upon 
which the National Once can base its policy and program considera- 
tions, and recommends appropriate action with respect to problems 
encountered in observing and evaluating audit, operations. 

1114. 8 Assistant Regional 4'oniniissioner (CoQection). — The As 
sistant Regiona, l Commissioner (Collection) acts as the principal 
assistant to the Regional Commissioner in planning, coordinating and 
evaluating the collection activities of the Service under the jurisdic- 
tion of the Regional Commissioner to assure that policies and pro- 
grams are properly executed, that collection work is processed in an 
orderly and timely manner. and that equal emphasis is placed and 
uniform eA'ort directed toward the accomplishment of the current 
collection program objectives. In conformity with the collection poli- 
cies and programs established by the National OFFice he develops re- 
giona, l progr~ams, standards and other measures necessary to implement 
most efFectively the program of the Service for the collection and 
accounting of revenue, including the collection of delinquent accounts 
and the securing of delinquent returns. He provides the Regional 
Commissioner with results of evaluations and other information upon 
which to base his administration of the regional collection program 
and recommends improvements and adjustments in collection opera- 
tions needed to bring about and sustain a high level of performance 
within the region. Under the Regional Commissioner he serves as the 
primary source of information to the National Office as to the etFective- 
ness of its collection policies, programs, procedures and standards in 
terms of regional and district requirements, provides reports and fac- 
tual information upon which the National 0%ce can base its collection 
policy and program considerations and recommends appropriate 
action with respect to problems encountered in observing and evaluat- 
ing collection operations. 

1114. 9 Assistant Eegional Commissioner (Intelligence). — The As- 
sistant Regional Commissioner (Intelligence) acts as the principal 
assistant to the Regional Commissioner in planning, coordinatin&o' and 
evaluating the intelligence activities of the Service under the jurisdic- 
tion of the Regional Commissioner to assure that policies and pro- 
grams are properly executed, and tliat the intelligence work is 
processed in an orderly and timely manner. In. conformity with the 
intelligence policies and programs established by the National Oflice he 
develops regional programs, standards and other measures necessary to 
implement most efFectively the intelligence program of the Service 
which includes the investigation of alleged tax fraud, certain other 
civil and alleged criminal violations of tax laws (except alcohol, to- 
bacco and certain firearms tax cases), applicants for enrollment, 
charges against persons who are enrolled to practice before the Treas- 
ury Depa~rtment and such other special investigations as the Commis- 
sioner may direct. He provides the Regional Commissioner with 
results of evaluations and other information upon which to base his 
administration of the regional intelligence program and recommends 
improvements and adjustments in intelligence operations needed to 
bring about and sustain a high level of performance within the region. 
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I. nder the Regional Conunissioner he serves as the prim:iry source of 
information to the Xational Once as to the effectiveness of its intelli- 
gence policies, programs, procedures and standards in terms of re- 
gional and chstrict requirements, provides reports and factual 
information upon which the Xational OiFice can base its intelligence 
policy and program considerations and recommends appropriate ac- 
tion with respect to problems encountered in observing and evaluating 
intelligence operations. He supervises the review of special agents' 
reports of investigation submitted by the district o%ces in the region, 
approves or disapproves recommendations for prosecution, and pro- 
vides for conferences when required v;ith taxpayers, their representa- 
tives, representatives of the Regional Counsel and the Appellate 
Division relative to cases investigated. (The Assistant Regional 
Commissioner (Intelligence), Xew York, addition;illy acts as tlie op- 
erating head of intelligence;ictivities for the iXew York City area, 
directing intelligence a~ctivities v-ithin the territorial boundaries cov- 
ered by the upper and Lower Manhattan and Brooklyn District 
OKces. ) 

1114. 91 Periculo and Conference Staff. — (1) The Review and Con- 
ference StafF plans and directs the critical review of district once 
reports pertaining to alleged criminal violations of the internal rev- 
enue laws, applicants for enrollment to practice before the Treasury 
Department. cliarges against 1 ersons enrolled to practice before the 
Treasury Department, which contain recommendations for criminal 
prosecution and/or ad valorem penalties for disciplinary action, to 
determine that the conclusions and recommendations are sound and 
conform to existing policies; and recommends to the Assistant Re- 
gional Commissioner (Intelligence) the action to be taken on each 
such report. 

(o) The Sta8 post reviews selected nonprosecution case reports 
prepared at the district level and unnumbered case disposals to deter- 
mine that an appropriate, uniform basis for disposal existed. 6'here 
deficiencies are disclosed through such activities, the Sta8 suggests 
corrective measures. 

(3) Through continuing analysis of district once reports the StaA' 
provirles the Assistant Regional Commissioner (Intelligence) v;ith. 
information which will assist him in evaluating investigative tech- 
niques employed and the extent of procedural and technical uniformity 
in the intelligence activity throughout the region. 

(4) The StalF consults with and advises intelligence personnel at 
regional and district ofFice locations on dificult and unusual issues, in- 
terpretations of regulations, rulings, tax laws and court decision; also, 
as to the conduct of investigations, rules of evidence and Internal 
Revenue Service policies. The Staff undertakes special assignments 
and investigations as directed by the Assistant Regional Commissioner 
(Intelligence) . 

1115. Office of Eegional Inspector. There are nine Regional In- 
spectors, one in each internal revenue region. The Regional Inspec- 
tor, who operates under the direct supervision of. the Assistant Com- 
missioner (Inspection), is responsible for the conduct throughout the 
region of both the internal audit and internal security programs. 

1115. 1 Assistant Eegionat Inspector (Internal Audit) . — Under the 
supervision of the Regional Inspector, the Assistant Regional Inspec- 

4?4787' — 5S — 46 
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tor (Internal Audit) is responsible for the conduct of the internal 
audit program throughout the region. The internal audit, which in- 
cludes verification of financial transactions and analyses of operating 
practices and procedures, serves as the basis for informing appropriate 
oKcials of the manner in which operations are being carried out and 
responsibilities are being discharged and as a basis for necessary 
changes in policies, practices and procedures. 

1115. 9 A88istant Regional Inspector (internal Security). — Under 
the Regional Inspector, the Assistant Regional Inspector (Internal 
Security) conducts investigations of the conduct and character of em- 
ployees and applicants for employment which provide management 
with a factual basis for making decisions. He also conducts forrnal 
investigations of accidents involving Revenue employees and property, 
plus special investigations, as directed by higher authority, for the 
Office of the Secretary and agencies outside the Service. 

1116 Once of Eegional Couneel. — There are nine Regional Coun- 
sels, one in each internal revenue region. The Regional Counsel, who 
operates under the Chief Counsel for the Internal Revenue Service, 
serves as the principal legal advisor to the Regional Commissioner, 
and directs a sta8 of attorneys engaged in furnishing legal advice 
and performing legal services connected with the appellate, enforce- 
ment, civil advisory and alcohol and tobacco tax programs. The Re- 
gional Counsel, with the concurrence of the Regional Commissioner, 
settles tax cases docketed in the Tax Court of the United States, and 
represents the Commissioner in the trial of such cases before the Tax 
Court. 

1116. 1 AppeZZate mattere. — The Regional Counsel (or his delegate) 
furnishes legal advice to the Assistant Regional Commissioner (Ap- 
pellate); represents the Commissioner in the trial of cases before the 
Tax Court and is responsible for answers, motions and stipulations 
with respect to all petitions in tax cases, and the preparation of briefs 
in such cases, recommends acquiescence or non-acquiescence and appeal 
from adverse decisions; considers and approves or disapproves, with 
the concurrence of the Appellate Division, the settlement of. cases 
docketed in the Tax Court and considers and concurs with the Ap- 
pellate Division, or disapproves, the elimination of the ad valorem 
fraud or negligence penalties in cases not docketed in the Tax Court 
and considers statutory notices of deficiences proposed b'y the Appellate 
Division prior to issuance. He is responsible for the legal review of 
cases considered by the Appellate Division involving overpayments, 
credits or abatements in excess of $100, 000, and in certain cases pre- 
pares reports to the Joint Committee on Internal Revenue Taxation 
in overpayment cases when approved. 

1116. 9 Enforcement mattere. — The Regional Counsel's once is 
responsible for the performance of legal services in the field in connec- 
tion with criminal cases arising under the internal revenue laws. The 
once reviews recommendations of. prosecution in criminal cases re- 
ceived in the field, and prepares and refers such cases (other than 
alcohol and tobacco tax cases) to the Department of. Justice or, where 
authorized by the Department of Justice, directly to United States 
Attorneys, or, where prosecution is not deemed warranted, prepares 
criminal action memoranda setting forth the reasons against prose- 
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cution and closes such cases with the concurrence of the Assistant Re- 
gional Commissioner (Intelligence). On request, the office furnishes 
aid and assistance to United States Attorneys in criminal tax pro- 
ceedings in the United States District Courts and Courts of Appeal. 

1116. 8 Civi7 adeisom matters. — Each Regional Counsel through 
his civil advisory staff' hanclles legal work with respect to (a) cases 
under the Bankruptcy Act (except railroad reorganizations, corporate 
reorganizations, and real property arrangements under Section 77, 
Chapter X and Chapter XII, respectively, of the Bankruptcy Act) 
and other insolvency cases including decedents' estate proceedings; 
(b) Federal tax liens in suits for foreclosure by mortgagees or other 
lienholders and in suits to quiet title; (c) applications filed for the 
discharge of property from Fedei al tax~ liens or for the release of such 
liens; (d) the revieiv and hanclling of certain off'ers in compromise; 
(e) recommendations as to the taking of affirmative action, whether 
by wav of a separate suit or intervention in pending proceedings (with 
the exception of alcohol, alcoholic beverages, tobacco and firearms mat- 
ters not relating to proceedings under the Bankruptcy Act, liens, re- 
ceiverships and other insolvencies); (f) the defense of injunction 
suits to restrain the assessment or collection of Federal taxes (except 
with respect to alcohol, a, lcoholic beverages, tobacco and firearms mat- 
ters); and (g) the assessment and collection of taxes. 

1116. 4 Alcohol and tobacco tax matters. — The Regional Counsel's 
office gives legal advice on request to the Assistant Regional Commis- 
sioner (Alcohol and Tobacco Tax) and to his staff on administration 
and enforcement of the laws and regulations pertaining to liquor, to- 
bacco and firearms. The office reviews and makes recommendations, 
upon request, regarding claims for refund, abatement and drawback 
of liquor, tobacco and firearms taxes, for the redemption of stamps, 
and for d~amages, and ii ith respect to petitions for mitigation or remis- 
sion of forfeiture, off'ers in compromise, and proposed. tax assessments. 
Upon request, the office assists United States Attorneys by preparing 
libels of information, indictments, briefs, stipulations and other legal 
documents required in litigation, and by aiding in the prosecution 
and defense of suits. The office also handles the legal work in con- 
nection with administrative proceedings involving the issuance, sus- 
pension, revocation or annulment of liquor and tobacco permits, in- 
cluding the preparation of the necessary opinions, notices and plead- 
ings arid the presentation of the Government's c~ase at both formal 
and informal hearings. 

1117 8ervice Centers. — (1) There are three Internal Revenue Serv- 
ice Centers — designated as the Midwest Service Center, the Northeast 
Service Center and the Western Service Center. The Mid~est Center, 
located at Kansas City, Missouri, services all district offices in the 
Omaha Region and the Chicago Region. The Northeast Center, lo- 
cated at Lawrence, Massachusetts, services all district offices in the 
Boston and New York Regions, the Camden and Newark Districts 
of the Phila. delphia Region, and the Cleveland District in the Cincin- 
nati Region. The Western Center, located at Ogden, Utah, services 
all district offices in the San Francisco Region except Honolulu. 

(9) The policies governing and work programs performed in each 
service center are prescribed and assigned by the National Office. 
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(3) Each service center is headed by a Director who operates under 
the general direction of the Regional Commissioner in whose region 
the center is located. The Service Center Director is responsible to 
the National OSce, through the Regional Commissioner, for imple- 
menting the programs assigned to the center. He is responsible for 
budget, fiscal and personnel operations of the center under policies 
and procedures of the Regional Commissioner. He also participates 
with the National Once, through the Regional Commissioner, in 
planning, coordinating and evaluating experimental projects to devel- 
op improv~ed techniques and methods for processing tax returns. The 
Regional Commissioner, in turn, is responsible to the National Once 
for supervising the execution of the service center's program and. 
for recommending adjustments to or modifications of the program. 
The Regional Commissioner also exercises general supervision over the 
activities of the Service Center Director in coordinating and main- 
taining liaison with the several Regional Commissioners, District 
Directors, and the National Once in carrying out the policies and pro- 
grams prescribed for the centers by the National Once. 

(4) In general, each service center performs the following opera- 
tions: 

(a) Processes Forms 1040A to and including preparation of tax- 
payer delinquent account assembly; 

(b) Processes certain categories of Forms 1040, to and including 
preparation to taxpayer delinquent account assemblies; 

(c) Processes Forms 1040ES through the issuance of all install- 
ment notices and the collating of remittance credits for matching 
purposes; 

(d) Mathematical verification of full paid. 1046 returns; 
(e) Mailing of blank returns; 
(f) Processing income information documents such as 1099's; 
(g) Matching of W — 9 statements (by Midwest Service Center 

only); and 
(h) Any other programs assigned by the National OKce. 
(5) The district ofBces served by the service centers receive the- 

returns filed by the taxpayers, deposit all remittances, and settle all 
questions about the returns (including notices of change of address) 
before sending the returns to the centers for processing. They also en- 
dorse all notices of tax due issued by the center on which payment is 
made, and send them to the center for posting. The center, in turn, lists 
the returns on assessment lists, sends out even notices to taxpayers, pre- 
pares check-issue cards for the Disbursing 0%ce, sends out bills (first 
notices) on taxable-assessable and underpaid returns, prepares tax- 
payer delinquent account assemblies and unit ledger cards and turns 
over unpaid accounts to District Directors, all under proper memo- 
randum accounting controls. These service center operations are per- 
formed in the name of the appropriate District Director. 

1118 Ofhce of D& trict Direotor. — 
1118. 1 3A'a~ion. — The mission of the oSce of the District Director 

is to administer the internal revenue laws within an internal revenue 
district in conformance with the policies and programs of the National 
and regional o%ces. 

1118. 9 Basic organization. — The principal organizational compo- 
nents of the typical district ofFice are the immediate once of the District 
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Director, the Audit Division, Collection Division, Intelligence Divi- 
sion and Administration Division. 

1118. 8 District Director. — The District Director administers 
within an internal revenue district, the collection, audit, intelligence 
and administrative programs of the Internal Revenue Service. He is 
responsible for the determination of tax liability, the assessment of 
such liability, the scheduling and certification of refunds, and the 
investigation of certain criminal and civil violations of internal 
revenue tax laivs (except those relating to alcohol, tobacco and Are- 
arms), He is also responsible for the collection and deposit of all 
internal revenue taxes and the investigation of applications of agents 
and attorneys for admission to practice before the Treasury Depart- 
ment. 

1118. 4 An't Diei8ion. — The Audit Division administers a district- 
wide audit program involving the selection and examination of all 
types of Federa~l tax returns (except those involving alcohol, tobacco, 
and firearms taxes), claims, offers in compromise, informants' claims 
for rewards, and related activities including the examination and 
approval of pension trust plans and the issuance of determination 
letters. The audit program involves the selective classification of 
returns for field and office audits, the conduct of infor mal conferences 
in cases involving disagreement between the internal revenue agents 
and taxpayers, participation with special agents of the Intelligence 
Division in the conduct of tax fraud investigations &~nd a program 
of assistance to taxpayers during the annual filing period. The Audit 
Division consists of the Field Audit Branch, Office Audit Branch, 
Service Branch and the Review StaÃ. 

1118. 41 FieM AuCit Branch. — (1) The Field Audit Branch con- 
ducts field examinations relative to all types of taxes (except alcohol, 
tobacco, and firearms) to determine correct liabilities of taxpayers 
for tax and penalties, including the examination of claims for refund, 
credit or abatement, or for redemption of stamps. It, also conducts 
field examinations of off'ers in compromise based ov either doubt 
as to liability or inability to pay, and special field examinations as 
requested including joint examinations with special agents of the 
Intelligence Division where tax evasion may exist. The Branch proc- 
esses informants' claims for reward making any necessary investi- 
gations and prepares reports on such claims, together with recommen- 
dations as to the amount of rewards. 

(2) The Field Audit Branch holds informal conferences with tax- 
payers and their representatives, and prepares conference report„" 
directing action to be taken by exa~mining officers. It furnishes tech- 
nical advice and assistance on pension trust plans, performs engineer- 
ing and valuation work, prepares memoranda to accompany closing 
agreements and closing letters and releases in estate and gift tax cases, 
and recommends jeopardy assessments. The Branch furnishes in- 
formation to the public on tax matters and assists taxpayers in pre- 
paring and filing tax returns and claims. 

1118. 49 Once Audit Branch. — (1) The Office Audit Branch con- 
ducts examinations through correspondence or interviews with tax- 
payers in offices of the Service relative to all types of taxes (except 
alcohol, tobacco and firearms) to determine correct liability of tax- 
payers for tax and penalties, and allowableness of claims for refund, 
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credit, or abatement, or for redemption of stamps, including claims for 
exemption from collecting admissions, transportation, and other excise 
taxes. It recommends jeopardy assessments. 

(2) The Branch holds informal conferences with taxpayers and 
their representatives for the purpose of resolving disputed issues in 
unagreed cases. The Branch also furnishes information to the public 
on tax matters and assists taxpayers in preparing and filing tax returns 
and claims. 

1118. 48 Review Stag. — (1) The Review Stafi' reviews reports of 
examinations of all types of tax returns to verify the determination 
of liability made by the examining ofiicer. It directs the issuance of 
preliminary notices of deficiency to taxpayers, and prepares Form 
7900 letters to taxpayers covering deficiencies in bankruptcy and re- 
ceivership cases which serve as a basis for assessment and filing of 
proof of claim by the Collection Division. It reviews protests filed 
in response to notices of deficiency and Form 7900 fetters for proper 
form, compliance with existing requirements and for new issues or 
facts. It also prepares statutory notices of deficiency. 

(2) The StafF is responsible for the control, management and review 
of ofFers in compromise, informants' claims for reward and the spe- 
cial procedures applicable in cases involving renegotiation. It main- 
tains and controls the preliminary notice file, the statutory notice file, 
the file on cases suspended pending court or other decision (Form 
1254), power of attorney file, fee statement file, and worthless stock 
and taxibility of dividend file, taking appropriate action as required. 
The Stafi prepares the Management Information Reports for both 
agreed and unagreed cases. 

(8) The StafF has primary responsibility within the district for 
maintaining quality standards in examinations and reports, and the 
technical accuracy of all matters subject to review. It issues correc- 
tion memoranda in all cases or matters involving substantial error. 

1118. 44 Sex~ice Branch. — (1) The Service Branch performs cler- 
ical services for the Division necessary to the processing of returns, 
reports of examination, case files and correspondence. It maintains 
control of all returns and case files assigned to the Audit Division and 
of number assignments for Management Information Reports on audit 
cases. It types examining overs' reports, form letters, correspond- 
ence and other material as assigned and furnishes clerical, steno- 
graphic and typing assistance to all Division ofiices. 

(9) The Service Branch also compiles detailed production statistics 
of the Audit, Division. 

1118. 5 Collection Divi8ion. — The Collection Division collects, re- 
ceipts for and deposits all tax payments. It receives, processes, and 
arithmetically verifies all tax returns and related documents, maintains 
taxpayers' accounts, conducts systematic investigations for delinquent 
returns and enforces the collection of delinquent accounts through 
seizure and sale, levy and other means. The Division also sells tax 
stamps, grants extensions of time for paying taxes or filing returns, 
makes certain penalty and interest determinations, schedules refunds, 
credits and abatements, and maintains custody of tax returns. The 
Collection Division consists of the Cashier Branch, Returns Processing 
Branch, Accounting Branch, and the Delinquent Accounts and Re- 
turns Branch. 
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1118. 51 Ca8h~cr Branch. — (1) The Cashier Branch receives, safe- 
guards and deposits all monies tendered in payment of taxes. It 
inaintains the district's stock of internal revenue stamps and handles 
the sale and accounting of these stamps. 

(2) The Branch receives and opens all mail, sorts therefrom returns, 
documents and correspondence with remittances, classifies such returns 
and documents by type of tax, and routes correspondence and docu- 
ments to the appropriate branch. It prepares and maintains records 
necessary to the accounting for monies received and deposited. The 
Branch also receives returned remittances from the depositary bank 
and communicates with the taxpayers concerned in an effort to make 
collection to cover the returned remittances. 

1118. M Returns Proce8siny Branch. — (1) The Returns Processing 
Branch processes all tax returns in preparation for assessment and 
collection or refunding. It requests additional information from tax- 
payers when necessary to complete returns. It computes interest on 
delinquent returns, and computes interest on taxable returns not fully 
paid. It determines amount of refund and interest due the taxpayer 
on all refundable returns. 

(2) The Branch matches prepayment credits and associates in- 
forination documents with tax returns in preparation for audit. It 
checks returns against available records to determine non-filing of 
returns and makes initial routine e&ort to secure delinquent returns. 

(8) The Branch classifies, routes and controls mail received by the 
Collection Division; and answers routine correspondence through use 
of form letters and pattern paragraphs. 

(4) It maintains lists of taxpayers and uses such lists for the mail- 
ing of blank tax forms and related documents in advance of filing 
periods and for establishing checks on delinquency. It is respon- 
sible for the filing and proper storage of all returns and the mainte- 
nance of the index card file cross-referencing the number assigned to a 
return with the name of the taxpayer. 

1118. 58 Accounting Branch. — (1) The Accounting Branch main- 
tains all taxpayer accounts and required control and general ledgers 
and serves as the billing ofIicer for the district. It prepares assessment 
lists; sets up taxpayer accounts and posts assessments, credits, abate- 
ments and refunds thereto; issues statements of tax clue; prepares tax- 
payer delinquent account assemblies; issues installment notices of. 
accounts and computes interest due on each account; and issues certi- 
fied transcripts of taxpayer accounts upon request. 

(2) The Branch prepares and controls tax transfer vouchers refiect- 
ing transfers of accounts to and from other districts. It prepares all 
necessary scheclules to support general ledger accounts and submits 
refund schedules to the Disbursing Ofhcer. 

(8) The Branch performs various types of verification and control 
assignments such as the reconciliation of deposit and disbursing trans- 
actions received from Treasury units and prepares monthly Account 
Current for revenue receipts. 

(4) The Branch receives, records and transmits claims for refund 
and abatement for all classes of tax. 

1118. 54 Delinquent Account8 ancl Eetnrn8 Branch. — (1) The De- 
linquent Accounts and Returns Branch makes collections of delinquent 
accounts and conducts a continuing program for the securing of de- 
linquent returns. 
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(2) The Branch safeguards the Government's interests through the, 
filing of notices of tax liens, and enforces collection by the serving of 
levies, and seizure and sale of real and personal property. It recom- 
mends jeopardy assessment when deemed necessary to protect revenue, 
civil actions to secure payment, suits to enforce penalty for failure to 
honor levies, and penalty assessments as a means of collection or as a 
method of obtaining compliance with existing laws and regulations. 
The Branch recommends the issuance of certificates of discharge of 
property from the efi'ects of tax liens and conducts the investigations 
necessary to support such recommendations. 

(8) The Branch receives, acts on, and processes information per- 
tinent to bankruptcies, receiverships, assignments, reorganizations, 
probate proceedings, bulk sales, gifts and prizes, and dissolutions and 
initiates investigations for securing delinquent returns where neces- 
sary. It canvasses the district for delinquent returns and serves sum- 
monses on taxpayers to produce books, documents, returns or other 
information where necessary to secure compliance with the require- 
ments for filing returns. 

(4) The Branch maintains control of payments received in in- 
solvency, bankruptcy, and decedent cases and of surety bonds and other 
collateral posted as security for tax liability. It also maintains files 
and control records of property seized under distraint authority and 
takes appropriate action with respect to seized property to assure that 
proper legal action may be timely taken. 

1118. 6 Intelligence Disci gion. — (1) The Intelligence Divisior. in- 
vestigates alleged criminal violations of the tax statutes, including 
racketeer and wagering tax cases, but excluding alcohol, tobacco and 
firearms tax cases. It conducts investigations of applicants who are 
seeking enrollment to practice before the Treasury Department and 
of charges against persons enrolled. 

(9) The Division evaluates allegations and indications of tax law 
violations and determines investigations to be undertaken. It makes 
recommendations as to the disposition of cases investigated, including 
recommendations of criminal prosecution, and the assertion of civil 
penalties. It provides assistance to U. S. Attorneys and the Regional 
Counsel in the trial of cases. The Intelligence Division consists of 
groups of special agents. 

1118. 7 Adnuniatration Divi8ion. — The Administration Division 
provides the personnel, training, budget and fiscal, procurement and 
supply, records, and communications services and other administrative 
services, within the limitations of the District Director's delegated au- 
thority, necessary to the effective operation and management nf the 
district once. It coordinates the district ofBce management improve- 
ment and incentive awards programs and other special projects. The 
Administration Division consists of three branches where size of the 
district once warrants such a breakdown: Personnel Branch, Train- 
ing Branch and Operating Facilities Branch. 

1118. 71 Per8onne/ Branch. — The Personnel Branch performs the 
recruitment and placement functions at the district level, and con- 
ducts the district's employee relations program and incentive awards 
program. It processes personnel action documents in accordance with 
prescribed procedure and maintains all district personnel records. 
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1118. 7o Training Branch. — The Training Branch provides leader- 
ship and coordination fo the district training program. It coordinates 
the district execution of tra, ining programs; give~s advice on all train- 
ing programs conducted in the district once, a»d assists in their de- 
velopment from the standpoint of training tecliniques. It participates 
in and coordinates the development of district training programs to 
meet local training needs that cut across organizational lines. In addi- 
tion, it evaluates and reports on all district training programs. 

1118. 73 ' 0'perating Facilities Branch. — The Operating Facilities 
Branch provicles the facilities a»d administrative services necessary to 
the eKcient operation of the district ofiice. The Branch carries out the 
space policies of the District Director and conducts periodic surveys 
to assure efi'ective space utilization. It procures, requisitions, issues, 
and assures effective utilization of equipment, property and o%ce sup- 
plies; ma, intains records on all equipment and property located within 
the district; and provides communications and duplicating services. 
The Branch also furnishes data necessary for the preparation of that 
portion of the district olfice budget estimates and financial plans wltich 
is concerned with funds requir~ed for materials and facilities in the 
district. As required for district management control, it maintains 
blotter type records of fund commitments for materials and facilities 
(object classes 03 through 09 as defined in Budget-Treasury Regula- 
tion Xo. 1). It administers document and property security and the 
safety programs in the district. 

1118. 8 Local offices. — (1) Local oKces perform one or more of cer- 
tain collection, audit and intelligence functions such as: The collec- 
tion of delinquent accounts and the securing of delinquent returns; the 
receiving and deposit of monies tendered in paynient of taxes; the 
examination of returns to determine correct liability of taxpayers for 
tax and penalties; the holding of informal conferences with taxpayers 
and their representatives regarding the &leter»iination of liability 
for tax and penalties; and the investigation of alleged criminal viola- 
tion of the tax statutes. 

(2) The administrative supervision of a local ofilce is the respo»; 
sibility of a representative designated by the District Director from 
among the personnel assigned to the local o%ce. Technical super- 
vision of the personnel at a local office is the responsibility of the 
group supervisor or group supervisors of whatever group or groups 
the employees are members. 

Effective date: December 1, 1950. 
O. GQRDQN DELK) 

Actino' Commissioner of Internal Eevenue. 

DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER NO. 150 — 45 

COMMISSIONER OF INTERNAL REVENUE 

Authorization to prescribe rules and regulations for enforcement 
of Federal Firearms Act. 

The Commissioner of Internal Revenue is hereby authorized to 
prescribe all needful rules and regulations for the enforcement of the 

&As amended. 22 F. R. 6434. 
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Federal Firearms Act (15 U. S. C. 18), subject to approval by the 
Secretary or his delegate. 

FRED C. SGRIBNKR) JR, 
Acting Secretary of the Trea8ury. 

April 88, ZMl. 

(Filed by the Division of the Federal Register on April 26, 1957, 8: 5Q a. m 
and published in the issue of the Federal Register for April 27, 1957, 22 F'. R 
3022. ) 

DEPARTMENT OF THE TREASURY 
TREASURY DEPARTMENT ORDER NO. 170 — 6 

Deputy to the Secretary establishment of position 

There is hereby established in the ORice of the Secretary the position 
of Deputy to the Secretary. By virtue of the authority vested in me 
by Reorganization Plan No. 26 of 1950, the functions and responsibili- 
ties of the position, Special Assistant to the Secretary in Charge of 
Tax Policy, are hereby transferred to the position of Deputy to the 
Secretary. 

This order amends Treasury Department Orders No. 148 (Revision 
No. 2), dated August 6, 1955, and No. 150 — 41, dated February 16, 1956 
[ C. B. 1956 1, 1009]. 

G. M. HiJmrHREy, 
Secretary of the Trea8ury. 

J'anuary 8, 595'1. 

(Filed by the Division of the Federal Register on January 25, 1957, 8: 46 a. m. , 
and published in the issue of the Federal Register for January 26, 1957, 22 
F. R. 523. ) 

D ELEGATION ORDER NO. 4 (REVISED) 
(Effective May 21, 1957) 

Authority to issue summonses and to perform other functions 

1. All the functions which Sections 7602, 7606, 7604 and 7605(a) 
of the Internal Revenue Code of 1954 specify shall be performed 
by the Secretary or his delegate are delegated to the following ofBcers 
and employees of the Internal Revenue Service: 

a) Regional Commissioner and District Directors. 
b) Inspection: Assistant Commissioner; Director and Assist- 

ant Directors, Internal Security Division; Regional Inspec- 
tors; and all Internal Security Inspectors. 

(c) Alcohol and Tobacco Tax: Assistant Regional Commis- 
sioners. 

(d) Intelligence: Director; Assistant Director; Assistant Re- 
gional Commissioners; Executive Assistants to Assistant 
Regional Commissioners; Chiefs, Review and Conference 
Sta8; Reviewer-Conferees; and' all Chiefs and Assistant 
Chiefs of Divisions, Branches and Sections, Group Super- 
visors, and Special Agents, of the National, regional and 
district oisces. 
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(e) International Operatons: Director; Assistant Director; 
Chiefs of Branches; Special Agents; Internal Revenue 
Agents; Estate Tax Examiners; abend OAicers in Charge. 

(f) Collection: Chiefs and Assistant Chiefs of the Colle~ction 
Divisions; Chiefs and Assistant Chiefs of. the Delinquent 
Accounts and Returns Branches; Group Supervisors; and 
Collection OlBcers. 

(g) Audit: Chiefs of Divisions and Branches; Group Super- 
visors; Internal Revenue Agents; and Estate Tax Examiners. 

9. Each of the OScers and employees referred to in paragraph 1 of 
this order may designate any other employee of the Internal Reve- 
nue Service as the individual before whom a, person summoned pur- 
suant to section 7609 of the Internal Revenue Code of 1054 shall ap- 
pear. Any such other employee of the Internal Revenue Service, 
when so designated in a, summons, is authorized to take testimony 
under oath of the person summoned and to receive and exatnine books, 
papers, records, or other data produced in compliance with the 
sunlmons. 

8. The authority herein delegated to issue a summons and the au- 
thority to enforce such summons as provided for in sections 7609 
and 7604, respectively, of the Internal Revenue Code of 1054 may not 
be redelegated. The remaining authorities herein delegated may be 
redelegated only by the Assist~ant Commissioner (Inspection), each 
Regional Commissioner, each District Director of Internal Revenue 
anti the Director of Intelnational Operations to OScers and employees 
within their jurisdiction. 

4. This Order supersedes Delegation Order No. 4 issued June 7, 
1%5 [C. B. 1955 — 2, 803]. 

RUSSELL C. HARRINGTON) 
Commissi oner. 

(Filed by the Division of the Federal Register on June 3, 10o7; 8: 50 a. m. , and 
published in the issue of the Federal Re 'ister for June 4, 1967, 22 F. R. 3804. ) 

DELEGATION ORDER NO. 87 (REVISED) 
(Effective January 8, 1957) 

Authority to administer oaths and to certify 

The following OScers and employees are hereby authorized. to atl- 
minister such oaths or afFIrmations and to certify to such papers as 
may be necessary under the internal revenue laws or regulations made 
thereunder: 

(a) Assistant Commissioner (Inspection). 
(b) Regional Commissioners and District Directors of Internal 

Revenue. 
(c) Assistant Regional Commissioners (Intelligence); Executive 

Assistants to Assistant Regional Commissioners (Intelligence); 
Chiefs, Review and Conference StaR, Intelligence Division; and Re- 
viewer Conferees, Intelligence Division. 

(d) Assistant Regional Commissioners (Alcohol and Tobacco 
Tax); and Chiefs, Aides to Chiefs, Supervisors in Charge, Assistant 
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Supervisors in Charge, Special Investigators, Investigators, and In- 
spectors, A. lcohol and Tobacco Tax Division. 

(e) OScers and employees of the respective divisions of the In- 
ternal Revenue Service designated as follows: 

(1) 1nteinationul Operations Diei8ion. — Director, Chiefs of 
Branches, Chiefs of Sections, Internal Revenue Agents, Estate 
Tax Examiners, Special Agents, Treasury Representatives (Tax- 
ation), Assistant Treasury Representatives (Taxation), OScers 
in Charge, and Special I rocedures OScer. 

(2) CoAection Division. — Chiefs of the Collection Divisions, 
Chiefs of the Delinquent Accounts and Returns Branches, Group 
Supervisors, and Collection OKcers. 

(3) AuCit Division, — Chiefs of Divisions and Branches, Group 
Supervisors, all Internal Revenue Agents, and Estate Tax Ex- 
aminers. 

(4) IntelHgence Division. — Chief, Assistant Chief s, Group 
Supervisors and all Special Agents. 

(5) In8pection. — Director, Internal Security Division; Assist- 
ant Directors, Internal Security Division; Regional Inspectors; 
and all Internal Security Inspectors. 

This Order supersedes Delegation Order No. 87 dated August 9, 
1956) C. B. 1956 — 2, 1376. 

RUSSELL C. HARRINGTON, 
Commi s8ioner. 

(Filed by the Division of the Federal Register on January 17, 1957, 8: 48 a. m. , 
and published in the issue of the Federal Register for January 18, 1957, 
22 F. R. 886. ) 

DELEGATION ORDER XO. 51' 

(Effective May 91, 1957) 
Authority to sign proofs of claim and other documents 

The following o%cers are hereby authorized, to the extent District 
Directors are now authorized, to sign proofs of claim and other docu- 
ments asserting obligations incurred under the internal revenue laws 
(including taxes, penalties and interest), in order to claim and col- 
lect such obligations in any proceeding under the Bankruptcy Act 
and any receivership, decedent's estate, corporate dissolution, or other 
insolvency proceeding: 

1. Chief and Assistant Chief, Collection Division. 
2. Chief and Assistant Chief, Delinquent Accounts and Returns 

Branch. 
6. Chief, Special Procedures Section. 

The authority herein delegated may not be redelegated. 
RUSSELL C. HARRINGTON, 

Comnu88ioner. 

(Filed by the Division of the Federal Register on June 8, 1957, 8: 50 a. m„and 
published in the issue of the Federal Register for June 4, 1957, 22 F. R. 3895 ) 

' Delegation Orders Nos. 45, 46, 47, 48, 49, and 50 were not publishecL 
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(Also Part I, Section M01; 26 CFR 31. 3401(a)-1. ) Rev. Proc. 57-1 
Conditions under which an employer-issued statement, showing an 

employee's sick pay excludable from gross income under section 
105 (d) of the Internal Revenue Code of 1054, may be attached by the 
employee to his individual income tax return in satisfaction of the In- 
ternal Revenue Service's instructions requiring the employee to 
attach a statement relating to excludable sick pay. 

Revenue Procedure M-17, C. B. 19M — 1, 1042, modified. 

SECTION 1. PURPOSE. 
The purpose of this Revenue Procedure is to set forth the conditions 

under which an employer-issued statement, showing an employee's 
pay excludable from gross income under section 105(d) of the 

Intern8 Revenue Code of 1954, may be attached by the employee to his 
individual income tax return in satisfaction of the Internal Revenue 
Service's instructions requiring the employee to attach a statement 
showing a computaion of excludable sick pay and indicating the 
periods of absence, nature of illness or injury, and whether he was 
hospitalized. 
SEC. 2. BACKGROUND. 

. 01 Section 31. M01(a) — 1(b) (8) (ii) (b) of the Employment Tax 
Regulations provides that withholding is not required with respect 
to any or all employees upon the amount of any wage continuation 
payment made to an employee directly by the employer for whom he 
performs services to the extent that such payment is excludable from 
the gross income of the employee under section 105(d) of the Code, 
prov~ided the employer maintains certain records specified in the 
"egul ations. 

. 02 In Revenue Procedure 56 — 17, C. B. 1056-1, 1042, conditions are 
set forth under which employers may show separately on Form W — 2, 
Withholding Tax Statement, the amount of any sick or injury pay- 
ments excludable from gros~s income, under section 105(d) of the 
Code, which are made directly by them. However, in such cases, re- 
gardless of whether or not tax was withheld on such excludable 
amounts, employers must keep the records described by subdivisions 
(1) and (2) of section 31. 8401(a) — 1(b) (8) (ii) (b) of the Employment 
Tax Regulations. It is further stated therein that the fact that ex- 
cludable sick pay may be reported separately on Form W — 2 will not 
&elieve the employee of the necessity of submitting the statement which 
is required to be attachecl to his individual income tax return show- 
ing the computation of excludable sick pay and indicating the period 
or periods of absence, nature of illness or injury, and whether he was 
hospitalized. 

. 06 Employers having in efFect wage continuation plans have re- 
quested permission to iss'ue to their employees statements of excludable 
sick pay which such employees could attach to their individual income 
tax returns in lieu of the presently prescribed statement. These em- 

ployers point out that the determinations made by them of excludable 
sick pay are fully supported by the type of records specified in sub- 

divisions (1) and (2) of section 31. 6401(a) — 1(b) (8) (ii) (b) of the 
Regulations. It was suggested that adoption of such a procedure 
ivould be mutually advantageous to both the employer and the Service. 
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SEC. 3. PROCEDURE. 

. 01 Employers having wage continuation plans who keep the rec 
ords required by section 31. 3401(a) — 1(8) (ii) (b) of the Regulations 
may issue statements to their employees of. excludable sick pay which 
when attached to the employees' individual income tax returns, will 
satisfy the present requirements for a statement supporting the sick 
pay exclusion, provided the employer also complies with the follow- 
ing: 

1. Assumes full responsibility for the accuracy of the sick pay 
figures furnished to its employees and keeps the payroll records 
supporting such figures available for inspection by Internal Reve- 
nue Service personnel; 

0. Lists the excludable sick pay in a separate block on the Forms 
W — o furnished to the employees; (Listing on Forms W — o for 
the year 1956 may be shown separately. See Rev. Proc. 56 — 17, 
8upyiu. The Form W — 9 for 1957 will specifically provide a sepa- 
rate block for this purpose adjacent to the block for total wages 
paid. ) and 

3. Executes and issues to each employee involved a statement 
in substantially the forms illustrated in subsection . 02. 

. 09 Form of statement to be issued by employers. 

STATEMENT TO SUPPORT EXCLUDABLE SICK PA. Y 

(Name of employee) 

(Address or employee) 

On the 1956 withholding tax statement, Form W — 2, furnished to you by this 
corporation, sick pay excludable under section 105(d) of the Internal Revenue 
Code of 1954 in the aniount of $ is shown. If you claim this exclu- 
sion on your 1956 income tax return, the Internal Revenue Service instructions 
pertaining to the filing thereof require you to enclose with your return a de- 
tailed coniputation in support of such sick pay exclusion. However, in view 
of the payroll records maintained by us, we are authorized under Rev. Proc. 
57 — 1, I. R. B. 1957 — 2, to advise you that this statement will satisfy the Service's 
instructions and that, when you file your return, you may attach this state- 
ment thereto in lieu of the detailed computation required by the Service's 
instructions. 

I, the undersigned oflicer of the corporation, declare under the penalties 
of perjury t+at the excludable sick pay shown above is, to the best of my 
knowledge and belief, an accurate determination based upon the records 
of the corporation, wliich records are available for inspection by Internal 
Revenue personnel. 

B y 
(Name of employer) 

. 03 The foregoing statement was designed for use by a corporate 
employer. Whenever this statement is used by a partnership or a sole 
proprietor, it should be appropriately modified. 
SEC. 4. EFFECT ON OTHER DOCUMENTS. 

This Revenue Procedure modifies Revenue Procedure 56 — 17, C. B. 
1956 — 1, 1042, insofar as it relates to the statement to be furnished by 
employees in support of the sick pay exclusion. 
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Rev. Proc. 57 — 2 26 CFR 601. 810: Forms. 
(Also Section 601. 318. ) 
(Also Parts I and III — A, Section 7805. ) 

The format for alcohol and tobacco tax forms has been changed. 
As each form comes up for reprint or revision, it will be amended to 
conform to the new fora&at except where it is deemed advisable to 
reprint a form without change. Ivhere differences arise between 
existing terminology as to "part, " "section, " etc. , appearing in 
current regulations and the terminology appearing on the form, the 
latter will prevail. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to inform users of alcohol 
and tobacco tax forms of a basic change in the format of forms used in 
connection with alcohol and tobacco tax matters. 
SEC. 2. BACKGROUND. 

A. study of the various forms used in the Internal Revenue Service 
has disclosed some lack of uniformity in format as to forms used in the 
several divisions. Appropriate standards and guidelines have now 
been established for use in designing and simplifying forms used 
throughout the Internal Revenue, Service. 
SEC. 8 NATURE OF CEIANGE. 

. 01 For a number of years, many of the forms used in connection 
ivith alcohol and tobacco tax matters were printed so that major divi- 
sions of a form were designated as parts, identified by Arabic numbers. 
Several of the alcohol and tobacco tax regulations still identify such 
divisions of forms as "part 1, " "part 2, " etc. 

. 02 The new format is a complete reversal of this arrangement since 
it designates major divisions as sections, identified by Roman numerals, 
and designates subordinate divisions as parts, identified by capital 
letters. The new format also provides for Arabic numbering of 
lines and for lower case lettering of columns. 

SEc. 4. ScopE. 
Compliance with the new format is being achieved as rapidly as cir- 

cumstances permit. Practically all of the new forms recently issued, 
and recent revisions of other forms, are in accordance with the new 
format. However, in many instances, it has not been possible to 
comply since many forms have not come up for reprint, and in other 
instances contemplated changes in the use of a form make it advisable 
to reprint without revision. 

SEc. 5. EFFECT oiv OTHER DocUMENTs. 

lVhere differences arise between existing terminology as to "part, " 
"section, " etc. , appearing in current regulations, and the terminolog~y 

appearing on the form, the latter will prevail. The language of the 
regulations will be amended. 

SEC. 6. INQUIRIES. 

Inquiries with respect to this Revenue Procedure should refer to the 
number thereof and should be directed to the appropriate Assistant 
Regional Commisioner, Alcohol and Tobacco Tax. 
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26 CFR 601. 818: Forms. 

For the change in format of alcohol and tobacco tax forms, see Rev. 
Proc. 57 — 2, page 7O3. 

Rev. Proc. 57 — 8 

Procedures relating to applications f' or renewal of enrollments to 
practice before the Treasury Department and conditions under 
which renewals will be issued. 

SEOTICN 1. PURPosE. 
The purpose of this Revenue Procedure is to implement the pro- 

cedure prescribed in Department Circular 930 (Revised), C. B. 1959 — 9, 
275, for the renewal of enrollments to practice before the Treasury 
Department. 

SEC. 9. BACKGROUND. 

. 01 Enrollment to practice before the Treasury Department is gov- 
erned by Part. 10, Title 81 of the Code of Federal Regulations, which 
is printed in Treasury Department Circular 980 (Revised), supra. 
On October 17, 1956, there was published in the Federal Register an 
amendment to section 10. 6 of Title 31 CFR which revoked paragraph 
(e) thereof, and revised subdivision (d) thereof, to read as follows; 

(d) L&'zpiration and, renetoal of enrollment cards. — Every enrollment card 
issued after December 81, 1%1, shall become void five years after the date of 
its issuance. A holder of a void card is not eutitled to practice before the 
Treasury Department. Application for renewal of enrollment card may be 
made at any time during a twenty-four month period commencing twelve months 
before and ending twelve months after the expiration of an enrollment card. 
Such application shall be filed on Form 28A at such place or places as may be 
designated by the Director of Practice and there shall be anne~ed thereto the 
enrollment card last outstanding. Copies of Form 28A may be obtained from 
the Director of Practice and at the offices of district directors of internal 
revenue. 

. 02 Pursuant to the authority granted in the amendment above, 
the Director of Practice has designated the office of the District Direc- 
tor of Internal Revenue of the district, in which an applicant conducts 
his practice, as the place at which he must file his t"enema/ application 
unless such place of practice is in the Brooklyn, or Upper Manhattan, 
or Lower Manhattan District, in which event his application Inust 
be filed at the Office of the Regional Commissioner of Internal Reve- 
nue, New York, New York. His renewal application for an enroll- 
ment card may be made by filing Forln OSA, Application for Renewal 
of. Enrollment Card, in duphcate, with the enrollment card last 
issued attached thereto. Where the applicant is unable to attach his 
card last issued, a detailed explanation of the reason for such inability 
should be attached to his renewal application. 

. 08 Applications for enrollment, as distinguished from reenroll- 
ment, must, as heretofore, be filed at the Office of the Director of 
Practice, Internal Revenue Building, Washington 25, D. C. 
SEC. 8. REVIEW AND EVALUATION OF THE APPLICATIO¹ 

. 01 Renewal applications will be reviewed and determinations 
made as to whether: 

1. All question theron have been fully answered and the applica- 
tion has been duly executed; and 
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9. The enrollment card last issued is attnched; and 
8. The answers on the application are fnvornble to the applicant 

and no reasonable grounds are known to exist for questioning 
the truth thereof; nnd 

4. The application is not a questionnble one; and 
5. The applicntion luis been submitted within the time limit speci- 

fied in section 10. 6 (d) of Title 81 CFR, as amended. 
. 02 Where any question on the renewal application has not been 

fully answered or where such application has not been duly executed, 
the application will be returned to the applicant for completion and 
resubmission. 

. 08 Where the enrollment card last issued, or in lieu thereof an 
explanatory statement of the failure to submit the card is not attached, 
the applicant will be required to establish whether such failure is 
the result of mere oversight. 

. 04 3%here the application has not been. submitted within the time 
limit specified in section 10. 6(d) of Title 81 CFR, as amended, the 
applicant will be required to file an original application, Form 98, 
Application for Admission to Practice Before the Treasury Depart- 
ment at the OSce of the Director of Practice. 
SEC. 4. IssUANcE oF RENEwAL CARD. 

. 01 A renewal card mny be issued forthwith where there is a ful- 
fillment of each of the conditions above specified in section 8. 01. 

. 02 A renewal card may also be issued in those cases wherein the 
conditions set forth in section 8. 01 hereof have been subsequently 
fulfilled, or, ~herein any matter bearing unfavorably' upon the appli- 
cant's eligibility has been resolved favorably. 
SEc. 5. PRovIsICNs AGAINsT DIsRUPTICN oF ENRCLL&IENT. 

. 01 Where tlie card last issued has not expired and it is determined 
that a renewal card cannot be issued immediately, the unexpired card 
shall be returned to the applicant. 

. 09 An immediate investigation will be undertaken where an ex- 
pired enrollment card is subnutted and a renewal card cannot be issued 
immediately due to some derogatory information (other than the 
applicant's afhrmative answer to question 1 or 9 on his application) . 
SEC. 6. WITIIDRAWAL OF APPLICATION. 

Any request to v-ithdraw a renewnl applicntion must be in writing 
duly signed by the applicant. . A renewal application once filed be- 
comes an OScial record and cannot be returned to the applicant. 
E8ect shall be given, ho~ever, to n request to withdraw by advising 
the applicant in writing that liis request has been granted nnd noted 
upon the official records. After advising the npplicant tliat the 
granting of his request to withdraw has been noted on the OKcial 
records, further processing of liis application will be suspended. 

Rev. Proc. 57 — 4 96 CFR 601. 609': Forms and instructions. 
(Also Part I, Section 6011. ) 

Substitutes for Form 1042S, U. S. Annual Information Statement 
of Income Paid During 1957 Subject to Chapter 3, Internal Revenue 
434(3(' — 58 — 4( 
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Code, may be privately printed with slight -variations in format and 
used without specific approval of the Internal Revenue Service pro- 
vided they meet specified conditions with respect to physical 
characteristics. 

SECTION 1. I URPOSE. 

The purpose of this Revenue Procedure is to state the practice of the 
Internal Revenue Service relative to the acceptance of substitutes for 
Form 1042S, U. S. Annual Information Statement of Income Paid 
During 1957 Subject to Chapter 3, Internal Revenue Code, for filing 
purposes in lieu of the ofFicial form furnished by the Service. 

SEC. 2. SPECIFICATIONS. 

. 01 Substitutes for Form 1042S may be privately printed with 
slight variations in format, and used without specific approval of the 
Internal Revenue Service if the conditions enumerated in below section 
3 are met. 

. 02 The fourth copy of the forin is included in the oflicial assembly 
for the convenience of the withholding agent. Although there is no 
requirement that privately printed substitute forms inc~lude a fourth 
copy, withholding agents may find it desirable to make and retain such 
a copy. 
SEC. 3. CONDITIONS. 

. 01 Quatity of paper. — The substitute forms must be printed on 
paper of quality as good as that used by the Government. The paper 
must be of substantially the same weight and texture as that used in 
the oflicial form. 

02. Typography. — The type may not be smaller than the corre- 
sponding type on the oflicial form and must be as nearly as possible of 
the same font. 

. 08 Format. — The substitute forms must provide spaces for all 
the items (numbered 1 to 11) that are provided on Form 1042S. 

. 04 Dimensions. — The oflicial form is eight inches wide by three 
and one-half inches deep, exclusive of a half-inch snap stub on the 
left side of the form. The substitute forms may vary in width from 
seven to eight and one-half inches (exclusive of snap-stub), and in 
depth from three and one-third inches to three and two-third inches. 
The snap feature is not required on substitutes. 

. 05 Carbonized forms or "spot carbons. " Carbonized forms and 
"spot carbons" are not permissible. Interleaved carbon, if used, must 
be of good quality to preclude smudging and, preferably, black. 

. 06 The Government Printing Opec symbo4. — The Government 
Printing Oflice symbols must be omitted. 
SEC. 4, ADDITIONAL INSTRUCTIONS. 

. 01 Arrangement of assembly. — The parts of the assembly shall be 
arranged as follows: Original aiid duplicate, "For Internal Revenue"; 
triplicate "For payee"; and the quadruplicate copy "For Withholding 
Agent". 

. 02 8ubstitutes pre~iously approved. — Substitutes which furnish 
all information required on Form 1042S and which have been pre- 
viously approved by the Internal Revenue Service will be accepted 
without further approval. Previously approved substitutes which do 
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not fully comply with specifications as to size will continue to be 
accepted for the present. A reasonable amount of time will be per- 
mitted for correction of any existing differences in size specifications. 
SEC. 5. ALTERNATIVE METHODS. 

. 01 Listing investment income for custodial account8. — Listing all 
investment income for one payee on one sheet will be permitted with- 
out prior approval, providing the following conditions are met: 

a. Not more than one payee's income may be covered by one 
sheet. The payee's name and address must be listed at the top 
of each sheet. 

b. All of the inforlnation required on Form 104OS must be fur- 
nished and the gross amount of income paid and the tax with- 
held must be indicated. 

c. The name of the foreign country, the nature of the income, 
and the withholding rate must be clearly shown. 

d. The total width of the sheet must not, exceed eight and one-half 
inches. 

e. The list shall be submitted to the Internal Revenue Service, 
in duplicate, and treated as a Form 104OS for summarizing 
and filing purposes. 

Copy for payee. — If complete information as to the amount of 
income paid and tax withheld has been furnished to the payee with 
the dividend check, or in any other manner, it will not be necessary 
to furnish the triplicate copy of Form 1042S to the payee. 
SEc. 6. SUBSTITUTES NGT MEETING ABovE CGNDITIGNs. 

Proposed substitute forms which do not meet the conditions stated 
above should be forwarded by letter to the Director of International 
Operations, Internal Revenue Service, Attention IOD: C: CRP, 
Washington 25, D. C. 

(Also Part I, Section 503. ) Rev. Proc. 57 — 5 

Procedures as to the issuance, by the National Office, of regis- 
tered notification letters and the granting of conferences with 
respect to cases involving prohibited transactions within the con- 
templation of section 503(c) of the Internal Revenue Oode of 1054. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to set forth procedures 
as to the issuance, by the National OSce, of registered notification 
letters and the granting of conferences with respect to cases involving 
prohibited transactions within the contemplation of section 508(c) 
of the Internal Revenue Code of 1954. 

SEC. 2. BACKGROUND. 

Section 508(a) of the Code denies exemption to organizations de- 
scribed in section 501(c) (8), except those excluded under subsection 
(b), and employees' trusts which are qualified under section 401(a), 
which engage in prohibited transactions as described in section 503 (c) 
of the Code. If the prohibited transaction is entered into with the 
purpose of diverting corpus or income of the organization from its 



728 

exempt purposes, and such transaction involves a substantial part 
of the corpus or income of the organization, it loses its exempt status 
forthwith and no notice is required. In other cases, however, exeinp- 
tion is denied only for taxable years after the taxable year during 
which the Commis'sioner issues a notice by registered or certified mail 
addressed to the organization at its last, known address. 

SEC. 8. NOT1ZICAT1ON T1IROUG11 NATIONAL OFFICE. 

Information obtained, and facts developed, by District Directors' 
OSces upon examination of tax returns or through other sources, with 
respect to prohibited transactions, will be forwarded to the National 
Ofhce with appropriate recommendations. The National OfFice will 
consider such information, and other information coming directly 
to its attention, for the purpose of determining whether a prohibited 
transaction has been entered into and, if so, for the issuance of the 
notice. 
SEC. 4. CONFERENCES. 

. 01 The organization involved may be granted a conference at 
the National OfFice, relative to a determination whether a prohibited 
transaction has been entered into, either before or after the issuance 
of the notice. A conference will usually be granted in advance of 
issuance of the notice where the case reaches the National Once 
during the early part of a taxable year and it appears that action 
can be completed before the close of such year. In other cases, a 
conference will be granted after the notice is issued and, if it is 
determined that the notice was issued in error, it will be rescinded 
as of the date of issuance. Where an organization is advised through 
a District Director's OSce that the case has been forwarded to the 
National OfFice for a determination whether a prohibited transaction 
has been entered into, it may make a written request for a conference 
and submit a brief or statement directly to the National Office after 
filing copies with the District Director and stating that such copies 
have been filed. Where an organization is not so advised through a 
District Director's ofFice, it may be advised through the National Once 
that it may request a conference and submit a brief or statement. Such 
advice will be issued if, in the opinion of the National Once, it appears 
that action can be completed before the close of the taxable year in 
which the information was obtained. In other cases, where the notice 
is issued, the organization may then request a conference and submit 
a brief or statement. 

. 02 If a conference is requested, a time and place will be set and 
the organization advised. The organization may be represented by 
a, n ofFicer, or trustee, or by a fully authorized regula, r employee, or 
by a person who is enrolled to practice before the Treasury Department 
and duly authorized to appear on its behalf. A determination will 
be made after consideration of all the facts presented, conferences, 
discussions, and briefs and statements submitted, and the organization 
will be notified by the National Office as to such determination. 

SEC. 5. EFFECTIVE DArE. 
This Revenue Procedure is etTective immediately. 
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Also Part I, Section 6501; 26 CFR 801. 6501(c) — 1) Rev. Proc. 57 — 6 
g Also Part II, Section 275; Regulations 118, 

Section 30. 275 — 1. ) 
It is the policy of the Internal Revenue Service to secure a consent, 

extending the statutory period of linutation upon assessnrent of 
income and profits tax, only in a case involving unusual circum- 
stances. It is the purpose of the Service to keep to an absolute 
minimum the number of consents obtained from taxpayers. 

The Internal Revenue Service has been asked to state its policy and 
issue a, guide for taxpayers and practitioners regarding the circum- 
stances under which the securing of a waiver or consent provided for 
by section 6501(c) (4) of the Internal Revenue Code of 1954, to extend 
the period of limitation upon assessment of income and profits tax, 
is appropriate. 

It has been the long-established policy of the Service to secure a 
consent, extending the statutory period of limitation, only in a case 
involving unusual circumstances. An examining okcer must have 
the approval of his group supervisor prior to requesting a consent. 
Approval will not be granted in any case where previous contact with 
the taxpayer has not been lnade, except where compelling reasons 
exist. 

It is the policy and purpose of the Service to keep to an absolute 
minimum the number of consents obtained from taxpayers. The audit 
program of the Service is set up to obtain the completion of the 
examination of returns within the present statutory period of limi- 
tation wherever possible. Nevertheless, situations arise which make 
it impossible for the examining oflicer~s to complete some of their 
examinations within the statutory period. As an example, an issue 
involved in a particular taxpayer's case may be similar to an issue 
in litigation in the case of another taxpayer or the same issue may 
be pending decision by the courts with reference to some other year 
of the same taxpayer. Obviously, in an instance of this nature, the 
examination cannot be satisfactorily completed until such time as the 
court's decision has been rendered and the issue resolved. 

Similarly, where disagreement exists regarding some complex or 
intricate question of fact or doubtful issues of law and sufiicient time 
does not remain within the statutory period to permit the taxpayer 
to gather the necessary data to support his contentions and to avail 
himself of his conference and appellate rights, there is no alternative, 
in the interest of a practical administration of the tax laws, but to 
request a consent from the taxpayer, extending the statutory period of 
limitation, in order to arrive at an equitable solution to the problem 
involved. 

Also, ~here a net operating loss is to be applied as a carry back, 
suScient time may not remain to complete the necessary audit action 
within the regular period and, accordingly, an extension of the period 
of limitation is obtained, an action of mutual benefit to the taxpayer 
and the Governmen. t. In these examples, and in other instances, the 
possibility exists that an additional or renewal consent may be found 
necessary. However, it is the policy of the Service to restrict addi- 
tional consents to such cases as where the circumstances are, ordinarily, 
bevond the control of the Service and a further extension is fully justi- 
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fied in the opinion of the supervisory OScials concerned, after a thor- 
ough review of all the facts present in the case. 

26 CFR 601, 818: Forms. Rev. Proc. 57 — 7 
(Also Part I, Section 5741; Section 275. 132. ) 

Form 2141, Record To Be Kept by Manufacturer of Tobacco, has 
been issued for use by manufacturers of tobacco beginning with 
records covering transactions on and after January 1, 1057. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to announce the issuance 
of Form 2141, Record To Be Kept by Manufacturer of Tobacco, and 
to provide instructions and guidelines for the proper recording of the 
iniormation required by section 275. 132 of the Regulations relating 
to Manufactured Tobacco (Manufacturers, Importers, and Dealers). 
SEC. 2. DESCRIPTION OF FORvi 2141. 

Form 2141 consists of a single sheet 21 by 16 inches perforated on 
a center fold line to make a double sheet 101/2 by 16 inches. The form 
contains five sections, namely, section I, Account of Tobacco Materi- 
als Received; section II, Account of Tobacco Materials Shipped, 
Delivered, Lost, and Destroyed; section III, Account of Manufactured 
Tobacco; section IV, Account of Stamps; and section V, Account of 
Taxpaid Manufactured Tobacco Received. These are designed to 
record such operations and transactions for a period of one month. 

SEC. 3. ISSUANCE. 

Prior to January 1, 1957, each Assistant Regional Commissioner, 
Alchol and Tobacco Tax, will furnish an initial supply of six copies 
of Form 2141 to every tobacco manufacturer in his region. The form 
will be used by such manufacturers covering transactions on and after 
January 1, 1957. 
SEC. 4. USE. 

The headings of the accounts and columns and the footnotes on the 
form provide appropriate reference and general instructions to guide 
the manufacturer in recording the required information. Ho~ever, 
additional instructions are furnished with respect to the recording of 
the following operations and transactions to insure a clear under- 
standing of the major changes made in the record: 

. 01 Receipt and disposition of tobacco materia. — The receipt 
of tobacco materials into the factory and the subsequent shipment, 
delivery, loss, or destruction of such tobacco materials shall be re- 
corded under only the two classifications of unstemmed tobacco (to- 
bacco from which the stem or mid-rib has not been removed) and 
other tobacco materia'ts (all other tobacco materials, including stems- 
if received or if shipped or delivered to manufacturers of tobacco 
products, dealers in tobacco materials, or for purposes other than 
fertilizers, insecticide, or nicotine — but not including waste). A 
separate entry shall be made in the record with respect to each receipt, 
shipment, or other disposition of tobacco materials. 

. 02 Receipt of Mntaapaid manufactured tobacco. — The receipt of 
untaxpaid manuiactured tobacco from another factory, in export 
warehouse, customs custody, and by withdrawal from the market, 
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shall be recorded as a combined single daily entry in section III of 
the form, in the column headed "Received Without Payment of Tax. " 
However, with respect to such manufactured tobacco withdrawn from 
the market, the manufacturers should first determine the disposition 
to be made thereof and so record only that quantity of manufacture ed 
tobacco that is to be reworked, reconditioned, or reduced to materials. 
The quantity of manufactured tobacco which is reduced to materials 
shall then also be recorded in section III in the column headed "Re- 
duced to Materials. " The quantity of tobacco materials obtained 
from such reduction of manufactured tobacco shall then also be re- 
corded in section I of the form. 

. 03 Receipt of to@paid manufactured tobacco. — The receipt of 
taxpaid manufactured tobacco into the factory and the subsequent 
disposition of such manufactured tobacco shall be recorded in section 
V of the form. The manufactured tobacco to be recorded in this 
section includes the taxpaid tobacco received from another factory, 
and the taxpaid tobacco of the manufacturer which is returned to the 
factory, for reshipment in the sa, me condition as received. 

. 04 Loss and destruction of rrmnufactured tobacco. — The loss or 
destruction of. manufactured tobacco which has been recorded as 
manufactured, or as recived without payment of tax, and which is 
lost or destroyed prior to removal from the factory, shall be recorded 
in section III of the form, in the column headed "Lost and 
Destroyed. " 

. 05 Loss, destruction, and muti7iation of stamps. — The loss, de- 
struction& or mutilation of stamps which have been recorded as re- 
ceived (including those affixed to packages which have not been 
removed from the factory) shall be recorded in section IV of the 
form, in the column headed "Lost, Destroyed, and Mutilated. " 

. 06 Reduction of manufactured tobacco to rnateriats. — The re- 
duction to tobacco materials of manufactured tobacco which has been 
recorded as manufactured, or as recived without payment of tax, 
shall be recorded in section III of the form, in the column headed 
"Reduced to Materials. " 
SEG. 5. EFFECT ON OTHER DOGH1IENTs. 

. 01 Section 9 of Revenue Procedure 55 — 11, C. B. 1955 — 2, 919, which 
established an interim procedure pending the issuance of Form 2141, 
will not be applicable as to records covering transactions on and after 
January 1, 1957. 

09 Section 3 of Revenue Procedure 56 — 3, C. B. 1956 — 1, 1018, is 
modified to refer to Form 2141, in line of Form 74, Book to be Kept by 
Manufacturers of Tobacco and SnuB, -as to transactions on and after 
January 1, 1957. 

. 03 Revenue Ruling 56 — 76, C. B. 1956 — 1, 548, which prescribed a 
uniform procedure for the keeping of tobacco, cigar, and cigarette 
factory records, is hereby superseded as to manufactured tobacco 
records maintained on and after January 1, 1957. 

SEC. 6. IN''TRIES. 
Inquiries in regard to this Revenue Procedure should refer to the 

number thereof and should be directed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 
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26 CFR 601. 318: Forms. 
(Also Part I, Section 5741; Section 270. 142. ) 

Form 2142, Record to be Kept by Manufacturer of Large Cigars, 
and Form 2143, Record to be Kept by Manufacturer of Small Cigars 
and Large and Small Cigarettes, have been issued for use by manu- 
facturers of cigars and cigarettes, beginning with records covering 
transactions on and after January I, 1057. 

Rev. Proc. 57-8 

SEcTIQN 1. PURPosE. 
The purpose of this Revenue Procedure is to announce the issuance 

of Form 2142, Record to be Kept by Manufacturers of Large Cigars, 
and Form 2148, Record to be Kept by Manufacturers of Small Cigars 
and Large and Small Cigarettes, and to provide instructions and 
guidelines for the proper recording of the information required by 
section 270. 142 of the Regulations relating to Cigars and Cigarettes 
(Manufacturers, Importers, and Dealers). 
SEc. 2. DEscRiPTioN oF FoRMs 2142, 2142 — A, ~Nn 2143. 

Form 2142 consists of a single sheet 21 by 16 inches perforated. on 
a. center fold line to make a double sheet 101/2 by 16 inches. The form 
contains three sections, namely, section I, Account of Tobacco Ma- 
terials Received; section II, Account of Tobacco Materials Shipped, 
Delivered, Lost, and Destroyed; and section III, Account of. Large 
Cigars. These aire designed to record such operations and transactions 
for a period of one month. A supplemental Form 2142 — A, printed as 
a single sheet 101/2 by 16 inches, containing section IV, Account of 
Stamps, and. section V, Account of Taxpaid Large Cigars Received, 
is provided for use by a, manufacturer of large cigars using stamps for 
taxpayment and by a manufacturer receiving into his factory taxpaid 
large cigars. Form 2148 is identical to Form 2142 in size and design, 
and contains five sections, namely, sectio'n I, Account of Tobacco 
Materials Received; section II, Account of Tobacco Materials 
Shipped, Delivered, Lost, and Destroyed; section III, Account of 
Small Ciga, rs, Large Cigarettes, or Small Cigarettes; section IV, 
Account of Stamps; and section V, Account of Taxpaid Small Cigars, 
Large Cigarettes, or Small Cigarettes Received. 

SEC. 3. ISSUANCE. 

Each Assistant Regional Commissioner, Alcohol and Tobacco Tax, 
will furnish an initial supply of six copies of Form 2142 or Form 
2148, as the case may be, to each manufacturer in his region for use 
to cover transactions on and after January 1, 1957. 
SEC. 4. USE. 

The headings of the accounts and columns and the footnotes on the 
forms provide appropriate reference and general instructions to guide 
the manufacturer in recording the required information. However, 
additional instructions are furnished with respect to the recording of 
the following operations and transactions to insure a clear under- 
standing of the major changes made in the records: 

. 01 Receipt and disposition of tobacco materials. — The receipt 
of tobacco materials into the factory and the subsequent ship- 
ment, delivery, loss, or destruction of such tobacco materials shall 
be recorded under only the two classifications of unstemmed 
tobacco (tobacco from which the stem or mid-rib has not been 



removed) and other tobacco materials (all other tobacco materials, 
including stems — if received or if shipped or delivered to manu- 
facturers of tobacco products, dealers m tobacco materials, or for 
purposes other than fertilizer, insecticide, or ificotine — but not 
including waste). A separate entry shall be made in the record 
with respect to each receipt, shipment, or other disposition of 
tobacco materials. 

. 02 Receipt of untaapaid cigars and cigarettes. — The receipt 
of untaxpaid cigars or cigarettes from another factory, an export 
warehouse, customs custody, and by withdrawal from the market, 
shall be recorded as a combined single daily entry in section III 
of the appropriate form, in the column headed "Received With- 
out Payment of Tax. " However, with respect to such cigars and 
cigarettes withdrawn from the market, the manufacturers should 
firs determine the dispostion to be made thereof. and so record 
only those cigars or cigarettes that are to be reworked, recon- 
ditioned, or reduced. to materials. Those cigars or cigarettes 
which are reduced to materials shall then also be recorded in sec- 
tion III in the column headed "Reduced to Materials. " The 
quantity of tobacco materials obtained from such reduction of 
sigars or cigarettes shall then also be recorded in section I of the 
appropriate form. 

. 03 Receipt of taxpaid cigars and cigarettes. — The receipt of 
taxpaid cigars or cigarettes into the factory and the subsequent 
disposition of such cigars or cigarettes shall be recorded in section 
V of the appropriate form. The cigars or cigarettes to be re- 
corded in this section include those taxpaid cigars or cigarettes 
received from another factory, and those taxpaid cigars or cigar- 
ettes of the manufacturer which are returned to the factory, for 
reshipment in the same condition as received. 

. 04 Loss and destruction of cigars and cigarettes. — The loss or 
destruction of cigars or cigarettes which have been recorded as 
manufactured, or as received without payment of tax, and which 
are lost or destroyed prior to removal from the factory, shall 
be recorded in section III of the appropriate form, in the column 
headed "Lost and Destroyed. " 

. 05 Loss, destruction, and muti7ation of stamps. — The loss, 
destruction, or mutilation of stamps which have been recorded 
as received (including those aKxed to packages which have not 
been removed from the factory) shall be recorded in section IV of 
the appropirate form, in the column headed "Lost, Destroyed, and 
Mutilated. " 

. 06 Reduction of cigars and cigarettes to materials. — The re- 
duction to tobacco materials of cigars or cigarettes which have 
been recorded as manufactured, or as received without payment of 
tax, shall be recorded in section III of the appropriate form, in 
the column headed "Reduced to Materials. " 

SEG. 5. EFFEGT ON OTHER DocvMKNTs. 

. 01 Section 10 of Revenue Procedure 55 — 12, C. B. 1955 — 2, 914, which 
established an interim procedure pending the issuance of Forms 2142 
and 2143, will not be applicable as to records maintained on and after 
January 1, 1957. 



. 02 Section 8 of Revenue Procedure 56-8, C. B. 1956 — 1, 1018, is 
modified to refer to Forms 2142 and 2148, in lieu of Form 78 — Part ], 
Book to be Kept by Manufacturers of Large Cigars, and Form 78— 
Part 2, Book for Use by Manufacturers of Small Cigarettes, Large 
Cigarettes, or Small Cigars, respectively, as to transactions on and 
after January 1, 1957. 

. 08 Revenue Ruling 56 — 76, C. B. 1956 — 1, 548, which prescribed a 
uniform procedure for the keeping of tobacco, cigar and cigarette 
factory records, is hereby superseded as to cigar and cigarette records 
maintained on and after January 1, 1957. 
SEC. 6. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should refer to the 
number thereof and should be directed to the Assistant Regional 
Commissioner, Alcohol and Tobacco Tax. 

26 CFR 601. 811: Imposition of taxes; regula- 
tions. 

(Also Part I, Section 7805; Sections 270. 158 
and 275. 142. ) 

Procedure is established with respect to the receipt into tobacco 
products factories of packages of taxpaid tobacco products, includ- 
ing such products received from another factory, for the purposes of 
reshipment in the same packages in which received, without rework- 
ing, reconditioning, or other rehandling. 

SEGTIQN 1. PvRPosE. 
The purpose of this Revenue Procedure is to establish certain basic 

procedures to be followed by manufacturers of tobacco products in 
connection with the receipt of taxpaid tobacco products on and. after 
January 1, 1957. 
SEC. 2. PRODVCTS WHICH MAX RE RECEIvED. 

The receipt into tobacco products factories of packages of tobacco 
products on which the tax has been paid, by stamps or by returns, is 
permissible, including such products received from another factory, 
for purposes of reshipment in the same packages in which received, 
without reworking, reconditioning, or other rehandling. However, 
a manufacturer may receive into his factory only the kind of product 
which he is authorized to produce in the factory, In this connection 
see Revenue Ruling 56 — 141, C. B. 1956 — 1, 548, relative to transfers of 
tobacco products from one factory to another. 
SEc. 8. APPLIcATIoN. 

A manufacturer of tobacco products must, prior to receipt of tax- 
paid products into the bonded factory, make application to, and 
receive permission from, the Assistant Regional Commissioner, Alco- 
hol and Tobacco Tax, for the region in which his factory is located, 
to do so. The application should show the name of the manufacturer 
of the product and the quantity, kind, and class designation (in the 
case of large cigars) of the tobacco product to be received into the 
bonded factory premises. Where it is decided to receive tobacco 
products into the bonded premises under a continuing arrangement, 
the Assistant Regional Commissioner may grant a blanket authority 



upon proper application therefor. However, the manufacturer must 
furnish the information indicated above with respect to each lot or 
shipment received. 
SEC. 4. IDENTIFICATION. 

Such taxpaid tobacco products received must be stored, segregated, 
or labeled in such manner as to make them readily identifiable as 
taxpaid products received and they must be accessible for inspection 
by any internal revenue OScer upon his request. 

SEc. 5. AccoUNTING. 
In connection with the revenue accounting for taxpaid tobacco 

products received, the new records required to be kept by manu- 
facturers of tobacco products, to be issued for use beginning January 
1, 1957, will provide, in section V, a separate account for the recording 
of the receipt of ta, xpaid toba, cco products and the subsequent dispo- 
sition thereof. See in this connection Rev. Proc. 57 — 7, page 730, and 
Rev. Proc. 57 — 8, page 732. These records are Form 2141, Record to 
be Kept by Manufacturer of Tobacco, Forms 2142 and 2142 — A, Record 
to be Kept by Manufacturer of Large Cigars, and Form 2143, Record 
to be Kept by Manufacturer of Small Cigars and Large and Small 
Cigarettes. No other debit or credit entry of such products, or of 
any stamps aSxed to the packages of such products, shall be made in 
such forms with respect to taxpaid tobacco products so received. or 
disposed of. Further, such products shall not be included in any 
inventory or report required to be made by tbe manufacturer. 

SEc. 6. TAXPAID PRQDUGTs REcEIVED To BE REwoRKED) REcoNDITICNED~ 
ETC. 

The procedure set forth in section 5 hereof is not to be confused with 
the procedure to be followed with respect to tobacco products on which 
tax has been paid where such products are to be taken up in the factory 
records as untaxpaid products received because they are to be re- 
worked, reconditioned, or otherwise rehandled, or claim is to be filed 
for refund of the original tax paid, since such products will not be 
entered in the separate account under section V of the revenue records 
referred to in section 5. 
SEC. 7. EFFECT ON OTHER DOCUMENTS. 

The penultimate paragraph of Revenue Ruling 56 — 141, supra, is 
hereby superseded as to factory records maintained on and after 
January 1, 1957. 
SEC. 8. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should refer to the 
number thereof and should be directed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

Rev. Proc. 57 — 10 (Also Part I, Section 167; 26 CFR 1. 167(d)-1. ) 
Form to be used for executing agreements as to useful life, method 

and rate of depreciation of business property provided for by section 

IS7(d) of the Internal Revenue Code of 1M4 and the Income Tax 
Regulations thereunder. In addition, procedural instructions are 
also prescribed relative to entering into and modifying such 
agreements. 



SECTION 1. PHRPOSE. 

The purpose of this Revenue Procedure is to prescribe the form to 
be used for executing agreements as to useful life, method and rate of 
depreciation of business property provided for by section 167(d) of 
the Internal Revenue Code of 1954 and the Income Tax Regulations 
thereunder. In addition, procedural instructions are also prescribed 
relative to entering into and modifying such agreements. 

SEC. 2. AI PLICATION EOR AGREEhIENT. 

. 01 Action to initiate an agreement, Form 2271, Agreement as to 
Useful Life, Method and Rate of Depreciation of Property (see 
exhibit A), under section 167(d) of the Code will be taken by the 
taxpayer. The taxpayer should submit an application, prepared in 
accordance with section 1. 167(d) — 1 of the Income Tax Regulations, 
to the District Director of Internal Revenue for the district in which 
the taxpayer's return is required to be filed. 

. 02 If the taxpayer's request for an agreement does not conform 
substantially to the instructions in section 1. 167(d) — 1 of the Income 
Tax Regulations, he will be invited to resubmit the application in 
accordance with such regulations. 

. 08 If, on review of the application, it is determined that the tax- 
payer has provided the required data and. that, there are no statements 
or proposals which require investigation, the agreement and related 
schedules will be prepared in accordance with the instructions printed 
on the back of Form 2271. The application itself may be attached 
as schedules to, and made a part of, the agreement if it is suitable for 
this purpose. 

. 04 Before the agreement can be prepared, it may be found neces- 
sary to obtain additional information from the taxpayer or to make 
a field examination of the taxpayer's return or returns for the taxable 
year or years immediately preceding the first taxable year to be cov- 
ered by the agreement. It may also be necessary to make a physical 
examination of the property covered by the application for an agree- 
ment. 

. 05 If the agreement is to provide for a method of depreciation 
different from tliat in use by the taxpayer prior to the efFective date 
of the agreement, the permission of the Commissioner to make such 
change will be required. See section 1. 167(e) — 1 of the Income Tax 
Regulations. 
SEc. 8. PREPARATIoN oF THE AGREEMENT) FGRM 2271. 

. 01 After all necessary preliminary action has been taken, it will be 
the responsibility of the District Director to prepare Form 2271 
and to attach thereto the copies of the required schedules. 

. 02 Upon completion of Form 2271, the original and all copies will 
be forwarded to the taxpayer for signature. The taxpayer will then 
return the original and all copies for the signature of the District 
Director. 

. 08 Two signed copies of Form 2271 will be returned to the tax- 
payer, one for filing with the return for the first taxable year affected 
by the agreement and the other for the taxpayer's files. The Ofhce 
in which the form was prepared will retain the original as a part of 
its records. 
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SEC. 4. PERIQD or TIME CovERED BY' THE AGREEMENT. 
In neither section 167(d) of the Code nor the Income Tax Regula- 

tions thereunder is provision made for limiting the period covered 
by the agreement, except that such agreement shall be binding on 
both parties from the effective date until such time as facts and cir- 
cumstances may be shown to exist which were not taken into account 
in making the agreement. However, an agreement may be made effec- 
tive for a period less tlian the useful life of the property covered 
by the agreement. If the parties to the agreement wish to limit its 
effective period, the words "~ * ~ and to subsequent taxable years 
* * *" appearing in the second paragraph of Form 2271 will be 
deleted and, in the space provided for the entry of the beginning 
date, there will also be inserted the ending date of the period to be 
covered by the agreement. 

SEc. 5. COMBINED AssET AccoUNTs. 
Section 1. 167(a) — 7 of the Income Tax Regulations provide that 

depreciable property may be accounted for by the taxpayer by treat- 
ing each individual item separately or by combining two or more 
assets into a single account. An agreement on Form 2271 may be 
entered into with respect to any of the combined asset accounts de- 
scribed in the regulations, or with respect to such other types of de- 
preciation accounts as have been established by the taxpayer. 
SEC. 6. PROPERTY ACQUIRED SUBSEQUENT To AGREEMENT. 

The provisions of an agreement on Form 2271 shall not be extended 
to depreciable property acquired subsequent to the date the agreement 
was entered into. However, if subsequently acquired property having 
the same characteristics as the property covered by the agreement is 
depreciated by the taxpayer consistently with the rates, method and 
useful life stated in the agreement, the effect will be to minimize sub- 
sequent adjustments to such acquisitions. 

SEC. 7. FACTS AND CIRCUMSTANCES JUSTIFYING MODIFICATION OF AN 
AGREEMENT. 

In the course of examinations undertaken after the effective date 
of an agreement, the Internal Revenue Service will give careful atten- 
tion to physical assets, asset accounts and depreciation reserve accounts 
and to any facts or circumstances which were not taken into account at 
the time of making the agreement. However, modification or cancella- 
tion of an existing agreement wiH not be proposed by the Internal 
Revenue Service unless there is a clear and convincing basis for a 
modification. Procedure with respect to modification as set forth in 
section 1. 167(d) — 1 of the regulations will be followed in all cases. 

SEC. 8. EXISTING AGREEMENTS. 

Existing agreements entered into between the ta, xpayer and the 
Internal Revenue Service in accordance with procedures established 
prior to the effective date of the 1954 Code provisions will be continued 
in efFect, except that such agreements will have no application to prop 
erty described in section 167(c) of the 1054 Code if the taxpayer de- 
sires to compute the allowance for depreciation with respect to such 
property in accordance with a method of rate of depreciation per- 
mitted by section 167(b) (2), (6), or (4) of the Code. 



SEC. 0. INQUIRIES. 

Inquiries relating to this Revenue Procedure may be addressed to 
the appropriate OKce of the District Director of Internal Revenue. 

EXHIBIT A 

FORM 2271 
DEc. 1956 

U, S. TREASURy DEPARTMENT — INTERNAL REvENUE SERvlcE 

AGREEMENT AS TO USEFUL LIFE METHOD AND RATE 
OF DEPRECIATION OF PROPERTY 

(See instructions on ror erst) 

Tnrs AOREEMENT is made in quadruplicate under and in pursuance of section 
167(d) of the Internal Revenue Code of 1954, by and between 

Name of taxpayer 

Address from which return will be filed 

and the Commissioner of Internal Revenue, by his authorized delegate. 

The parties hereto mutually agree that the estimated remaining useful life, 
method and rate of depreciation of the property or properties shown and described 
in the schedule or schedules (consisting of pages) attached to and made a 
part of this agreement, shall be applicable to the taxable year beginning on 

and to subsequent taxable years, and shall be binding on the 
parties until such time as one of the parties hereto establishes facts and circum- 
stances which were not taken into account in the adoption of this agreement, 
and which justify a modification hereof. Any change in the agreed esti- 
mated remaining useful life, method or rate specified in the schedules made a part 
of this agreement shall not be effective for taxable years before the taxable year 
in which notice is sent by registered mail by the party to the agreement propos- 
ing the change to the other party. It is understood that this agreement does 
not bind the parties as to thc basis of properties shown for information purposes 
in the attached schedules. 

EFFECTIVE DATE OF THIS ACREEMENT 

SIONATURE OF TAXPAYER 

BY DATE 

CORPORATE 
SEAL 

ACCEPTED FOR THE COMMISSIONER OF INTERNAL REVENUE BY DATE 

TITLE 
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26 CFR 601. 818: Forms. Rev. Proc. 57-11 
(Also Part I, Sections 5721, 5722. ) 

Manufacturers of tobacco products will, as of January 1, 1957, 
show all tobacco materials under only the classifications of Nn- 
stewmed tobacco and other tobacco materials on all their inventories 
and reports. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to furnish instructions 
relative to the manner of reporting tobacco materials by manu f acturers 
of tobacco products in their inventories and reports, after January 
1, 1957. 
SEC 2 INVENTORY') FORM 2180 oR 2181 ~ 

In any inventory required to be made after January 1, 1957, on Form 
2180, Inventory — Manufacturer of. Tobacco, or Form 2181, Inven- 
tory — Manufacturer of Cigars and Cigarettes, manufacturers of 
tobacco products shall show all tobacco materials under only the two 
classifications of tsmtemmed tobacco (tobacco from which the stem or 
mid-rib has not been removed) and other tobacco materia (all other 
tobacco materials, including stems if received or intended for use in 
manufacture, but not including waste). 
SEc. 8. MoNTHLY REPQRT, FCRM 2184 oR 2186. 

Beginning with the report for the month of January, 1957, manu- 
facturers of tobacco products shall show in the report, Form 2184, 
Monthly Report — Manufacturer of Tobacco, or Form 2186, Monthly 
Report — Manufacturer of Cigars and Cigarettes, as the case may be, 
all tobacco materials under only the two classifications of unstemmed 
tobacco (tobacco from which the stem or mid-rib has not been re- 
moved) and other tobacco material (all other tobacco materials, 
including stems if received or if shipped or delivered to manufac- 
turers of tobacco products, dealers in tobacco materials, or for purposes 
other than fertilizer, insecticide, or nicotine, but not including waste) . 
SEC. 4. MODIFICATION OF PRESENT FORMS. 

Until the inventory and the report forms are revised, manufacturers 
of tobacco products should appropriately modify section I of such 
forms to show only the two classifications of tsnstemmed tobacco and 
other tobacco maferials. 

SEC. 5. INTERNAL REVENUE RECORDS OF MANUFACTURERS. 

This manner of reporting tobacco materials is consistent with the 
way manufacturers will record tobacco materials in the new internal 
revenue records, Form 2141, Record To Be Kept by Manufacturer 
of Tobacco, Form 2142, Record To Be Kept by Manufacturer of Large 
Cigars, and Form 2148, Record To Be. Kept by Manufacturer of Small 
Cigars and Large and Small Cigarettes, which will be issued for 
use beginning January 1, 1957. 

SEC. 6. EFFECT ON OTHER DocUMENTs. 

. 01 The instructions contained in paragraph three of Revenue Pro- 
cedure 56 — 8, C. B. 1956 — 1, 1018, are not, applicable as to inventories 
submitted on and after January 1, 1957. 
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. 09 The provision of Revenue Ruling 56 — 74, C. B. 1956 — 1, 541, re- 
quirin« transactions in tobacco materials to be reported under the 
classifications of unstemmed and stemmed leaf tobacco, is hereby modi- 
fied to require such reporting under the classifications of unstemmed 
tobacco and other tobacco materiaLs as to reports submitted on and 
after January 1, 1957. 
SEC. 7. IN@UIRIEs. 

Inquiries in regard to this Revenue Procedure should refer to the 
number thereof and should be directed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

26 CFR 601. 609: Forms and instructions. 
(Also Part I, Section 56M; 801. 65M — 1. ) 

Rev. Proc. 57 — 12 

A. taxpayer may execute a waiver, Form 2207, Waiver of Regis- 
tered Mail Notification of Claim Disallowance, of the requirement 
that a registered notice of disallowance of a claim be issued where 
and agreement is secured at the conclusion of an investigation or 
conference. A. taxpayer may, however, request the opportunity to 
execute the waiver at any time prior to issuance of the registered 
notice. 

SEGTIoÃ 1. PURPosE. 
The purpose of this Revenue Procedure is to prescribe Form o297, 

SVaiver of Registered Mail Notificatio of Claim Disallowance, wliich 
is to be used where a taxpayer expresses his willingness to execute a 
waiver of the requirement that a notice of disallowance of a claim for 
refund be sent to him by registered mail. 

SEC 9. AUTIioniry. 
Section 6532(a) (1) of the Internal Revenue Code of 1954 states in 

part that no suit or proceeding for recovery of an internal revenue 
tax, penalty, or other sum shall be begun more than two years after 
the date of issuance by a District Director of Internal Revenue or an 
Assistant Regional Commissioner of a registered notice of disallow- 
ance of the part of the claim to which the suit of proceeding relates. 
Section 65M(a) (8) provides that if a taxpayer files a written waiver 
of the requirement that he be mailed a notice of disallowance, the two- 
year period referred to shall begin on the date the waiver is filed. 
This Revenue Procedure is applicable only with respect to income, 
estate, gift, employment and excise taxes (other than alcohol, tobacco 
and cer~tain other excise taxes prescribed by Subtitle E) imposed by 
the Internal Revenue Code of 1954. 
SEC 8. PROCEDURE. 

. 01 If, in a case involving the disallowance in full or in part of a 
claim for refund, an agreement is signed at the conclusion of tlie 
examining ofiicer s investigation of the claim or at a subsequent in- 
formal conference, the taxpayer will be asked to execute the waiver. 
If an agreement is reached in a claim disallowance case after con- 
sideration in the Appellate Division, the waiver will be OBered for the 
taxpayer's signature at that time 

. 02 A taxpayer may, at any time prior to the issuance of a notice 
of claim disallowance by registered mail, execute the waiver with 
respect to any claim for refund which has been filed. 
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Szc. 4. INqUiRrzs. 
Inquiries relating to this Revenue Procedure should be addressed 

to the Assistant Commissioner (Operations), for the attention of 
O. A. PPr. 

(Also Part I, Section 1441; 26 CFR 1. 1441 — 1. ) Rev. Proc. 57-18 

Procedures to be followed in order for an employer to refund tax 
withheld froin wages paid to a nonresident alien employee. 

Rev. Rul. 54 — 584, C. B. 1954 — 2, 212, amplified. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to set forth the procedure 
whereby an employer may refund tax withheld from wages paid to a 
nonresident alien employee in accordance with the requirements 
enumerated in Revenue Ruling 54 — 584, C. B. 1054 — 2, 212. 
SEC. 2. BACKGROUND. 

Revenue Ruling 54 — 584, 3tlp7a, holds that the tax withheld from 
wages paid to a nonresident alien employee, under the provisions of 
section 143(b) of the Internal Revenue Code of 19, 'l0 (corresponding 
to section 1441 of the 1054 Cocle), which has not yet been paid to 
the District Director of Internal Revenue as required by section 148 (c) 
of the 1089 Code, may be refunded direct to such nonresident alien 
employee by his employer upon receipt of satisfactory evidence that 
the employee has filed an appropriate income tax return and paid the 
amount of tax, if any, due thereon without claiming credit for such 
tax withheld; or, the excess of the tax withheld over the amount due 
on the return may be refunded if the employee has not paid the amount 
of tax due. In order for the employee to obtain a refund of the tax 
withheld, the Revenue Ruling requires that he must: 

(1) Secure his employer's agreement to refund the tax with- 
held directly to him and obtain from his employer, in addition to 
his agreement to make such refund, a sworn statement showing 
the amounts of wages paid and tax withheld. 

(2) File the appropriate income tax return, together with the 
statement obtained from the employer, with the appropriate Dis- 
trict Director of Internal Revenue. 

(3) Secure a receipt or statement from the District Director 
that will satisfactorily indicate to his employer that returns were 
properly filed and that: 

(a) The amount of the tax liability shown on the return 
was paid in full without claiming credit for the tax withheld 
under section 143 (b) of the 1939 Code, or 

(b) YVhere such liability was not paid, credit only in the 
amount equal to the tax liability shown on the return was 
claimed, or 

(c) The return filed disclosed no tax liability and no credit 
claimed for tax withheld, and that 

(d) A refund of withheld tax in a stated amount may be 
made directly to the employee. 

(4) Furnish to the employer the receipt or statement from the 
District Director. 
434737' — 58 — 48 
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SEC. 8. DEFINITIONS. 

. 01 The "amounts of wages paid" means the amounts paid for serv- 
ices, allowances for travel and subsistence, and any other amounts 
paid, to the extent such amounts constitute gross income from sources 
within the United States and are not specifically exempted by any 
provision of the Code. 

0. 2 The "appropriate income tax return" normally means Form 
1040C, "U. S. Departing Alien Income Tax Return. " If an income 
tax return should have been filed for a prior year, Form 1040B, "U. S. 
Nonresident Alien Income Tax Return, " will also be required. Where 
a nonresident alien had no taxable income from United States sources, 
Form 2068, "U. S. Departing Alien Income Tax Statement, " will be 
required in lieu of Form 1040C. 

. 08 The "appropriate District Director of Internal Revenue" means 
the District Director who issues the Certifiicate of Compliance re- 
quired by section 6851(d) and. (e) of the 1954 Code, and who normally 
is located in the district in which the nonresident alien is employed or 
where the employer's principal oflice is located. Frequently, however, 
the Certificate of Compliance is obtained from the District Director 
located in or near the city of embarkation. 

SEc. 4. PREscRIBED FoRMs. 
For the purposes of the "agreement" to be obtained from the em- 

ployer and the "receipt or statement" from the District Director no 
prescribed form has been made and none is available. However, they 
should be the equivalent in form and. content to the exhibits made a 
part hereof . 

Exhibit "A". — Employer's Refund Agreement and Statement 
of Wages Paid and Tax Withheld. 

Exhibit "B". — Statement Authorizing Refund of Income Tax 
Withheld from Nonresident Alien Employee. 

SEc. 5. EMPLDYERs REPoRT oN REFUND oF TAx WITHHELD. 
. 01 The amount of tax originally withheld under section 1441 of 

the 1954 Code and subsequently refunded or released, in accordance 
with Revenue Ruling 54 — 584, 8Mp~a, shall be reported in item 9 of 
Form 1042S, "U. S. Annual Information Statement Of Income Paid 
During 1957 Subject to Chapter 8, Internal Revenue Code. " 

. 02 A brief statement relative to the release of tax withheld, using 
the reverse side of the Form 1042S, if additional space is necessary, or 
a copy of Exhibit "B" should be included with the Form 1042S. 

. 08 While the gross amount of income paid shall be reported by the 
employer on Form 1042, "U. S. Annual Return of Income Tax to be 
Paid at Source, " only the net amount of tax withheld shall be reported 
under the heading "Amount of Tax Withheld" and remitted with the 
return. 
SEC. 6. PROCEDURE FOR CORRECTING ERROR IN REPORTING AND REMIT- 

TING TA. X WITHHELD. 

. 01 The types of errors commonly made in reporting tax withheld 
and requiring correction are as follows: 

1. Tax withheld from nonresident alien, under section 1441 of 
the 1954 Code, is reported and paid by means of Form 941, "Em- 
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ployer's Quarterly Federal Tax Return, " instead of Form 1042 as 
required. 

2. Tax is erroneously withheld from nonresident alien employee 
under section 8402 of the 1954 Code instead of section 1441 as 
required; withheld amount is remitted with the employer's quar- 
terly return Form 941 before discovery of the error. 

. 02 Erroneous amounts paid on Form 941 should be adjusted on the 
next quarterly return on that form filed after discovery of the error, 
in accordance with the regulations and instructions pertaining to 
such form. 

, 08 The gross amount of income paid and the net amount of tax 
lvithheld from the nonresident alien employee, under the provisions 
of section 1441 of the 1954 Code, shall then be reported on the annual 
return, Form 1042, and the tax, if any, paid as if the error had not 
occurred. 

SEc. 7. Revenue Ruling 54 5S4& supra, is hereby amplified. 

EXHIBIT "A" 
EMPLOYER'S REFUND AGREEMENT AND STATEMENT OF WAGES 

PAID AND TAX WITHHELD 
(In accordance with the provisions of Revenue Ruling 54 — 584, C. B. 1054-2, 212. ) 

District Director of Internal Revenue (Date issued) 
(address) 

Dear Sir: 
This is to has aid to p 

(employer's name and address) (nonresident alien 
a citizen of 

employee's name and address) (country of alien's citizenship) 
classified as a nonresident alien, for services rendered and/or subsist- 
ence during the calendar year 19 through 

(final date of employment) 
the amount of $ from which tax has been withheld in the 
amount of $ 

Upon receipt of the proper authorization from your offic, we agree 
to refund the excess of the tax withheld over the amount of tax due on 
the appropriate income tax return for the year 19, filed by the 
above-named employee. 

(Name of employer) 

Subscribed and sworn to before me 
this day of, 19 

(Signature of authorized otficer) 
Title 

Notary Public 



EXHIBIT "B" 

STATEMENT AUTHORIZING REFUND OF INCOME TAX WITHHELD 
FROM NONRESIDENT ALIEN EMPLOYEE 

(In accordance uith the provisions of Revenue Ruling 5$ — 58!j, C. B. 195$-8, 8IS. ) 

(Name and address of employer) 
This is to certify: 

1. That an income tax return (or returns) for the taxable year 
(years) 19, based on your Refund Agreement and. Statement of 
Wages Paid and Tax Withheld executed by you (date of employer's refund 
agreement), has been filed by the employee named in item 3 below. 

2. That (Check one of the following) 
a. Full tax liability was paid without claiming credit on the 

return for any tax withheld. 
b. Credit for income tax withheld from wages was claimed 

only to the extent of the tax liability amounting to $ 
as computed on the return (s) filed. 

Q c. The return filed disclosed no tax liability and no credit was 
claimed on the return for income tax withheld. 

8. That you may release (refund) directly to (name of emplovee) 
income tax withheld from wages in the amount of $ 

(Signature) 
District Director of Internal Revenue 

By 
Title 

Date: 19 
(Ofiicial stamp) 

Rev. Proc. 57-14 26 CFR 601. 602: Forms and instructions. 
(Also Part 1, Section 1402; 1. 1402 (a) -1. ) 

Use of Form 21M, Change In Method of Computing Net Farm 
Earnings From Self-Employment, in lieu of amended returns in cer- 
tain cases, in order to effect a change in election with respect to the 
alternative methods provided in section 1402 of the Self-Employ- 
ment Contributions Act of 1954, for computing net farm earnings 
from self-employment. 

SEOTICN 1. PURPCSE. 
The purpose of this Revenue Procedure is to introduce Form 2190, 

Change In Method of Computing Net Farm Earnings From Self-Em- 
ployment. Under certain circumstances, this form will be used in lieu 
of the filing of an amended return and, when executed by the taxpayer 
will constitute a valid election or revocation of the election to report 
net earnings from farm self-employment under the optional method 
provided in section 1402(a) of the Self-Employment Contributions 
Act of 1954 (chapter 2, subtitle A, Internal Revenue Code of 1954). 
SEC. 2. BACKGROUND. 

. 01 Section 1. 1402(a) — 1(d) (5) of the Income Tax Regulations pro- 
vides, in part, that subsequent to the filing of the original return, the 
election (or revocation of the election previously made on such return) 
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to report net farm earnings from self-employment under the optional 
method may be made within the period prescribed by section 6501 of 
the Code and the regulations thereunder for the assessment of the tax 
for such taxable year "by filing an amended return (or such other 
form as may be prescribed for such use', . " 

. 02 The Social Security Administration has advised the Internal 
Revenue Service that when claims for social security benefits are filed 
by self-employed farmers, in many cases it has been found upon exam- 
ination by that agency that the net farm earnings from self-employ- 
ment v, ould have been larger if the alternative method of computing 
net earnings had been used. In a significant number of instances, it 
is evident that the taxpayers would also benefit materially from the 
standpoint of social security benefits. In these cases, the Administra- 
tion advises the taxpayers accordingly and further action on the 
benefit claims is then withheld pending the filing of amended returns 
and presentation of evidence by the taxpayers that amended returns 
have been filed. 

SEC. 8. I SE OF FORM 2190. 
. 01 In order to simplify this procedure and enable the Social Secu- 

rity Administration to adjudicate the claims for benefits immediately, 
Form 2190 has been designed for use in lieu of an amended return to 
e6'ect such election or revocation of an election. The Administration, 
in connection with the examinations conducted by that agency after 
the filing of claims for social security benefits, will make the Form 
available to taxpayers who are eligible to use the optional method for 
the particular year or years under consideration. Form 2190 will be 
used only under -those circumstances. Other taxpayers must file 
amended returns with the District Director of Internal Revenue to 
effect a change in the election made on their original return. 

. 02 lVhen executed by the taxpayer. Form 2190 will be transmitted 
by the Administration to the Internal Revenue Service. 
SEC. 4. EFFECTIvE DATE. 

This Revenue Procedure is e8ective with respect to returns filed for 
taxable years ending after 1954. 

(Also Part I, Sections 6088; 26 CFR 1. 6033 — 1. ) Rev. Proc. 57 — 15 

Procedure for filing Form 990 — P, U. S. Return Of Employees' Trust 
Described In Section 401(a) And Exempt Under Section 501(a) 
of the Internal Revenue Code of 1954, by trustees of exempt employ- 
ees' trusts which invest wholly or partially in insurance company 
contracts. 

Advice has been requested as to the procedure for filing Form 990 — P, 
"U. S. Return of Employees' Trust Described In Section 401(a) And 
Exempt Under Section 501(a) of the Internal Revenue Code of 1954, " 
by trustees of exempt employees' trusts which invest wholly or par- 
tially in insurance company contracts. 

Trustees of exempt employees' trusts need furnish only the informa- 
tion called for on the first page of Form 990 — P in cases where the 
employer has filed the information required by section 1. 404(a) — 2 of 
the Income Tax Regulations, provided that the trust files with its 
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return on Form 990 — P a copy of the notification from the employer 
that he has furnished such information or a copy of a statement by the 
employer that he will complete the filing of the required information 
within 12 months after the close of the taxable year. See Section 
1. 6088 — 1 of the Income Tax Regulations; 6eneral Instructions, 
item 1, page 2, Form 990 — P, and the note following such instructions 
on page 2. 

In other cases, that is, where the trustee is required to complete pages 
two and three of Form 990 — P, a trust which invests wholly or partiaIly 
in insurance company contracts must fill out all of the applicable items 
in the schedules on those two pages, with the following information 
respecting the investments in insurance contracts: 

STATEMENT OF RECEIPTS AND DISBURSEMENTS (PAGE 2) 
1. Do not include in Receipts any "Dividends" or other items credited 

by the insurer which are not received in cash but are merely used 
as credits against premiums due. 
Show under Disbursements the net premiums paid to each insurei' 
and the name of the insurer to which each amount is applicable. 
The lines in item 22 may be used for this purpose. 

8. Do not include in Distributions the amounts which are distributed 
to employees or other beneficiaries directly by the insurer. 

SCHEDULE A. — BALANCE SHEETS 
1. The amount of equities in insurance company contracts held by 

the trust need not be shown under Assets, except that in the case 
of. deposit administration contracts, the balance to the credit of 
the trustee in the deposit account held by the insurer should be 
shown, together with the name of the insurer. In the case of other 
insurance company contracts, only the name or names of the 
insurer or insurers need be shown. 

2. Where the amount of equities under insurance company contracts 
are not shown in accordance with the foregoing, the return should 
indicate that item 10, "Total Assets, " is understated and that there 
is a corresponding understatement in "Total liabilities and 
surplus. " 

26 CFR 601. 805: OfFers in compromise. 
(Also Part III, Section 7122; 

Section 194. 251. ) 

Rev. Proc. 57-16 

A copy of the abstract and statement relating to an accepted offer 
in compromise of a liquor bottle refilling violation will be available 
for public inspection in the oifice of the Assistant Regional Com- 
missioner, Alcoholic and Tobacco Tax, and in the oifice of the District 
Director of Internal Revenue. 

SEGTIQN 1. PURPosE. 
The purpose of this Revenue Procedure is to advise that a copy of 

the abstract and statement relating to an accepted offer in compromise 
of a liquor bottle refilling violation will be available for public in- 

spection both in the office of the Assistant Regional Commissioner, 
Alcohol and Tobacco Tax, and in the office of the District Director of 
Internal Revenue. 
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SEC. 2. BACKOROUNn. 

. 01. For each 08er in compromise submitted and accepted on and 
after December 21, 1956, pursuant to section 7122 of the Internal 
Revenue Code of 1954, in any case arising under sections 5641 and 
5648 of the Code, relating to refilling of liquor bottles, a copy of the 
abstract and statement relating to the offer shall be available for 
inspection for a period of one year in the Ofhce of the Assistant Regional 
Commissioner, Alcohol and Tobacco Tax, accepting the ORer, as au- 
thorized in Delegation Order No. 44, C. B. 1956 — 2, 1878. For the 
convenience of those interested, such abstracts and statements will 
also be made available in the office of the appropriate District Director 
of Internal Revenue. 

. 02. Section 7122 of the 1954 Code provides, in part, that the Secre- 
tary or his delegate may compromise any civil or criminal case arising 
under the internal revenue laws prior to reference to the Department 
of Justice for prosecution or defense. 

. 03. Section 5641 of the 1954 Code makes provision for penalty and 
forfeiture for wilful violation of the regulations prescribed under 
section 5214 relatin~ to the traffic in containers of distilled spirits, and 
section 5648 thereof makes similar provision with respect to the reuse 
of stamps or bottles, tampering, and unlawful removal of the distilled 
spirits bottled in bond. Section 194. 251 of the Regulations relating 
to Liquor Dealers provides that no liquor bottle or other authorized 
container shall be reused for the packaging of distilled spirits, nor 
shall the original contents, or any portion thereof, remaining in a 
liquor bottle or other authorized container, be increased by the addi- 
tion of any substance. Section 175. 121 of the Regulations relating to 
the Tra%c in Containers of Distilled Spirits contains similar 
provisions. 

SEc. 8. INsTRUOTioNs. 

For each offer in compromise submitted and accepted on and after 
December 21, 1956, pursuant to section 7122 of the Internal Revenue 
Code of 1954, in any case arising under sections 5641 and 5648 thereof, 
relating to the refiilling of liquor bottles, a copy of the abstract and 
statement relating to the off'er shall be available for public inspection 
for a period of one year in the office of the Assistant Regional Com- 
missioner, Alcohol and Tobacco Tax, accepting the offer. For the 
convenience of those interested, a copy of the abstract and statement 
will similarly be available for public inspection in the office of the 
District Director of Internal Revenue for the district in which the 
violation occurred. 

Rev. Proc. 57 — 17 26 CFR 601. 810: Forms. 
(Also Part III — A, Section 5415; Section 245. 226. ) 

Brewers will show on Form 103, Brewer's Monthly Report of 
Operations, the serial numbers of Forms 2034, Beer Tax Return, 
filed to cover taxable removals during the period covered by the 
Form 108. 

SEGTIQN 1. PURPosE. 

The purposes of this Revenue Procedure are to inform brewers of the 
revision of Form 108, Brewer's Monthly Report of Operations, to per- 
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mit the showing of the serial numbers of Forms 2034, Beer Tax Return, 
filed to cover taxable removals during the period covered, and to pro- 
vide interim instructions to be followed in preparing reports on the 
January 1957 revision of Form 103. 
SEC. 2. BACKGROUND. 

The 1955 edition of the Beer Regulations required that brewers pre- 
pare Forms 2034 in quadruplicate so that a copy of each day's return 
could, for audit purposes, be accumulated and. forwarded to the Assist- 
ant Regional Commissioner, Alcohol and Tobacco Tax, at the end of 
the month with Form 103. The 1957 edition of such regulations 
relieves brewers of this requirement. However, it is desirable that 
there be restored a definite tie-in between the taxable quantities re- 
ported on Form 103 and the Forms 2034 relating thereto. It has been 
determined that the serial numbers of Forms 2034 will satisfactorily 
serve this purpose. Accordingly, the Form 103 has been revised to 
provide for the showing of the serial numbers in section I, above line 1 
of column (a) . 
SEC. 3. METHOD OF REPORTING SERIAL NUMBERS. 

Until the new revised Form 103 is available, it will be necessary for 
brewers to make a special entry on the current revision of the form 
reading "Forms 2034, Ser. Nos. to, incl. " Such special 
entry should be made in the blank space in column (a) immediately 
below section I title. 
SEC. 4. INQUIRIES. 

Inquiries regarding this Revenue Procedure should refer to the 
number thereof and should be addressed to the OSce of the appropriate 
Assistant Regional Commissioner, Alcohol and Tobacco Tax. 

(Also Part I, Section 167; 
26 CFR 1. 167(a) — 1. ) 

Where the facts in the case furnish a clear and convincing basis 
for a depreciation adjustment, such adjustment will be made even 
though a depreciation deduction claimed in a previous return had 
been accepted without change. 

Rev. Ruls. 90 and 91, C. B. 1953-1, 43 — 44, clarified. 

SEGTIoN 1. PURPosE. 
The purpose of this Revenue Procedure is to correct an erroneous 

interpretation of the policy set forth in Revenue Rulings 90 and 91, 
C. B. 1953 — 1, 43 and 44, with respect to the adjustment of depreciation 
deductions. 

SEC. 2. BACKGROUND. 

. 01 Revenue Ruling 90, 8upra, provided that, in order to reduce 
controversies over depreciation deductions, it will be the policy of 
the Internal Revenue Service generally not to disturb depreciation 
deductions taken by a taxpayer nor will Service personnel propose 
adjustments to such deductions unless there is a clear and convincing 
basis for a change. Revenue Ruling 91, supra, furnished guidance 
in the application of Revenue Ruling 90. 
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02 The declaration of policy announced in these Revenue Rulings 
has been interpreted by some to mean tliat acceptance of depreciation 
claimed by a, taxpayer in any taxable year precludes adjustment to the 
depreciation claimed in subsequent years. 
SEC. 8. STATEMENT OF POLICY'. 

It is the position of the Service, that if the facts in the case currently 
under examination furnish a clear and convincing basis for a deprecia- 
tion adjustment, such adjustment will be niade even though a depre- 
ciation deduction claimed in a previous return had been accepted 
without change upon examination. 

26 CFR 601. 810: Forms. 
(Also Section 5867; Section 240. 900. ) 

Proprietors of bonded wine cellars ivill show on Form 702, Monthly 
Report of Wine Cellar Operations, the serial numbers of Forms 2000, 
Wine Tax Return, filed to cover taxable removals of wine during the 
period covered by the Form 702. 

SECTION 1. PURPOSE. 

The purposes of this Revenue Procedure are to inform proprietors 
of bonded wine cellars of the planned revision of Form 702, ifonthly 
Report of Wine Cellar Operations, to permit the showing of the serial 
nuinbers of Forms 2050, Wine Tax Return, filed to cover taxable re- 
movals during the period covered, and to provide interim instructions 
to be followed in preparing reports on the January 1955 revision of 
Form 702. 
SEC. 2. BACKGROUND. 

Auditors in regional ofiices have found it an advantage to have a 
definite tie-in between the tax account on Form 702 and the Forms 
2050 relating thereto. It has been determined that the serial numbers 
of Forms 2050 will satisfactorily serve this purpose. Accordingly, 
Form 702 will be revised to provide for the showing of the serial 
numbers in a suitable space on the form. 

SEC. 8. INTERIM METHOD OF REPORTING SERIAL NUMBERS. 

Until the new revised Form 702 is available, it will be necessary for 
proprietors to make a special entry on the current revision of Form 
t02, in part I, immediately above the word "Item, " which is the head- 
ing of the first column. Such special entry will read "Forms 2050, 
Ser. Nos. to incl. " This method of reporting should 
commence with the report for March 1957. 

SEO. 4. INqUIRIES. 
Inquiries regarding this Revenue Procedure should refer to the 

number thereof and should be addressed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 
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26 CFR 601. 818: Forms. 
(Also Part I, Section 7805; Sections 270. 158 

and 275. 142. ) 

Rev. Proc. 57 — 20 

Taxpaid tobacco products of a kind other than produced at a 
particular tobacco factory may now be received on such factory 
premises. It wiV. no longer be necessary that the Assistant Re- 
gional Commissioner, Alcohol and Tobacco Tax, be furnished in- 
formation as to each lot or shipment of tobacco products to be 
received where blanket authority has been granted for the receipt 
of such products at a factory. 

Revenue Procedure 57 — 9, page 784 of this Bulletin, modified. 

SECTION 1. PURPOSE. 

The purpose of this Revenue I rocedure is to advise manufacturers 
of tobacco products that, they may now receive on the bonded prem- 
ises of their factories taxpaid tobacco products of a kind other than 
that produced therein, and that where they have been granted blanket 
authority to receive taxpaid tobacco products it will no longer be 
necessary to furnish the Assistant Regional Commissioner, Alcohol 
and Tobacco Tax, information with respect to each lot or shipment 
to be received. 

SEO. 2. BAGKGRQUND. 

The procedure for the receipt of taxpaid tobacco products on the 
bonded premises of a tobacco factory is contained in Revenue Pro- 
cedure 57 — 0, page 784 of this Bulletin. Such Revenue Procedure re- 
stricts the receipt of taxpaid tobacco products to the kind produced at 
the receiving factory and provides for the issuance of blanket authority 
to receive such products provided the Assistant Regional Commis- 
sioner is furnished certain information with respect to each lot or 
shipment to be received. 
SEC. 8. CHANGES IN PROCEDURE. 

A manufacturer of tobacco products may now receive taxpaid to- 
bacco products of a kind other than that produced by him into the 
bonded premises of his factory. Blanket authority may still be ob- 
tained for the receipt of. tobacco products, but it will no longer be 
necessary for the manufacturer receiving such products to submit to the 
Assistant Regional Commissioner the information required by Rev- 
enue Procedure 57 — 9, 8Mpru, as to each lot or shipment to be received. 

SEC. 4. STORAGE AND ACCOUNTING. 

All taxpaid tobacco products received, whether or not of the kind. 
produced at the factory, are to be stored, segregated, or earmarked in 
such a manner as to make them readily identifiable, as taxpaid products 
received, for inspection and accountiug purposes. 
SEC. 5. RECORDS. 

When taxpaid tobacco products of the kind produced in the factory 
are received, the manufacturer will continue to record the receipt and. 
subsequent disposition of such products in section V of the record re- 
quired to be kept on Form 2141, Record to be Kept by Manufacturer 
of Tobacco, Form 2142 — A, Record to be Kept by Manufacturer of 
Large Cigars, or Form 2143, Record to be Kept by Manufacturer of 
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Small Cigars and I~arge and Small Cigarettes, as the case may be. 
On the other hand, with respect to taxpaid tobacco products received. 
of a kind other than that produced in the receiving factory, no entries 
of such products will be required in the revenue record. of the factory, 
since such products will be readily distinguishable from the product 
Inanufactured in the factory. 
SEC. 6. EFFECT ON OTHER DOCUMENTS. 

Revenue Procedure 57 — 9, gupra, is hereby modified. 

SEC. 7. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should refer to the 
number thereof and should be directed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

o6 CFR 601. 301: Imposition of taxes, quali- 
fication requirements, and regulations. 

(Also Part III — A. , Section 5881; Section 
182. 140. ) 

Original and renewal permits to use specially denatured alcohol 
may be issued to include all articles or preparations covered by 
Forms 1470 — A, Formula for Preparations itiade with Specially 
Denatured Alcohol, approved during the period covered by the 
permit. 

SECTION 1. PURPOSE. 

The purpose of this Revenue Procedure is to provide instructions 
for the issuance of an original or renewal permit on Form 1481, 
Permit to Use Specially Denatured Alcohol, to include all articles or 
preparations covered by Forms 1479 — A, Formula or Preparation 
Made with Specially Denatured Alcohol, approved during the period 
covered by the permit. 
SEC. 9. BACKGROUND. 

YVhen a new article or preparation was to be manufactured pursuant 
to approved Form 1479 — A, it has been necessary, under the procedures 
which have been followed with respect to basic permits for the use ot 
specially denatured alcohol, for the permittee to submit application 
on Form 1479, Application for Permit to Use Specially Denatured 
Alcohol, for the amendment of the basic permit to include the new 
article or preparation. As a result of studies in regional offices and 
the National 0$ce, it has been determined that a simplified procedure 
can be established within the scope of present regulations whereby 
an applicant or a permittee can submit an application, Form 1479, 
for an original or renewal permit to include all articles or prepara- 
tions covered by Forms 1479 — A approved during the period covered 

by the permit. This would permit the manufacture of additional 
articles or preparations approved on Form 1479 — A during the period 
covered by the permit without the necessity for an amendment of 
the Form 1481. 



752 

SEG. 8. PREPARATIQN 0F APPLIGATIGN FQR PERMIT To USE SPEGIALLF 
DENATURED ALCOIIOL. 

Applicants or permittees desiring to prepare an application, Form 
1479, to include all articles or preparations covered by Forms 1479 — A 
approved during the period covered by the permit will enter or de- 
termine that there is entered in the space headed "Article or Prepara- 
tion to be Manufactured, " the sentence "The articles and preparations 
are those listed in this application and those covered by Forms 1479 — A 
approved during the period covered by the permit. " 
SEC. 4. PROCEDURE WITH RESPEGT To AhIENDED BASIG PERMITS. 

For procedure, similar to that outlined above, with respect to the 
issuance of amended basic permits to use specially denatured alcohol, 
see Revenue Procedure No. 56 — 7, C. B. 1956 — 1, 1098. 
SEC. 5. INQUIRIES. 

Inquiries in regard to this Revenue Procedure should be addressed 
to the appropriate Assistant Regional Commissioner, A. lcohol and 
Tobacco Tax. 

o6 CFR 601. 810: Forms. 
(Also Part III — A, Section 5114; 

Section 995. 1191. ) 

Rev. Proc. 57 — 99 

Instructions with respect to reporting removals, losses, and tax 
gallons on Form 52C, Monthly Report — Internal Revenue Bonded 
Warehouse. 

SECTION 1. PURPOSE; 

The purpose of this Revenue Procedure is to insure uniform report- 
ing on Form 52 C, Monthly Report — Internal Revenue Bonded Ware- 
house, as to removals, losses, destruction, and tax gallons. 

SEG. 2. BULK REMOVALS. 

All spirits removed by the warehouseman, except spirits which 
have been bottled in bond, should be reported on line 1, "Bulk re- 
movals. " This includes transfers in bond, as well as withdrawals 
after taxpayment or without payment of tax. 
SEC. 8. REMOVALS IN CASES. 

All bottled-in-bond spirits removed by the warehouseman should 
be reported on line 9, "Removals in cases. " This includes transfers 
in bond, as well as withdrawals after taxpayment or without pay- 
ment of tax of bottled-in-bond spirits. 
SEC. 4. LOSSES) DESTRUCTION) ETG. 

Losses of untaxpaid spirits by theft, casualty, or voluntary destruc- 
tion should be reported on line 8) and an explanation of the entry 
should be given under the heading "Remarks" appearing immediately 
below line 4 of Form 5o C. 
SEC. 5. TAX GALLONS To RE REPORTED. 

The tax gallons reported in column (b) should reflect the gauge 
gallons reported on withdrawal, papers, whether withdrawn on the 
original gauge or after regauge. 



SEC. 6. INQUIRIEs. 
Inquiries reg;ircling this Revenue Procedure should refer to the 

number thereof and should be addressed to the appropriate Assistant 
Regional Commissioner, Alcohol and Tobacco Tax. 

(Also Part II, Section 22 (b) ) 
Procedures in connection with claims for refund involving the 

exclusion froni gross incorue of an&ounts received through accident 
and health insurance as compensation for personal injuries or sick- 
ness, und& r the provisions of section 22(b) (5) of the 1000 Code, as 
a result of the decision in Gur&lua P. Iiay»& s et ur v. United States. 

SECTION 1. PURrosE. 

The purpose of this Revenue Procedure is to set forth the policy 
and procedure of the Internal Revenue Service in connection with 
claims for refund involving the exclusion from gross income of sick- 
ness disability payments under section 22(b) (5) of the Internal Rev- 
enue Code of 1039. 
SEC. 2. BACITGROUND. 

The Supreme Court of the United States has held, in the case of 
Gordon P. FIaynes, et uz v. United States, 353 U. S. 81, Ct. D. 1805, 
page 490, this Bulletin, that an employee may exclude from his gross 
income;is "health insurance, " sickness disability benefits received dur- 
ing 1049 under his employer's plan even though the plan did not con- 
tain features present in normal commercial insurance. Tile payment 
of premiums in a fixed amount at regular intervals is not a necessary 
element of insurance, nor is there any necessity for a definite fund to 
be set aside to meet the insurer's obligations. The legislative history 
does not indicate that Congress intended to restrict the exemption to 
conventional modes of. insurance and not to include employer dis- 
ability plans. Thus, amounts received by employees as sickness dis- 
ability payments uncler a company "plan" are excludable from gross 
income as proceeds of health insurance under the provisions of section 
22(b) (5) of the Internal Revenue Code of 1030. The court pointed 
out that in the case of Arnold IV. Eprneier v. United States, 199 Fed. 
(2d) 508, disability payments under a similar plan were iield to be 
not taxable. 

SEC. 3. STATEMENT OF POLICY. 

. 01. The decision of the Supreme Court of the United States in the 
Haynes case is broacl enough to control the characterization as health 
insurance of payments m~ade under all company "plans" similar to 
those considered in that case. 

. 02 It is the position of the Internal Revenue Service that an em- 

ployee may exclude from his gross income as "health insurance" sick- 
ness disability benefits received micler his employer's "plan" for such 
payments even though the "plan" did not contain features present in 
normal commercial insurance. 

, 03 A large number of returns filed in such cases involve a deduc- 
tion claimed for medical expenses under the provisions of section 
23(x) of the 1030 Cocle, the amount of which is dependent upon and 



controlled by the amount of the adjusted gross income reflected in the 
return. Thus, any decrease in the amount of the adjusted gross 
income will, by reason of the application of the five percent limi- 
tation required by section 28(x) of the Code, result in an increase in 
the amount of the allowable medical expense deduction. It is also 
tlie position of the Service that, due to the close relationship between 
the adjusted gross income and the allowable medical expense deduc- 
tion, that portion of the overassessment resulting from the increase 
of the allowable medical expense in these situations is covered by 
implication in any claim for refund based. upon the exclusion of 
sickness disability payments. 

SEC. 4. PROCEDURE. 

. 01 Inasmuch as the period for filing suit might expire in the near 
future, top priority will be given (1) to requests for the reopening 
of claims of this type heretofore rejected by the issuance of registered 
notices of disallowance and (2) to cases where the statutory period 
has been extended under the provisions of section 8774(b) (2) of the 
1989 Code. Section 8772(a) (2) of the 1989 Code provides that any 
suit or proceeding based upon refund claims must be begun before 
the expiration of two years from the date of mailing by registered 
mail by the Commissioner to the taxpayer of a notice of disallowance 
of the part of the claim to which such suit or proceeding relates. 

. 02 Certain field ofFices have designed claim withdrawal forms 
which have been executed by taxpayers in response to suggestions 
from such aces, and some claims have been rejected by means other 
than by the issuance of a registered notice of disallowance. Inasmuch 
as registered notices of disallowance were not issued in these cases, 
claims in this category will be regarded by the Revenue Service as 
original claims and processed without regard to such prior rejection 
or request for the withdrawal thereof. 
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ANNOUNCEMENT OF THE DISBARMENT AND SUSPEN- 
SION OF ATTORNEYS AND AGENTS FROM PRACTICE 
BEFORE THE TREASURY DEPARTMENT 

Under section 901, Title 5 of the United States Code, the Secretary 
of the Treasury, after due notice and oliportunity flor hearing, is 
authorize&1 to suspend or disbar from further practice before the 
Treasury Department any person, agent, or attorney shown to be 
incompetent, disreputable, or who refuses to comply with rules and 
regulations goveining the recognition of agents, attorneys, or other 
persons representing clients before the Treasury Department, or who 
m any manner ha~s wilfully and knowingly deceived, rriisled, or 
threatened any client or prospective client by word, circular, letter, or 
advertisement. Enrolled persons are prohibited in any Treasury De- 
partment matter from directly or indirectly employing, accepting 
;issistance froln, being employed by, or sharing fees with, any person 
disbarred or under suspension from practice before the Treasury 
Department. To enable enrolled persons to iclentify such disbarre&1 
or suspended persons, the Internal Revenue Service will announce in 
the Internal Revenue Bulletin the names and. addresses of persons 
who have been disbarred or suspended from such practice, their desigr- 
nation as attorney, agent, or other representative, and the date of 
&lisbarment or period of suspension. This announcement will appear 
in the weekly Bulletins at the earliest practicable date after sucli 
action ancl will continue to appear in the weekly Bulletins for a 
period of 2 months for each agent and attorney so suspended or dis- 
barred and will later be consolidated and published in the Cumulative 
Bulletin. 

The following persons, after due notice and opportunity of hear- 
ingrs, have been disbarred from further practice before the Treasury 
Department: 

Name Address Designation Date of disbarment 

Harry J. Alker, Jr 

John W. Ward 

Philadelphia, Penna 

1235 Lafayette Bldg. , 
Detroit 26, Mich. 

Attorney 

Attorney 

February 28, 
1956. 

January 4, 
1957. 
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Senate Committee on the Judiciary 
Senate Committee on the Judiciary 

Joint. (8ee Returns: Husband and wife. ) 
Partnerships, adoption and changes of accounting period, )$ 1. 441 — 1, 

l. 442-1 
Period covered, adoption and changes of accounting period, $$ 1. 441-1, 

1. 442-1 
Reproduction, Form 10425 
Time for filing, Saturday, Sunday or legal holiday, $ 301. 7503 — 1 

Seizures: 
Personal property, $ 301. 7505 — 1 
Real property, $ 301. 7506 — 1 

Statute of limitations. (See Limitation period. ) 
Suits: 

Armed Forces, time to be disregarded, combat zone, f 301. 7o08 
Interest on erroneous refunds, $ 301. 6602 — 1 

Summons, delegation of authority to issue 
Ta, x: 

Assessments. (See Assessments. ) 
Collections. (See Collections. ) 
Liability, withheld or collected taxes, general rule, $ 301. 7501 
Overpaynients: 

Alcohol tax, credit against unpaid tax 
Claim for additional interest, limitation period 
Interest on additional interest, 

Payments: 
Insolvent bank, f 301. 7507-9 
Saturday, Sunday orlcgal holiday, time deemed paid, $ 301. 7503-1 

Rates: 
Corporate normal tax rate extended, $ 1. 11 
Extension of corporate normal tax rates 

Tax conventions. (8ee Tax CoNvnNsioNs. ) 
Tax Court of the United States, power to vacate final decision 
AVaivers: 

Extension of limitai, ion period, assessments 
Registered noi, ice of disallowaiice of refund claim 
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ALCOHOL TAX: 
Alcohol: 

Confession of coconspirator made after termination of conspiracy, use 
as evidence 

Containers indicating metric equivalent of proof and wine gallons 
Dumped for rectification, gauging 
Perfumes, beauty preparations containing, noncommercial bottling 
Reagent, manufacture, use by laboratories 
Specially denatured, permit to use, issuance 
Tax paid, sales by plant and warehouse proprietors, special tax 

Applications, Form 1479, filing for issuance of permit, preparation 
Beer: 

Bottled, purchase and sale at another brewer's office 
Breakage or losses after leaving brewery, refund claims 
Imported, returned to foreign shipper, tax refund 
Keg, shipped in interstate commerce, labeling 
Purchased for intrastate wholesale sales, basic permit 
Purchases between brewers, basic permit 
Removed for package testing and destroyed, tax credit or refund 
Sale after disposal of spirits stock, retailer liability 
Tax rate extended 
Tax returns serial numbers, entry on Form 103 

Bonded wine cellars: 
Monthly report, Form 702, tax return serial numbers 
Plats and plans, preparation 
Production of barbecue basting sauce 
Transfers of unlabeled bottled wine in bond, labeling 
Use of vanillin in special natural wine 
Using ascerbic acid in treating wines 

Bottlers, general retail stores, barber shops, etc. , noncommercial bottling 
of perfumes, beauty preparations 

Breweries: 
Basic wholesaler's permit, purchase of beer 
Beer removed for package testing and destroyed, tax credit or refund 
Labeling keg beer shipped in interstate commerce 
Monthly, report, Form 103, entry of tax returns serial numbers 
Office use for purchase, sal of beer produced by another brewery 
Refund claims for beer breakage, losses after removal 

Claims: 
Credit or refund, overpayment against unpaid tax 
Drawback, fractional calculation of proof gallons, exported spirits 
Refund: 

Breakage or losses after beer leaves brewery 
Filing barred, erroneous taxpayment, credit against unpaid tax 

Construction, bonded warehouses, use of Quonset-type buildings 
Containers: 

Alcohol, indicating metric equivalent of proof and wine gallons 
Bottles: 

Noncommercial bottling of perfumes, beauty preparations 
Unlabeled wine, transferred in bond, labeling 

Cartons, imported spirits, reproduction of mandatory label informa- 
tion 

Cases: 
Exported spirits, fractional calculation of proof gallons 
Repetition of information from wine bottle label 

Kegs, beer shipped in interstate commerce, labeling 
Liquor bottles, refilling violation compromise, inspecting abstract, 

statement 
Court decisions: 

Paoli, Orlando Delli, v. United States 
Customs, release of imported liquors, tax refund 
Dealers and users, perfumes, beauty preparations, noncommercial bottling 
Distilled spirits: 

Bulk, purchase by wholesaler for industrial use 
Exported with drav-back, fractional calculation of proof gallons 

499 
602 
603 
606 
605 
751 
604 
751 

609 
563 
555 
625 
623 
610 
563 
595 
666 
747 

749 
598 
607 
608 
609 
608 

606 

610 
563 
625 
747 
609 
563 

612 
563 

563 
612 
602 

602 

606 
608 

624 

563 
607 
625 

615 
555 
606 

626 
563 



762 

ALCOHOL TAK — Continued 

Distilled spirits — Continued 
Imported: 

Records, reports 
Reproducing mandatory label information on cartons 
Returned to foreign shipper, tax refund 

Production, removal, revised records and reports 
Proof reduced with partially demineralized water 
Purchased intrastate, wholesale sales, basic permit, 
Recovered, restrictions in nonbeverage use 
Rectified or bottled in customs warehouse, permits labels 
Removals losses tax gallons, reporting on Form 52C 
Tax rate extended 
Taxpaid bulk, acquirement, receipt, , storage, sale 
Title in nonoperating distiller, activity of permit 

Distilleries: 
Manufacturing byproducts from stillage or spent beer 
Plats and plans, preparation 
Registered: 

Boiling out stills to proof of alternate product 
Owner nonoperating activity of permit 

L'quipment and supplies: 
Pipelines, conveying deionized v ater, marking requirements 
Rectifying, of retailer's or wholesaler's, liability 

Exporters, spirits bottled in customs warehouse, permits and label re- 
quirements 

Fermented malt liquors. (See Beer. ) 
Floor stocks tax, certain refunds postponed 
Forms: 

Tax, change in format 
52A, 52B, entry of miscellaneous items 
52C, report, ing removals, losses, tax gallons of spirits 
103, entry of serial numbers of beer tax returns 
702, entry of serial numbers from wine tax returns 

Formulas: 
Nonbeverage products containing recovered spirits 
Specially denatured alcohol 3 — A, manufacture of reagent alcohol 

Gauge, alcohol, wine, dumped for rectification 
Government officers, storekeeper-gaugers, records and reports revised 
Hospitals and clinics, laboratory use of reagent alcohol 
Importers: 

Liquors, records and reports 
Tax refund, liquors returned abroad 

Industrial alcohol plants: 
Boiling out stills to proof of alternate product 
Manufacturing byproducts from si, illage or spent beer 
Metric equivalent of proof and wine gallons on alcohol containers 
Plats and plans, preparation 
Sales of taxpaid alcohol, special tax 

Labels: 
Affixed to keg beer shipped in interstate commerce 
Cider, produced at other than bonded wiiie cellars 
Mandatory information, reproduction on cartons of iinported spirits 
Reagent alcohol for laboratory use 
Spirits, rectified or bottled at customs warehouse 
Unlabeled bottled wine transferred in bond, affixation 
Wine bottles, information repetition on wine cases 
Wines treated with ascorbic acid 

Losses: 
Beer, after leaving brewery, refund claims 
Spirits, reporting by warehousemen on Form 52C 

Marks and brands: 
Metric equivalent of proof and wine gallons on alcohol containers 
R, equirements for deionized water pipe lines 
Wine bottle label attached to case 
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ALCOHOL TAX — Continued 

Materials: 
Ascorbic acid, treatment of wines 
Paper, preparation of plats and plans 
Remnants, boiling out stills to proof of alternate product 
Specially denatured and isopropyl alcohol, producing reagent alcohol 
Stillage or spent beer used in byproducts 
Vanillin, use in special natural wine 
Water, partially demineralized, reducing proof of spirits 
Wine, production of barbecue basting sauce 

Nonbeverage manufacturers, using recovered spirits, restrictions 
Nonbeverage products: 

Barbecue basting sauce produced with taxpaid wine 
Containing recovered spirits, formulas 

Offers in compromise, liquor bottle refilling violations, inspecting abstract, 
statement 

Overpayments, credit against unpaid tax 
Partnerships, solvent, succession to retailer special tax stamp 
Penalties, delinquency, still manufacturer 
Permits: 

Basic: 
Activity, held by nonoperating distiller 
Nonproductive rectifier disposing of spirits, status 
Required for receipt, storage, sale of taxpaid bulk spirits 

Manufacture of reagent alcohol for laboratory use 
Proprietor rectifying or bottling spirits at customs warehouse 
Use of specially denatured alcohol, issuance 
Wholesaler's basic: 

Intrastate transactions only 
Purchase of beer between brewers 

Records: 
Liquors imported 
Parent plant, extension to contiguous premises 
Receipt, storage, and disposition of taxpaid bulk spirits, Form 338 

Rectifying plants: 
Gauging alcohol, wine, dumped for rectification 
Marking pipelines conveying deionized water 
Permit status of nonproductive rectifier 

Regulations: 
26 CFR 182. 207, 195. 96, 198. 96, 220. 211, 221. 216, 225. 221, 230. 96, 

235. 211, 240. 271; preparation of plats and plans 
26 CFR 194. 215 — 194. 260; 195. 152 — 195. 210; 216. 211 — 216. 341; 220. 367— 

220. 760; 22 L 355-22k 775; 225. 244-225. 11 27; 230. 197-230. 333; 
235. 418 — 235. 868; 240. 594 and intermediate se tions; recording, 
reporting alcohol, distilled spirits, vinegar, etc 

26 CFR 250. 127 — 250. 284; 251. 40 — 251. 137, and certain intermediate 
sections; recording, reporting importation of liquors 

Reports: 
Form 103, entering serial numbers of beer tsx returns 
Form 702, entering serial numbers of wine tax returns 
Liquors imported 
Miscellaneous entries by wholesale liquor dealers 
Proprietors, wholesale liquor dealers, revisions 

Retail liquor dealers: 
Liability, partial liquidation of beverage stocks 
Possessing rectifying equipment, liability 
Receiver, and partnership, succession to special tax stamp 

Returns: 
Change in format 
Beer tax, serial numbers entered on Form 103 
Special tax, stills manufacturer, delinquency penalty 
Wine tax, serial numbers entered on Form 702 

Sales: 
Beer and wine, by retailer partially liquidating beverage stocks 
Bottled beer, at brewery office of another brewer 
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ALCOHOL TAX — Coniinued 

Sales — Continued 
Bulk spirits, wholesaler to industrial user 
Cider, produced at other than bonded wine cellars 
Taxpaid alcohol, at plants and warehouses, special tax 
Wholesale, intrastate transactions, basic permit 

Special tax: 
Exemption, taxpaid alcohol sales by plant and warehouse proprietors 
Liability: 

Barbecue basting sauce, produced with taxpaid wine 
Partnership resuming operations 

Rectifier: 
J. iability of retailer or wholesaler possessing rectifying equip- 

ment 
Nonbeverage manufacturer recovering spirits 

Wholesaler, retailer partially liquidating beverage stocks 
Special tax (commodity), stills manufacturer failing to file return 
Stamps: 

Recording, reporting, revisions made 
Red strip, liquors imported 
Special tax, succession by receiver, and partnership, as retailer 

States, intrastate sales, alcoholic beverages, basic permit 
Stills: 

Boiling out to proof of alternate product 
Manufacturer, special tax, delinquency penalty 

Taxes: 
Assessments, special tax, delinquency penalty, still manufacturer 
Computation, fractional proof gallons, spirits exported with draw- 

b ack 
Extension of certain rates 
Liability: 

Producing, labeling, selling, cider 
Retailer partially liquidating beverage stocks 

Retailer, wholesaler, possessing rectifying equipment 
Rectificatio, reducing proof of spirits with partially demineralized 

water 
Rates: 

Imported liquors 
Listings for liqueurs, cordials, wines 

Refund: 
Beer removed for package testing and destroyed 
Imported liquors returned to foreign shipper 

Unpaid, credited with overpayment 
Taxpaid bottling houses, marking pipelines conveying deionized water 
Transfers, bonded wine in unlabeled bottles, labeling 
Vinegar, vaporizing process, revised records and reports 
Violations: 

Confession of coconspirator made after termination of conspiracy, use 
as evidence 

Refilling liquor bottles, inspecting compromise abstract, , statement 
Warehouses: 

Customs, rectifying or bottling spirits, permits, labels 
Industrial alcohol: 

Construction, use of Quonset type buildings 
Sales of taxpaid alcohol, special tax 

Internal revenue: 
Construction, use of Quonset type buildings 
Reporting spirits removals, losses, tax gallons, Form 52C 
Storage of taxpaid bulk spirits 

Wholesale liquor dealers: 
Bulk spirits purchased for industrial use 
Miscellaneous entries on reports 
Possessing rectifying equipment, liability 

Wine: 
Bonded, transferred in unlabeled bottles, labeling 
Cases, repetition of information from bottle label 
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ALCOHOL TAX — Continued 
Wine — Continued 

Cider not classified as, defined 
Dumped for rectification, gauging 
Imported: 

Reproducing mandatory label information on cartons 
Returned to foreign shipper, tax refund' 

Purchased for intrastate wholesale sales, basic permit 
Special natural, use of vanillin 
Tax rate extended 
Tax return serial numbers, entry on Form 702 
Taxpaid, use in barbecue basting sauce 
Treatment with ascorbic acid 

Wineries. (See Bonded wine cellars. ) 
COURT DECISIONS: 
The Allen-Bradley Company; United States v 
Automobile Club of Michigan v. Commissioner 
Compania Embotelladora Coca-Cola, S. A. v. United States 
Haynes, Gordon P. , et uz v. United States 
Lasky, Jesse L. , et uz v. Commissioner 
National Lead Company v. Commissioner 
The Ohio Pouer Company; United States v 
Paoli, Orlando Delli, v. United States 
Putnam, Maz, et uz v. Commissioner 

EMPLOYMENT TAXES: 
Agricultural labor: 

Mink farm 
Mushroom growing in abandoned mine 

American employer. (See Employer. ) 
Citizens, employees of foreign subsidiary, successor domestic corporation 
Claims. (See ADMINIsTRATIvE: Credits and refunds. ) 
Credits. (See ADMINIsTRATIvE: Credits and refunds. ) 
Employee: 

Foreign subsidiary, successor domestic corporation 
Supervisory committee members of municipal credit union 
Survey by a state and the Federal GovernInent 

Employer, foreign subsidiary, successor domestic corporation 
Employer-employee: 

Accountants, bookkeeping and related services for clients 
Actress, commercial film company 
Barbers, chair rental arrangement 
Commercial artist, commercial film company 
Construction supervisors, engaged by corporate owner, paid by 

architectural firm 
Drivers, truck, vendors of ice cream products 
Engineers, services under contract for former employer 
Fishermen, suppliers of salmon to Alaskan packers 
Loaders, local unionized freight unloaders 
Narrator, commercial film company 
Officers and directors, director as Inember of executive committee 
Officials, athletic association, trained to serve at intercollegiate con- 

tests 
Physicians, part-time treatment of organization employees, resident- 

in-training 
Reporters, engaged by law reporting firm 
Slaughtercrs: 

Schochet 
Services under Hebrew law for kosher market and individual 

clients 
Stenographer, working on hourly basis for two employers 
Teachers, parochial schools, women graduates of theological college 

Employment, ministers serving in religious headquarters 
Exempt organizations, waiver procedure under Social Security Amend 

ments of 1956, interim instructions 
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EMPLOYMENT TAXES — Continued 

Fishing services, high seas, Puerto Rican residents, withholding 
Foreign employees, successor domestic corporation, coverage 
Instrunientalities: 

Association of heads of state insurance departments 
State: 

County fair association' 
Soil conservation district 

Survey by a state and the Federal Government 
Limitation period. (See ADMINISTRATIVE: Limitation period. ) 
Ministers, services performed in religious headquarters 
Records. (See ADMINIsTRATIvz: Records. ) 
Refunds. (See ADMINIsTRATIvE: Credits and refunds. ) 
Tax. (See ADMINISTRATIVE: Tax. ) 
Wages: 

Back pay order of National I. abor Relations Board 
Bonuses to former employees 
Employer contributions to employees' security benefit trust 
Fxcludable sick pay, employer-issued statement 
Payments to church organization for ser vices of volunteer workers 
Payments to employees for purchase of hospitalization 
Stril'c benefits 
Tips, no accounting to employer 

~ Waivcrs: 
Lexcmpt organizations, procedure under Social Security Amendments 

of 1056, interim instructions 
Ministers serving in religious headquarters 
Registered notice of disallowance of refund claim 

ESTATE TAX: 
Claims. (See ADMINISTRATIVE: Credits and refunds. ) 
Credits against tax, treaty credit: 

Australian convention, Art. V 
Fiiuiish convention, Art. V 
Greek convention, Art. VI 
Ireland convention, Art. V 
Norwegian convention, Art. V 
Swiss convention, Art. IV 
Union of South Africa, Art. V 

Deduct, ious — miscellaneous: 
Australian convention, Art. IV 
Greek convention, Art. V 
Ireland convention, Art. IV 
Union of South Africa convention, Art. IV 

Diplomatic immunity: 
Australian convention, Art. VIII 
Fiiinish convention, Art. XI 
Norwegian convention, Art. X. III 

Domici]e: 
Australian convention, Art. II 
Finnish convention, Art. III 
Greek convention, exemptions, Art, . IV 
Ireland convention, Art. III 
Norwegian convention, credit, Art. III 
Swiss convention, credits against tax, Art. II 
Union of South Africa convention, Art. III 

Life insurance, receivable by estate, accident while passenger on airplane 
Limitation period. (See ADMINISTRATIVE: Limitation period. ) 
Nonrcsidents: 

Australian convention, specific exemption, Art. IV 
Finnish conveniion, specific exemption, Art. IV 
Greek convention, exemptions, Art. V 
Norwegian convention, specific exemption, Art. IV 
Swiss convention, specific exemption, Art, III 

Returns. (See ADMINISTRATIvz: Returns. ) 
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ESTATE TAX — Continued 
Situs of property: 

Australian convention, Art. III 
Finnish convention, Art. III 
Greek convention, Art. IV 
Ireland convention, Art. III 
Norwegian convention, Art. III 
Union of South Africa convention, Art. III 

Tax. (See ADMINISTRATIVE: Tax. ) 
Tax conventions. (See Txx CoNVENTIDNs. ) 
EXCESS PROFITS TAX: 
Abnormal tax year, oil and gas extractive industry 
Mining, natural resources, etc. , excess exempt output 
EXCISE TAXES: 
Admissions: 

Dish coupon, payment in addition to price of ticket 
Exempt status: 

Charitable organization chapters 
Nonprofit hospital, privately-owned 

Radio program broadcast from a restaurant 
Skating rinks 
Ski slopes or tow facilities 

Bowling alleys, pool tables, etc. : 
Miniature pool tables 
Operated by a state educational institution 

Cabaret: 
Skating rinks 
Vending machines and concessions 

Claims. (See ADMINIsTRaTIvE: Credits and refunds. ) 
Coin-operated devices, nIachine with single mechanism and handle, multi- 

ple payoif cups and coin chutes 
Communications: 

Amounts paid for teletypewriter services by representative or carrier 
Exemptions: 

California irrigation districts 
Electric and telephone membership corporations, established 

under state law 
Humane societies 

Leased radio channel service 
Mobile radio telephone service, common carrier 
Taxicab telephone facilities and equipment 

Dues, initiation fees, etc. , life membership, more than one class of active, 
resident, annual members 

Limitation period. (See ADMINIsTRxTIVE: Limitation period. ) 
Manufacturers: 

Appliances, gas hot plates 
Automobiles, etc. : 

Assembled in Puerto Rico, European-made parts 
Certain tax rates extended 
Parts and accessories: 

Heating pads 
Racing cars 
Utility lights 

Racing cars 
Business an&i store machines: 

Eyelet machine, permanent installation 
Pencil sharpeners and pencil pointers 
Stand susceptible of general use 
Tape or wire recorders 

Cigarette, etc. , lighters, ornamented with stones 
Electric light bulbs, etc. : 

Components of nontaxable subassemblies used in manufacture of 
taxable articles, credit or refund 

Importer's sale of miniature bulb light sets 
Neon tubes used in nontaxable articles 
Sales to municipality for nongovernmental users 

Page 
634 
641 
646 
650 
654 
660 

546 
546 

385 

388 
389 
386 
388 
386 

423 
422 

388 
387 

421 

364 
411 
391 
390 
393 

389 

366 
365 
367 
365 

380 
378 
379 
380 
358 

381 
374 
382 
383 



768 

EXCISE TAKES — Continued 

Manufacturers — Continued 
Exemptions: 

California irrigation districts 
Camera with built-in fiash weighs over four pounds 
Eleciric and telephone membership corporations, established 

under state law 
Electric light bulbs, sales to municipality for nongovernmental 

users 
Humane societies 
Neon tubes used in nontaxable articles 
Sale of tread rubber to state 

Gasoline: 
Sales to nonproducing parent of wholly-owned producing subsid- 

iary 
Vehicle used in ma, intenance of golf course 

General, installation charges, separate or lump-sum billing 
Lubricating oil: 

Flushing agent, nonlubricating use 
Waste mixture refine with crude oil 

Musical instruments: 
Carrying cases 
Component elements 

Phonographs, etc. , records designed for coin-operated phonographs 
Photographic apparatus, camera with built-in fiash, weighs over four 

pounds 
Radio and TV receivers, converters 
Tires, tubes, etc. : 

Racing cars 
Reprocessed tread rubber 
Sale of rubber to retreader, tires for use of state 
Type used on highway vehicles, rate of tax 

Refunds. (See AnMINIsTRATIvE: Credits and refunds. ) 
Retailers: 

Exemptions: 
California irrigation districts 
Electric and telephone membership corporations, established 

under state law 
Humane societies 

Furs, article lost in the mail 
Jewelry: 

Acquired by foreclosure, private sale 
Binoculars in nature of toys 
Cigarette lighters ornamented with stones 
Gold coins 
Identification tags and bracelets 
Indian handicraft 
Nickel or "German" silver 
Occasional sale by insurance company 
Pearl in natural shell and packed in container 
Serving table with silver ornamentation 

Luggage: 
Boy scout packs 
Indian handicraft 
"Tote Bag" 
Unclaimed baggage sold by hotel 

Returns. (See ADMINIs'I'RATIVE: Returns. ) 
Safe deposit boxes, aggregate capacity in excess of 40 cubic feet 
Stamp (Documentary): 

Bonds, etc. , basis, transfer after payments made on principal 
Conveyances, condemned property acquired by United States 
Foreign insurance policies: 

Foreign and domestic insured, risl's wholly or partly within 
United States 

Property shipped from a foreign country 
Stocks, etc. , transfer from husband and wife as joint tenants to them- 

selves as tenants in common 

Page 
383 
877 

883 
411 
382 
368 

870 
440 
381 

372 
371 

377 
376 
375 

377 
375 

365 
370 
368 
369 

364 
411 
362 

610 
361 
358 
361 
359 
360 
359 
357 
860 
358 

868 
360 
362 
862 

410 

414 
415 

417 
416 



769 

EXCISE TAXES — Continued 
Tax. (See ADMINIsTRATIVE: Tax. ) 
Transportation — Oil by pipeline, when liability attaches, accrual basis 

taxpayer 
Transportation — Persons: 

Exceptions: 
Armed Forces, travel within United States, payments outside 

United States 
California irrigation districts 
Electric and telephone membership corporations, established 

under state law 
Evidence of nontaxability, payment outside United States, portion 

of travel within United States 
Humane societies 
Replacement for canceled tax-exempt return ticket, payment 

within United States 
Transportation — Property: 

Accessorial services: 

Coal, average demurrage agreement charges 
Exemptions: 

California irrigation districts 
Electric and telephone membership corporations, established 

under state law 
Government, point of origin to processing plant 
Humane societies 
State instrumentality, construction material consigned in care of 

contractor 
Transportation of property in court's custody 

Exports: 
Dairy products, pools or similar arrangements 
Shipment without contract from foreign buyer 
Shipments of containers for goods for export 

Tax computation: 
Additional amounts paid carrier, excess valuation 
Average demurrage agreement, coal and other commodities 

Tax payments, shipper hiring carrier outside United States 
Use t, ax: 

Gasoline, vehicle to maintain golf course 
Highway motor vehicle: 

Alteration after first taxable use 
"Axle" defined 
Foreign owned, operating within United States 
United States' use 
Volunteer firc departments 
Wrecker converted from truck-trailer 

Wagering: 
Non-coin-operated gaming device 
Punchboard, "Five Card Draw" 

FIREARMS: 
Classification: 

Barrel extension for industrial guns 
"DEWAT" firearms 
Pistol, or revolver with rifled, or smooth bore 

Regulations, authorization to prescribe 
Taxes, transfer, exemption atforded "unserviceable" firearms 

GIFT TAX: 
Claims. (See ADMINIsTRATIVE: Credits and refunds. ) 
Credits against tax, Australian convention, Art. V 
DeductioIIs-miscellaneous, Australian convention, Art. IV 
Diplomatic immunity, Australian convention, Art. VIII 
Domocile, Australian convention, Art. II 
Exemptions, Australian convention, Art. IV 
Limitation period. (See ADMINIsTRATIvE: Limitation period, ) 

409 

895 
888 

864 

897 
411 

897 

401 
551 
899 

864 
408 
411 

412 
411 

405 
407 
400 

408 
899 
402 

440 

428 
425 
424 
426 
427 
425 

419 
418 

484 
488 
482 
717 
488 

689 
689 
640 
687 
689 



770 

GIFT TAX — Continued 

Nonresidents, Australian convention, specific exemption, 
Return. (See ADMINIsrRATIvE: Returns. ) 
Situs of property, Australian convention, Art. III 
Specific exemption. (See Exemptions. ) 
Tax. (See ADMINISTRATIVE: Tax. ) 
Tax conventions. (See TAR CQNvENTIQNs. ) 
INCOME TAX: 

Art. I V 
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Accounting methods: 
Gains and losses allocable to blocked foreign income 
Prepaid membership dues 
Soil and water conservation expenditures, $1. 175 — 6 

Accounting period: 
Change, year for computation of taxable income, $1. 441-1 172 
Trustee's election, death of grantor of revocable trust 171 

Adjusted basis: 
Emergency facility, amortization 522 
Emergency facility, amortization 523 

Advance payments: 
Automobile club dues 
Interest on overpayments, $ 301. 6611 — 1 

Affiliation, consolidated returns, change in operations of affiliated group 
Aliens. (See Nonrcsidents; Residents. ) 
Alimony: 

Payments granted after Mexican divorce decree 106 
Premiums paid on unassigned life insurance for benefit of wife 27 

Amortization, emergency facility, adjusted basis 520, 522, 523 
Annuities, taxability: 

Correction of errors in tables for use in computing. expected return, 
f 1. 172-9 32 

Nontrusteed plan, life insurance premiums paid by employer 162 
Qualified employees' plans, compilation of guides 128 
State contributions to employees' pension fund prior to 1939, estimated 

allocation 
Armed Forces: 

General, readjustment payments to reserves 26 
Pay: 

Combat-zone service, $ 1. 112 — 1 
Mustering-out payments, $ 1. 113 — 1 

Assessments of tax. (See ADMINIsTRATIvE: Assessments. ) 
Awards, prizes, etc. : 

Academic or civic achievement award 33 
Educational achievement in teaching 33 
Fellowship award for academic year 1953 — 1954 74 

Bad debts: 
Owed by political party, accrued prior to statutory prohibition 
Payment as guarantor of corporate obligation 
Recovery exclusion $ 1. 111 — 1 
Reserves, Government insured F. H. A. loans 

Banks: 
Affiliated group, gains and losses from bond transactions, consolidated 

return 294 
Bad debt reserves, Government insured F. H. A. loans 94 

Basis: 
Assets, executory contract 519 
Lots exchanged among three individuals 247 
Property acquired as result of involuntary conversion, $ 1. 1038 (c) — 1 248 
Reorganization, stock of parent corporation exchanged by subsidiary 

for property of another 
Trust property, power of revocation in grants in conjunction with 

others 
Beneficiaries: 

Carryover deductions, intervening trust 
Dividends, interest, , rents from trust or estate, retirement income 
Employees' trust, distribution of life insurance contracts 
Gift or bequest, property and income from property, $ 1. 102 — 1 
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INCOME TAX — Coii tinued 

Beneficiaries — Continued 
Qualified employees' plans, coriipilation of guides 
Total distribution under employees' pension plan, retirement beyond 

normal age 
Trust, , interest on Treasury bonds, $ 1. 103 — 5 

Benefits under plans: 
Disability, employer established 
Disability pension, effective retirement age 
Employees' trust, discrimination, advance determinatioii 
Pensioned employee gainfully employed 
Qualified employees' plans, compilation of guides 

Bequests and devise. (See Gifts. ) 
Blind persons. (See Exemptions. ) 
Bonds: 

Interest: 
Municipal bonds purchased from dealer at discount 
Municipal corporation 
States and instrumentalities, territories and possessions, certifi- 

cates of obligation, $ 1. 103 — 1 
Treasury bonds )$1. 103 — 4 1. 103 — 5 

Building and loan associations, liquidation, distributions to holders of with- 
draIi able shares 

Business expenses: 
Capitalized. (See Capital expenditures. ) 
Deductible. (See Deductions. ) 

Cancellation of indebtedness. (See Discharge of indebtedness. ) 
Capital assets: 

Definition, stumps from land held as investment 
Holdiug period, patents, option to acquire exclusive license, related 

persons and holders 
Capital expenditures, cost of sheet piling dock 
Capital gains and losses: 

Banks, affiliated group, consolidated returns 
Carryovers, recovery exclusion, $ 1. 111 — 1 
Individuals: 

Allocable to blocked foreign income 
Disposition of assets, executory contract 
Distribution from trust, officer continuing in uncompensated 

service 
Distributions in liquidation of building s, nd loan association 
Municipal bonds purchased from dealer at discount 
Option to acquire exclusive license to patent, related persons and 

holders 
Payment as guarantor of corporate obligation 
Total distribution under employees' pension plan, retirement be- 

yond normal age 
Timber and coal: 

Owner retaining interest on disposal 
Sale of stumps from land held as investment 

Carrybacks and carryovers, interest on deficiencies, $ 301. 6601-1 
Carrying charges, interest deduction, $ 1. 163 — 2 
Charitable contributions: (See Contributions (deductibility) . ) 
Claims. (See ADMINIsTRATIvE: Credits and refunds. ) 
Community property and income, combat-zone service, $ 1. 112 — 1 
Compensation received: 

Convenience of employer, meals and lodging, f 1. 119 — 1 
Miscellaneous: 

Executive's rehabilitation costs expended by employer 
Strike benefits 

Property other than cash, commission salesmen 
Sickness or injuries: 

Arizona elected official 
Employer disability plan 
Employer plan, claim for refund 

Condemnation avi ards, mortgaged property condemned by Government, in- 
voluntary conversion, $$ 1. 1033(a)-2, 1. 1033(a) — 3 

128 

164 
34 

499 
66 

158 
71 

128 

62 
65 

34 
34 

198 

266 
109 

294 
34 

191 
519 

160 
198 

62 

266 
501 

164 

199 
265 
441 
90 

108 
15 

354 

70 
499 
752 

248 
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INCOME TAX — Continued 

291 
298 

96 
97 
97 

169 

295 
84 

297 
666 
126 

84 
98 
84 

88 

Consolidated returns: Page 
Adoption and changes of accounting period, $$ 1. 441 — 1, 1. 442 — 1 172 
Affiliated group of banks, gains and losses from bond transactions 294 
Cancellation of debt of parent to subsidiary 295 
Election to file separate returns, stock exchange for acqmsition of 

assets 
Elections, parent corporation's scope of agency 
Limitation on foreign tax credit, tax computed under alternative 

method 245 
Permission to file separate returns, change in operations of affiliated 

gl'oup 290 
Reincorporation of parent followed by merger 126 

Contributions (deductibility): 
Corporations: 

Committees carrying out United States agency programs 96 
Payment after close of taxable year, election as to year of deduc- 

tion 506 
Payments to employees under current payment profit-sharing 

plan 88 
Pension pla~s, limitation ' 169 

Individuals: 
Committees carrying out United States agency programs 
Donations to club to defray burial expenses of members 
Payment to state hospital for care of patient 

Limitation, pension plans 
Trusts: 

Contractor-employer reimbursed for cost of plan 166 
Discrimination, advance determination 158 
Employees', limitation, assets transferred to collective fund 167 
Income from realty devised to charitable trust, subject to 

administration 200 
Cooperatives, farmers', patronage dividends from crops owned by members 

at time of delivery 24 
Corporations: 

General: 
Cancellation of debt of parent to subsidiary 
Contribution to capital, $ 1. 118-1 
Lease of facilities to newly-formed subsidiary, surtax exemption 
Normal tax rates extended 
Reincorporation followed by merger, returns 

Liquidation, distribution by subsidiary for pareut's stock in sub- 
sidiar y 

Sale of corporate assets, credit for accrued foreign taxes 242 
Court decisions. (See CouRT DxclsloNs. ) 
Credits against tax (see also Foreign tax credit): 

Accrued foreign taxes assumed by foreign purchaser 242 
Limitation on retirement income, $ 1. 87 7 
Regulated investment company shareholders, foreign tax credit, 

fl) 1. 853-1 through 1. 858-4 214 
Retirement incolne, dividends, interest, rents from trust or estate 12 

Deductions: 
Business expenses: 

Cost of painter's worl- clothing, prescribed by union 89 
Cost of plan reimbursed to contractor making contributions 166 
Emergency facility, amortization 520, 522, 528 
Employer contributions to employees' security benefit trust 18 
Executive's rehabilitation costs 108 
Insurance companies other than life or mutual, loss adjustment 

expenses, determinable administrative costs 218 
Premiums on life insurace contracts, f$ 1. 264-1 through 1. 264 — 2 109 
Public officials, amounts in excess of statutory subsistence 

allowance, fl 1. 120 — 1 
Soil and water conservation, $$ 1. 175 — 1 through 1. 175 — 6 
Sports program conducted for benefit of Red Cross, f 1. 114 — 1 
Year of payment, contributions to employees' current payment 

profit-sharing plan 



INCOME TAX — Coniinued 
Deductions — Continued 

Contributions. (See Contributious (deductibility). ) 
General: 

Availability to income beneficiar, carryover froin iritervcning 
trust 

Bad debts, owed by political party, accrued prior to statutory 
prohibition 

Interest: 
Carrying charges, interest not separately stated, rj L163 — 2 
Paid within taxable year on indebtedness, ( 1. 163 — 1 

Medical expenses. (See Medical expenses. ) 
Nonbusiness expenses: 

Payment as guarantor of corporate obligation 
Premiums on life-insurance contracts, rrrj 1. 264 — 1 through 1. 264-2 

Personal expenses. (See Personal expenses. ) 
Taxes. (See Taxes: Deductions. ) 
Vr'hen taken: 

Additional state taxes 
Circulation expenditures attributable to prepaid subscription in- 

come 
Election, contribution paid after clo~e of taxable year 
Tax on transportation of oil by pipeline, accrual basis taxpayer 
Vacation pay, time of accrual 

Deficiencies. (See AnrrrrNrssRAxrvn: Deficie»cies. ) 
Dependents. (See Exeinptious. ) 
Depletion, dolomite, end-use test 
Depreciation: 

Agreements as to useful life, method and rate 
Cost of sheet piling dock 
Policy on adjustments 

Disability benefits: 
Claim for refund, employer plan 
Employer plan 
Pensioned employee gainfully employed 
Qualified employees' plans, compilation of guides 

Discharge of indebtedness, parent to subsidiary, consolidated net income 
Distributions: 

Merger and distribution of stock of controlled corporation 
Reorganization, exchange of redeemable nonvoting common stock for 

common stock 
Spin-off: 

One separately business relatively inactive 
Stock of one subsidiary, subsequent merger with another 

Stock of new controlled corporation, split-off 
Dividends: 

Paid: 
Credit, public utility stock to replace holding company stock 
Declared in undetermiried amount by insurance company 
Liquidation building and loan association, distributions to holders 

of withdrawable shares 
Regulated investment companies, after close of taxable year, 

re) 1. 853-2, 1. 855-1 
Patronage, distribution to members of farmers' cooperative who owned 

crops at time delivered 
Received: 

Beneficiary, trust or estate, retirement, income 
Regulated investment company shareholders, capital gain, aggre- 

gate, etc. , g$ 1. 854 — 1 through 1. 854 — 3 
Stock: 

Federal instrumentalities, $ 1. 103 — 2 
Spin-ofi, distribution of stock of one snbsidiary, subsequent mer- 

ger with another 
Earned income: 

Nonresident alien, overseas employees of Government agencies, serv- 
ices in United States 

484787' — 58 50 

201 

113 

90 
90 

501 
109 

193 

507 
506 
409 
193 

518 

735 
109 
748 

752 
499 

71 
167 
295 

122 

123 
123 
121 

509 
210 

214 

12 

214 
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INCOME TAX — Continued 

Earned income — Contirrued 
Professional men, retirement income credit 
Retirement income limitation, excludable sick pay 

Earned income (Sources without United States), farm operated by lessee in 
Mexico 

Farnings and profits regulated investment companies f 1. 852 — 5 
Elections. (See ADMINIsTRATIvxu Elections. ) 
Employees' trusts. (See Trusts: Employees'. ) 
Estates and trusts. (See Trusts: Estates and trusts. ) 
Estimated tax. (See ADMINIsTRATIvE: Estimated tax. ) 
Exchanges of property: 

Assets for stock of new controlled corporation, split-off 
Liquidating distribution by subsidiary for parent's stock in subsidiary 
Lots and cash among three individuals 
Merger and distribution of stock of controlled corporation 
Part, ners, stock interests in single integrated transaction 
Reorganization: 

Redeemable nonvoting common stock for common stock 
Stock of parent corporation for property of another by subsidiary 

Section 306 stock, redemption under sinking fund 
Spin-ofi', one separate business relatively inac'ive 

Exempt income, trust created under state law, benefit of public welfare 
Exempt organizations: 

Conducting home shows, profits inure to benefit of public body 
Employees' beneficiary, transportation for medical services for mem- 

bers 
Prohibited transactions, notification and conference procedures 
Qualified employees' plans, compilation of guides 
Retroactive revocation of exemption 

Exemptions: 
Blind persons: 

Additional allowance, $/1. 151-1, 1. 151 — 2 
Benefit payments under state law 

Dependents: 
Child, $$ 1. 151-2, 1. 151-3 
Definition, $ ) 1. 151-3, 1. 15&1, 1. 152-2 
Multiple support agreements, $ 1. 152-3 
Student, $f 1. 151-2, 1. 151 — 3 

Nonresidents, deduction allowance, $ 1. 151-1 
Old-age, additional allowance, )$ 1. 151-1, 1. 151-2 
Personal: 

Change of accounting period, $ 1. 443-1 
Deduction allowance, general, $) 1. 151-1, 1. 151-2 

Spouse, determination of marital status, $ 1. 153-1 
Extension of time. (See ADMINIsTR+TIvz: Extension of time. ) 
Farmers and farming: 

Sales of diseased livestock, involuntary conversion, $1. 1033(e)-1 
Soil and water conservation expenditures, $$ 1. 175-1 through 1. 175 — 6 

Fellowships. (See Scholarships. ) 
Foreign corporations, interest on United States obligations, $ 1. 103-6 
Foreign tax credit: 

Accrued foreign taxes assumed by foreign purchaser 
Cuban production tax 
Double withholding for Puerto Rico and United States, services on 

high seas 
Limitation, consolidated tax computed under alternative method 
Philippines privilege tax 
Regulated investment company shareholders, f $ 1. 853-1 through 

1. 53-4 . 85— 
Resident alien, supporting evidence 

Gain or loss: 
Basis, trust property, power of revocation in granter in conjunction 

with others 
General, assets of employees' trust transferred to collective fund 

Page 

14 
13 

246 
214 

121 
116 
247 
122 
205 

115 
124 
114 
123 
64 

196 

197 
727 
128 
513 

77 
26 

77 
77 
77 
77 
77 
77 

172 
77 
77 

248 
98 

242 
525 

355 
245 
241 

214 
243 

517 
167 
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Prize 
116 
118 

Gifts: 
Fellowship award for academic year 1953 — 1954 
Fellowship grants by Guggenheim Foundation 
Indians, Federal grants for vocational training 
Property and incoiue from property, $ 1. 102 — 1 

Gross income: 
Exclusrons: 

Amount received from tax consultant as recompense for error 
Award for acadenuc or civic achievement 
Award for educational achievenrent in teaching 
Benefit payments to blind under state law 
Combat-zoue service, $ 1. 112-1 
Compensation to Arizona elected official during illness 
Contributions to capital of corporation, $ 1. 118 — 1 
Disability benefits, employer plan 
Disability paymeuts uuder employer plan, claim for refund 
Dividends on shares and stock of I"ederal instrumentalities, 

$ 1. 103-2 
Exchange fellow, allowances by exempt foundation 
Fellowship award for academic year 1953 — 1954 
Fellowship grants by Guggenheiui Foundation 
Gifts and inheritances, $ 1. 102 — 1 
Improvements by lessee on lessor's property, ) 1. 109 — 1 
Interest: 

Notes secured by mortgage to Federal land bauks, q~ 1. 103 — 3 34 
Treasury bonds, $f 1. 103 — 4, 1. 103 — 5 34 

illeals and lodging for convenience of employer, $ 1. 119 — 1 34 
Iiileage allowance by state for transporting children to kinder- 

garten 
Afustering-out payments, $ 1. 113-1 
Patronage dividends 
Proceeds from sports program conducted for Red Cross ) 114 — 1 
Recovery of bad debts, prior taxes and delinquency amounts, 

f 1. 111-1 34 
Subsistence allowance, state police, $ 1. 120 — 1 22, 34 

Inclusions: 
Compensation of police, designated by state as subsistence allow- 

ance 22 
Contractor-employer, reimburseuient for cost of plan 166 
Employee, employer contributions to security bcncfit irust 
Gifts and inheritances, income from property, ) 1. 102 — 1 
Life insurance premiums paid by employer, nontrustccd annuit, v 

plan 
Readjustment payments to Armed Forces reserves 
Rent, lease with purchase option under condemnation threat 
Strike benefits 

74 
497 

60 
34 

23 
33 
33 
26 
34 
70 
34 

499 
7 o2 

34 
75 
74 

497 
34 
34 

25 
34 
24 
34 

162 
26 

262 
15 

INCOME TAX — Continued 
Gain or Loss — Continued 

Liquidation: 
Distribution by subsidiary for pareut's stock in subsidiary 
Separate sales of corporat, assets, year apart 

Recognition: 
Acquisition by subsidiary of property of another in exchange for 

pareut's stocl- 124 
Cancellation of debt of parent to subsidiary . 295 
Exchange of assets for stock of new controlled corporation, 

split-ofi' 121 
Involuntary~ conversion of property, $$ L1033(a)-1 through--— 

1. 1033 (c) — 1 248 
Afergcr a, nd distribution of stock of controlled corporation 122 
Partnership liquidation, inventory items 207 
Sale of golf course property biscci, cd by highway 261 
Sale of residence, purchase of partially constructed uew resideuce 263 
Stock interests of members transferred to partnership and dis- 

tributed in liquidation 205 
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INCOME TAX — Continued 

Gross income — Continued 
Inclusions — Continued 

Volunteer workers compensation for services paid to church 
organization 

When included: 
Notes sold, amounts withheld by buyer as reserve for possible 

losses 
Prepaid membership dues 

Improper accumulation of surplus, computation of tax, recovery of bad 
debts and prior taxes $ 1. 111-1 

Improvements, income to lessor upon forfeiture of lease, $ 1. 109-1 
Indians, Federal grants for vocational training 
Information. (See AnMrNrsTR+TxvE: Information at source. ) 
Insurance: 

Premiums: 
Officers' or employees' contracts, $ 1. 264-1 
Paid by employer, nontrusteed annuity plan 
Paid by husband on unassigned life policy, alimony 
Single premium life insurance, endowment, or annuity contracts, 

$ 1. 264 — 2 
Unearned, reinsurance reserves 

Insurance companies: 
I. ife, health, and accident policy, option to adjust premiums upon 

renewal, life insurance reserves 
Mutual, other than life: 

Dividends declared in undetermined amount 
Normal tax rates extended 

Other than life or mutual: 
Dividends declared in undetermined amount 
Loss adjustment expenses, determinable administrative costs 

Reinsurance reserves, treatment as unearned premiums 
Interest: 

Exempt: 
Municipal corporation bonds 
Municipal bonds purchased from dealer at discount 
Obligations of trust created under state law, benefit of public 

welfare 
Obligations of state, territory, etc. , $ 1. 103-1 
Obligations of United States: 

Extent of exemptions, $ 1. 103 — 4 
Nonresident aliens and foreign corporations $ 1. 103 — 6 
Notes secured by mortgages, $ 1. 103 — 3 

On deficiencies. (See AnMrNrsTRATrvn: Interest. ) 
On overpayments. (See ADMlivrsTRATIVE: Interest. ) 
Paid: 

Carrying charges, interest not separately stated, fl 1. 163 — 2 
Penalty for release of mortgage 
Taxable year of indebtedness, deduction, $ 1. 165 — 1 

Received, beneficiary, trust or estate, retirement income 
Inventories, distribution in partnership liquidation 
Inventories (LIFO) department stores, January 1957 BLS price indexes 
Involuntary conversions: 

Basis of property acquired, $ 1. 1033(c) — 1 
Condemnation, lease back concurrent with sale of property 
Conversion into similar property, $ 1. 1033(a) — 2(b) 
Conversion into money or dissimilar property, $ 1. 1033(a) — 2(b) 
Disposition of converted property occurring after 1950, $ 1. 1033(a)— 

2 (a) 
Disposition of converted property occurring before 1951, $ 1. 1033(a) — 3 
Elections, $ 1. 1033(a) — 2 
Establishment of replacement funds, property converted before 1951, 

$ 1. 1033(a) — 4 
Excess lands within irrigation project, $ 1. 1033(d) — 1 
Gain or loss, f$ 1. 1033(a) — 1, 1. 1033(c) — 3 
Highway built through golf course, sale or remaining property 
Lease with purchase option under condemnation threat 

Paze 

307 

17 
513 

34 
34 
60 

109 
162 
27 

109 
212 

208 

210 
666 

210 
213 
212 

65 
62 

64 
34 

34 
34 
34 

90 
94 
90 
12 

207 
195 

248 
260 
248 
248 

248 
248 
248 

248 
248 
248 
261 
262 
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INCOME TAX — Continued 
Involuntary conversions — Continued 

Livestock diseased, jj 1. 1033(e) — 1 
Mortgaged property condemned by Government„() 1. 1033(a) — 2, 

1. 1033 (a) — 3 
Period for replacement, of property, f 1. 1033(a) — 2 
Residence of taxpayer, $ 1. 1033(b) — 1 
Tenancy in common as replacement property 

Leases: 
Coin-operated device operated on percentage basis 
Corporate facilities newly-formed subsidiary, surtax exemption 

Limitation period. (See AnMiNisTa&Tzvr. : Limitation period. ) 
Liquidations: 

Building and loan association, distributions to holders of withdrawable 
shares~ 

Distribution by subsidiary for parent's stock in subsidiary 
Partnership, stock interests of members transferred and distributed 

in liquidation 
Separate sales of corporate assets, year apart 

Livestock sales. (See Farmers and farming. ) 
Loans, bad debt reserves, Government insured F. H. A. loans 
'Losses: 

Corporations: 
Affiliated group of banks, bond transactions, consolidated return 
iVotes sold, amounts withheld by buyer to cover possible losses 

Individuals: 
iNotes sold, amounts withheld by buyer to cover possible losses 
Share of partnership loss in excess of investment 

War, recoveries, manner of election, $ 1. 1335 — 1 amended 
Meals and lodging. (See Compensation received: Convenience of em- 

ployer. ) 
Medical expenses, rehabilitation costs 
Military personnel. (See Armed Forces. ) 
Mitigation of effect of limitation, adjustment for taxes deducted in wrong 

year 
Natural resources, timber, owner retaining interest on disposal 
Net income. (See Taxable income. ) 
Net operating loss, soil and water conservation expenditures, ft 1. 175 — 5 
Nonbusiness expenses. (See Deductions. ) 
Nonresidents: 

Alien: 
Interest on United States obligations, $ 1. 105 — 6 
Overseas employees of Government agencies, services in United 

States 
Procedure for employer refunding taxes withheld 
Trainees, exemption from withholding of per diem, f 1. 1441 — 4 
Withholding, income of estate of decedent, will probated in 

United States 
Exchange fellow, allowances by exempt foundation 

Obligations: 
Instrumentalities of United States: 

Dividends, $ 1. 103 — 2 
Interest: 

Extent of exemption, $ 1. 103 — 4 
Nonresident aliens and foreign corporations, $ 1. 103 — 6 
Notes secured by mortgages to Federal land bank, $ 1, 103 — 3 

States and subdivisions: 
Interest, f 1. 103 — 1 
Municipal corporation bonds, interest 

Partnerships: 
Distributions: 

Different iteins of profit and loss divided in different ratios 
Interest on Treasury bonds, $ 1. 103 — 5 
Inventory substantially appreciated in value 
Partner's sharc of loss in excess of investment 
Stock interests of members transferred and distributed in liqui- 

dation 

Page 
248 

248 
248 
248 
262 

435 
297 

198 
116 

205 
118 

294 
17 

17 
544 
269 

108 

239 
741 
287 

286 
75 

34 

543 
34 

207 
544 

205 
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INCOME TAX — Continued 

Partnerships — Continued 
Distributions — Continued 

General, partial exclusion from partnership provisions, change of 
taxable year 

Taxability coin-operated device operated on percentage basis 
Patents, sales, interests assigned to related persons and to a holder 
Penalties. (See ADMINIsTRATIvE: Penalties. ) 
Pension trust. (See Trusts: Employees'. ) 
Period of limitation. (See ADMINIsTRATIvE: Limitation period. ) 
Personal exemption. (See Exemptions. ) 
Personal expenses: 

Automobile expense of transporting children to kindergarten 
Cost of painter's work clothing, prescribed by union 
Rehabilitation costs 

Personal holding companies: 
Spin-off, distribution of stock of one subsidiary, subsequent merger 

with another 
Recovery of bad debts and prior taxes, $ 1. 111 — 1 

Public utilities: 
Bridges acquired by state or political subdivision, f 1. 115 — 1 
Dividends paid on stock issued to replace holding company stock 

Real estate: 
Involuntary conversion, residence of taxpayer, f 1. 1033(b) — 1 
Sale of residence, purchase of partially constructed new residence 

Records. (See ADMINIsTRATIvE: Records. ) 
Recoveries, bad debts and prior taxes, $ 1. 111 — 1 
Redemption of stock and bonds, section 306 stock, redemption under 

sinking fund 
Refunds. (See ADMINIsTRATIvE: Credits and refunds. ) 
Regulated investment companies, requirements, $ $ 1. 851 — 1 through 

1. 851-3 
Regulations: 

26 CFR 1. 11, 1. 21 — 1, 1. 37 amended, corporate normal tax rate and 
limitation on retirement income 

26 CFR 1. 102 through 1. 103 — 6; 1. 109 through 1. 115 — 1; 1. 118 through 
1. 121; certain of the specific exclusions from gross income 

26 CFR 1. 151 through 1. 154; deductions for personal exemptions, 
dependent defined, determination of marital status 

26 CFR 1. 172 — 9, tables for use in computing expected return under 
annuity contracts, correction of errors 

26 CFR 1. 175 through 1. 175 — 6, deduction for soil and water expendi- 
ures 

26 CFR 1. 264 through 1. 264 — 3, items not deductible, life insurance 
premiums 

26 CFR 1. 851 — ] through 1. 855 — 1, regulated investment companies 
26 CFR 1. 1033 through 1. 1033(f) — 1 involuntary conversions 
26 CFR 1. 1335 — 1 amended, war loss recoveries, manner of election 
26 CFR 1. 1441 — 4, exemptions from withholding, nonresident alien 

train e ee es 
26 CFR 1. 1441 — 5 amended, withholding, nonresidents 

Rent received: 
Beneficiary, trust or estate, retirement income 
Lease with purchase option under condemnation threat 

Reorganizations: 
Exchange of redeemable nonvoting common stock for common stocl- 
Merger and divisive split-off 
Reincorporation followed by merger, returns 
Section 306 stock, exchanged, transaction not in avoidance 
Section 306 stock, redemption under sinking fund 
Stock of parent corporation exchanged by subsidiary for property of 

another 
Residence. (See Real estate. ) 
Residents, alien: 

Foreign tax credit, supporting evidence 
Statement to withholding agent, $ 1. 1441 — 5 amended 

Page 
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25 
89 

108 

123 
34 

34 
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248 
263 

114 

214 

77 

98 

109 
214 
248 
269 

287 
288 

12 
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115 
122 
126 
113 
114 

124 

243 
288 
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INCOME TAX — Continued 
Retirement income: 

Dividends, interest, rents from trust or estate 
E:Irned income, use of capital investment 
Excludable sick pay lin1itation 
Limitation, f 1. 87 

Returns. (See Consolidated returns; ADMINIsTRAnvE: Returns. ) 
Sales or exchanges: 

Assets for stock of new controlled corporation split-off 
Liquidating distribution by subsidiary for parent's stock in subsidiary 
LiquidatioII, separate sales of corporate assets, year apart 
Patents interests assigned to related persons and to a holder 
Reorganization: 

Redeemable nonvoting common stock for common stock 
Stock of parent corporation for property of another by subsidiary 

Residence purchase of partially constructed new residence 
Section 806 stock, exchanged, transaction not, in avoidance 
Section 806 stock, redemption under sinking fund 
Spin-ofi, one separate business relatively inactive 

Scholarships: 
Allowances by exempt foundation, exchange fellow 
Fellowship award for academic year 1958 — 1954 
Grants by Gugenheim Foundation 
Research grant, to conduct independent study 

Servicemen. (See Armed Forces. ) 
Spouse. (See Exemptions. ) 
Statute of limitations, (See ADEIINIsTRATIVE: Limitation period. ) 
Stock: 

Dividends. (See Dividends: Stock. ) 
Rights, basis of assets, executory contract 

Surtax: 
Interest on Treasury bonds, $ 1. 108 — 4 
Regulated investment companies, It 1. 852 — 2 

Surtax exemptions, corporate facilities leased to newly-formed subsidiary 
Tax conventions. (See TAx CoNvENDIONS. ) 
Tax Court of the United States. (See ADMINIsTRATIVE: Tsx Court, of the 

United States, The. ) 
Taxable income, regulated iuvestment companies, ) 1. 852 — 8 
Tsxes: 

De&luctions: 
Additional State taxes 
Income taxes paid by lessee corporation, $ 1. 110 — 1 
Mitigation of efi'ect, originally claimed in wrong year 
Recovery exclusion, f 1. 111 — 1 
Transportation of oil by pipeline, accrual basis taxpayer 

Foreign countries. (See Foreign tax credit. ) 
Tax-free exchanges. (See Exchanges of property. ) 
Transfers to avoid tax, corporate facilities leased to newly-formed sub- 

sidiary 
Trusts: 

Employees': 
Assets transferred to collective fund 
Cost of plan reimbursed to contractor making contributions 
Discrimination, advance determination 
Distribution, officer continuing in uncompensated service 
Distribution of life insurance contracts 
Investing in insurance contracts, I"orm 990 — P 
Limitation on deduction for employer contributions 
Portion of assets in foreign country 
I'rofit-sharing plan, incidental life insurance, aggregate invest- 

ment 
Oualificd plans, con1pilation of guides 
SI parate trusts providing unemployment benefits, employer cou- 

tl'lbut1ons 
Total distribution under pension plan, retireu1cut beyond normal 

age 

Page 
12 
14 
18 
7 

'1 21 
116 
118 
266 

115 
124 
268 
118 
114 
128 

75 
74 

497 
275 

519 

84 
214 
297 

214 

198 
84 

552 
84 

409 

167 
166 
158 
160 
167 
745 
169 
155 

157 
128 
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INCOME TAX — Continued 

Trusts — Continued 
Estates and trusts: 

Carryover deductions, termination of estate to intervening trust 
Dividends, interest, rents received by beneficiary, retirement 

income 
Funding of testamentary trust during administration of estate 
Income from property, f 1. 102 — 1 
Income from realty devised to charitable trust, subject to ad 

ministration 
Interest on Treasury bonds, $ 1. 103 — 5 

Income for benefit of grantor, power to revoke with consent of sur- 
viving income beneficiary 

Miscellaneous, investment, mineral fee interests included in corpus 
Revocable, death of grantor, trustee's first return election 

Vacation pay, accrual and deduction 
Wage continuation plans: 

Compensation during illness, Arizona elected official 
Diss, bility pension, effective retirement age 
Employer-issued statement showing excludable sick pay 
Pensioned employee gainfully employed 

Waivers. (See ADMINIsTIIATIVE: Extension of time. ) 
War losses. (See Losses. ) 
Withholding: 

Exemptions, noncash remuneration, commission salesmen 
Income tax at source: 

Actress, narrator, commercial artist, commercial film company 
Director as member of executive committee 
Employees of state conservation district 
Employer contributions to employees' security benefit trust 
Fishing services on high seas, Puerto Rican residents 
Ministers serving in religious headquarters 
Mink farm employees 
Payments to employees for purchase of hospitalization 
Refund by employer to nonresident alien employee 
Reporters engaged by law reporting firm 
Readjustment payments to Armed Forces reserves 
Stenographer working on hourly basis for two employers 
Strike benefits 
Vendors of ice cream products 

I. iability for tax: 
Architectural firm acting as paying agent, construction supervi- 

sors engaged by corporate owner 
I. ocal unionized freight unloaders 
Survey by a state and the Federal Government 

Nonresidents: 
Alien trainees, exemption from per diem, $ 1. 1441 — 4 
Income of estate of deceased alien, will probated in United States 
Procedure for employer refunding tax withheld 
Statement to withholding agent, ) 1. 1441 — 5 amended 

Wages. (See EMpLOYMENT TAxEs: Wages. ) 
SELF-EMPLOYMENT TAX: 
Agricultural labor, optional method, Form 2190 
Earnings: 

Honorariums of supervisory committee members 
Farmers, optional method, Form 2190 
Income from share-farming arrangements 
Research grant to conduct independent study 
Tips, no accounting to employer 

Foreign lands, ministers, election for coverage 
Income. (See Earnings. ) 
Ministers: 

Coverage for 1955, timely return and payment, improper or no certifi- 
cate of election 

Foreign service, election for coverage 
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171 
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70 
66 

721 
71 

310 
18 

355 
818 

803 
741 
320 
26 

328 
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321 

332 
353 
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287 
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741 
288 

744 

326 
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275 
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280 

284 
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SELF-EMPLOYMENT TAX — Continued 
Ministers — Continued 

Men teachers in parochial schools, coverage election 
Rents and royalties, rental of beach dwellings with services 

Tax. (See ADMINIsTRAT~IvE: Tax. ) 
Trade or business: 

Accountants, bookkeeping and related services for clients 
Barbers, chair rental arrangement 
Engineering consultant, services under contract for former employer 
Rental of beach dwellings with services 
Sale of hunting rights on ranch 
Schochet slaughtering for kosher market and individual clients 
Scientific grant to conduct, independent research 
Supervisory committee of municipal credit union 

TAX CONVENTIONS: 

Page 
277 
273 

328 
329 
314 
273 
275 
824 
275 
326 

Ie otiation 631, 632 

refunds. ) 
635 
635 
636 
634 
635 
634 

refunds. ) 
639 
639 
640 
(i87 
639 
639 

refunds. ) 
643 
644 
641 
642 
641 

refunds. ) 
646 
646 
646 
646 
646 

refunds. ) 
651 
651 
650 
650 

refunds. ) 
654 
656 
654 
654 
654 

Announcement of tax conventions effective or under I 
Australia: 

Estate tax: 
Claims. (See ADMINIsTRATIvE: Credits and 
Credits against tax, treaty credit, Art. V 
Deductions-miscellaneous, Art. IV 
Diplomatic imm. unity, Art. VIII 
Domicile, Art. II 
Nonresidents, specific exemption, Art. IV 
Situs of property, Art, . III 

Gift tax: 
Claims. (See ADIIINIsTRATIvE: Credits and 
Credits against tax, Art. V 
Deductions-miscellaneous, Art. IV 
Diplomatic immunity, Art. VIII 
Domicile, Art. II 
Exemptions, Art. IV 
Nonresidents, specific exemptions, Art. IV 
Spccific exemptions. (See Exemptions. ) 

Finland: 
Estate tax: 

Claims. (See ADMINIsTRATIvE' . Credits and 
Credits against tax, treaty credit, Art. V 
Diplomatic immunity, Art. XI 
Domicile, Art. III 
Nonresidents, specific exemption, Art. IV 
Situs of property, Art. III 

Greece: 
Estate tax: 

ClaiIns. (See ADMINIsTRATIvE: Credits and 
Credits against tax, treaty credit, Art. VI 
Deductions-miscellaneous, Art. V 
Domicile, Arts. IV, V 
Nonresidents, exemptions, Art. V 
Situs of property, Art. IV 

Ireland: 
Estate tax: 

Claims. (See ADMINIsTRATIvE: Lredits and 
Credits against tax, treaty credit, Art. V 
Deductions-n! iscellancous, Art. IV 
Dom:icile, Art. III 
Situs of property, Art. III 

Norway: 
Estate tax: 

Claims. (See ADMINIsTRATIvE: Credits and 
Credits against tax, treaty credit, Art. V 
Diplomatic immunity, Art. XIII 
Domicile, Art. III 
Nonresidents, specific exemption, Art. IV 
Situs of property, Art. III 
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TAX CONVENTIONS — Continued 

Switzerland: 
Estate tax: 

Claims. (See ADMINIsTRATIvE: Credits and 
Credits against tax, treaty credit, Art. IV 
Domicile, Art. III 
Nonresidents, specific exemption, Art. III 

Union of South Africa: 
Estate tax: 

Claims. (See ADMINIsTRATIvE: Credits and 
Credits against tax, treaty credit, Art. V 
Deductions-miscellaneous, Art. I V 
Domicile, Art. III 
Situs of property, Art. III 

United Kingdom, income tax, territorial extension 

TOBACCO TAX: 

refunds. ) 

ref un ds. ) 

Page 

658 
658 
658 

662 
661 
660 
660 
665 

Claims, refund: 
Filed by successor corporation for tax paid by predecessor 
Partially filled package of cigars paid by return, filing 

Exportation, tobacco products from Israel, afiixture of stamps 
Foreign governments, Israel affixture of stamps, tobacco products for ex- 

port to U. S 
Forms: 

Tax, change in format 
2184, 2186, reports of tobacco materials, classifications 
2141, record of tobacco materials kept by tobacco manufacturers 
2142, 2148, records kept by cigar, cigarette manufacturers 

Government agencies, Armed Forces overseas, special label 
Importation, tobacco products, quantity put in packages 
Inventories, toba, cco materials, Forms 2130, 2131, classifications 
Labels, special, tax-free tobacco products for Armed Forces overseas 
Packages: 

Imported tobacco products, quantity included 
Partially filled, filing refund claim, cigars paid by return 
Tax-free tobacco products for Armed Forces overseas, special label 
Taxpaid tobacco products: 

Kind received on factory premises 
Receipt into, reshipment from factories 

Premises: 
Factory, kind of taxpaid tdbacco products received 
Tobacco products factories, receiving, reshipping taxpaid products 

Records: 
Form 2141, kept by tobacco manufacturers of tobacco materials 
Forms 2142, 2148, kept by manufacturers of cigars, cigarettes 
Taxpaid tobacco products received on factory premises 

Reports, Forms 2134, 2186, classification of tobacco materials 
Returns, change in format 
Stamps, tobacco products: 

Affixture by Israel 
Tax paid by predecessor, refund claimed by successor corporation 

Taxes: 
Cigarettes, rate extended 
Cigars, paid by return, filing refund claim 
Payment, stamp affixture to packages of imported tobacco products 

Tobacco materials: 
Classifications for reports, inventories 
Records kept by tobacco manufacturers on Form 2141 

Tobacco products: 
Cigars and cigarettes, manufacturers' records, Forms 2142, 2148 
Cigars, paid by return, fiiing refund claim 
Imported, quantity put in package 
Imported from Israel, affixture of stamps 
Tax-free, for Armed Forces overseas, special label 
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481 
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TOBACCO TAX — Continued 
Tobacco products — Continued 

Taxpaid: 
Kind received on factory premises 
Received into, reshipped from, factories 

Tax paid by predecessor, refurrd claimed by successor 

Page 
749 
734 
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