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Subtitle B—Estate and Gift Taxes

CuarTer 11. Estate tax.
CrarrEr 12, Gift tax.

CHAPTER 11—ESTATE TAX

SuscaarTER A, Estates of citizens or residents.
SuscaaPTER B. Estates of nonresidents not ecitizens.
SvscaarTER C, Miscellaneous.

Subchapter A—Estates of Citizens or Residents

Part 1. Tax imposed.

Part II. Credits against tax.
Part I111. Gross estate.

Part IV, Taxable estate.

PART I-TAX IMPOSED

Sec. 2001. Rate of tax.
Sec. 2002. Liability for payment,

SEC. 2001. RATE OF TAX.

A tax computed in accordance with the following table is hereby
imposed on the transfer of the taxable estate, determined as provided
in section 2051, of every decedent, citizen or resident of the United
States dying after the date of enactment of this title:

If the taxable estate is: The tax shall be:

Nt oyar SO0 . s an Tl oun oo ki bhd L dgiy 3% of the taxable estate.

Over $5,000 but not over $10,000________ $150, plus 7% of excess over
Over $10,000 but not over $20,000______. 553(1, g&gs 11% of excess over
Over $20,000 but not over $30,000_______ $1,600, plus 149 of excess over
Over $30,000 but not over $40,000_______ $3,00{i, lus 18% of excess over
Over $40,000 but not over $50,000_______ $4,806. pl-us 22% of excess over
Over $50,000 but not over $60,000_______ $7,D%06?0;ﬁﬁa 25% of excess over
Over $60,000 but not over $100,000______ $9;$55f‘l)d?mlus 28% of excess over
Over $100,000 but not over $250,000_____ $2g.1’3%066);;}15 309% of excess over
Over $250,000 but not over $500,000_____ 365,706, plus 329, of excess over
Over $500,000 but not over $750,000_____ $145,7f|0, pius 359 of excess over
Over $750,000 but not over $1,000,000. - $2§§?2Od§g§ina 37% of excess over

50, .
Over $1,000,000 but not over $1,250,000._. $32?,ggg, Ol:goua 39 9% of excess over
Over $1,250,000 but not over $1,500,000__ 5423:2{}{]: plu.s 429, of excess over

$1,250,000.
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If the taxable estate is: The tax shall be:
Over $1,500,000 but not over $2,000,000_.  $528,200, 1618 459, of excess over

Over $2,000,000 but not over $2,500,000_. 3753:{2}88: 0%161.3 499, of excess over
Over $2,500,000 but not over $3,000,000.. sgggizoo’, olouis 539 of excess over

Over $3,000,000 but not over $3,500,000_.  $1,263, 260 plus 569% of excess
over $3, 000 000.

Over $3,500,000 but not over $4,000,000__  $1,543, 200 plus 59% of excess
over $3, 500

Over $4,000,000 but not over $5,000,000..  $1,838, 200 plus 63% of excess
over 84,000 000.

Over $5,000,000 but not over $6,000,000..  $2,468,200, phé?)ﬂ 67% of excess
over

Over $6,000,000 but not over $7,000,000__  $3,138, 200 pluﬂ 70% of excess
over $6,000 000.

Over $7,000,000 but not over $8,000,000..  $3,838,200, plus 739% of excess
over $7, 000 000.

Over $8,000,000 but not over $10,000,000_.  $4,568, 200 plus T6% of excess
over $8,000 000.

Over $10,000,000. o cacoccaanariaaaix $6,088,200, plus 779% of excess
over $10,000,000.

SEC. 2002. LIABILITY FOR PAYMENT.
The tax imposed by this chapter shall be paid by the executor.

PART II—CREDITS AGAINST TAX

See. 2011, Credit for State death taxes.

Bec. 2012. Credit for gift tax.

See. 2013. Credit for tax on prior transfers.

Sec. 2014. Credit, for foreign death taxes.

Bec. 2015. Credit for death taxes on remainders,
See. 2016. Recovery of taxes claimed as credit.

SEC. 2011. CREDIT FOR STATE DEATH TAXES.

(a) In Generan.—The tax imposed by section 2001 shall be
credited with the amount of any estate, inieﬁtance legacy, or suc-
cession taxes actually paid to any State or Temtory or the District
of Columbia, or any possession of the United States, in respect of any
property included in the gross estate (not mcludmg any such taxes
paid with respect to the estate of a person other than the decedent).

(b) Amount or CrepiT.—The credit allowed by this section shall
not exceed the appropriate amount stated in the following table:

If the taxable estate is: The maximum tax credit shall be:

Notover $90,000______________________ 8/10ths of 1% of the amount by
which the taxable estate ex-
ceeds $40,000.

Over $90,000 but not over $140,000______ 540001336?) 1.6 9%, of the excess over

Over $140,000 but not over $240,000_.___ $1,200 plus 2.4% of the excess
over $140,000.

Over $240,000 but not over $440,000__-__ $3,600 lus’ 3. 2% of the excess
over $240,000.

Over $440,000 but not over $640,000_. ... $10,000 plus 49 of the excess
over $440,000.

Over $640,000 but not over $840,000___ . $18,000 glus 4.8%, of the excess
over §

Over $840,000 but not over $1,040,000. ..  §27,600 plus 5. 6% of the excess
over $840,000.

Over $1,040,000 but not over $1,540,000-.  $38,800 plus 6.4% of the excess
over $1,040 ,000.

§ 2001



CH. 11—ESTATE TAX 375

If the taxable estate is: The maximum tax credit shall be:
Over $1,540,000 but not over $2,040,000__  $70,800 plus 7.2%, of the excess
over $1,540,000

Over $2,040,000 but not over $2,540,000..  $106,800 plus' 8% of the excess

over $2,040,000. ;

Over $2,540,000 but not over $3,040,000_.  $146,800 plus 8.8% of the excess

over $2,540,000.

Over $3,040,000 but not over $3,540,000_-  $190,800 plus 9.6% of the excess

over $3,040,000.

Over $3,540,000 but not over $4,040,000__  $238,800 plus 10.4% of the excess

over $3,540,000.

Over $4,040,000 but not over $5,040,000__.  $290,800 plus 11.2 %, of the excess

over $4,040,000.

Over $5,040,000 but not over $6,040,000..  $402,800 plus 129% of the excess

over $5,040,000.

Over $6,040,000 but not over $7,040,000__  $522,800 plus 12.8 9%, of the excess

over $6,040,000.

Over $7,040,000 but not over $8,040,000..  $650,800 ’th 13.6 9 of the excess

over $7,040,000.

Over $8,040,000 but not over $9,040,000_._  $786,800 plus 14.49, of the excess

over $8,040,000.

Over $9,040,000 but not over $10,040,000-  $930,800 plus 15.2 9%, of the excess

over $9,040,000.

Over $10,040000______________________ $1,082,800 plus 16 % of the excess

over $10,040,000.

(¢c) Periop or Limrrations oN CrEprr.—The credit allowed by
this section shall include only such taxes as were actually paid and
credit therefor claimed within 4 years after the filing of the return
required by section 6018, except that— R

(1) If a petition for redetermination of a deficiency has been filed
with the Tax Court within the time prescribed in section 6213 (a),
then within such 4-year period or before the expiration of 60 days
after the decision of the Tax Court becomes final.

(2) If, under section 6161, an extension of time has been granted
for payment of the tax shown on the return, or of a deficiency, then
within such 4-year period or before the date of the expiration of the
period of the extension. "

Refund based on the credit may (despite the provisions of sections
6511 and 6512) be made if claim therefor is filed within the period
above provided. Any such refund shall be made without interest.

_ (d) Basic Estate Tax.—The basic estate tax and the estate tax
imposed by the Revenue Act of 1926 shall be 125 percent of the
amount determined to be the maximum credit provided by subsection
(b). The additional estate tax shall be the difference between the
tax imposed by section 2001 or 2101 and the basic estate tax.

SEC. 2012. CREDIT FOR GIFT TAX.

(a) In GeneraL.—If a tax on a gift has been paid under chapter 12
(sec. 2501 and following), or under ecorresponding provisions of prior
laws, and thereafter on the death of the donor any amount in respect
of such gift is required to be included in the value of the gross estate
of the decedent for purposes of this chapter, then there shall be credited
against the tax imposed by section 2001 the amount of the tax paid
on a gift under chapter 12, or under corresponding provisions of prior
lqws, with respect to so much of the property which constituted the
gift as is included in the gross estate, except that the amount of such
credit shall not exceed an amount which bears the same ratio to the
tax imposed by section 2001 (after deducting from such tax the credit

§ 2012(a)
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for State death taxes provided by section 2011) as the value (at the
time of the gift or at the time of the death, whichever is lower) of so
much of the property which constituted the gift as is included in the
gross estate bears to the value of the entire gross estate reduced by
the aggregate amount of the charitable and marital deductions allowed
under sections 2055, 2056, and 2106 (a) (2).

(b) In applying, with respect to any gift, the ratio stated in sub-
section (a), the value at the time of the gift or at the time of the
death, referred to in such ratio, shall be reduced—

(1) by such amount as will properly reflect the amount of such
gift which was excluded in determining (for purposes of section
2503 (a)), or of corresponding provisions of prior laws, the total
amount of gifts made during the year in which the gift was made;

(2) if a deduetion with respect to such gift is allowed under sec-
tion 2056 (a) (relating to marital deduction)—then by an amount
which bears the same ratio to such value (reduced as provided in
paragraph (1) of this subsection) as the aggregate amount of the
marital deductions allowed under section 2056 (a) bears to the
a.ggrega.te amount of such marital deductions computed without
regard to subsection (e¢) thereof; and

(3) if a deduction with respect to such gift is allowed under sec-
tiong 2055 or 2106 (a) (2) (relating to charitable deduction)—then
b{ the amount of such value, reduced as provided in paragraph (1)
of this subsection.

(¢) Where the decedent was the donor of the gift but, under the
provisions of section 2513, or corresponding provisions of prior laws,
the gift was considered as made one-half by his spouse—

(1) the term “the amount of the tax paid on a gift under chapter
12”7, as used in subsection (a), includes the amounts paid with

res%ect to each half of such gift, the amount paid with respect to
each being computed in the manner provided in subsection (d); and

(2) in applying, with respect to such gift, the ratio stated in
subsection (a), the value at the time of the gift or at the time of
the death, referred to in such ratio, includes such value with re-
spect to each half of such gift, each such value being reduced as
provided in paragraph (1) of subsection (b).

(d) (1) For purposes of subsection (a), the amount of tax paid on
a gift under chapter 12, or under corresponding provisions of prior
laws, with respect to any gift shall be an amount which bears the
same ratio to the total tax paid for the year in which the gift was
made as the amount of such gift bears to the total amount of
taxable gifts (computed without deduction of the specific exemption)
for such year.

(2) For purposes of paragraph (1), the “amount of such gift”

be the amount included with respect to such gift in deter-

mining (for the purposes of section 2503 (a), or of corresponding
provisions of prio?}faws) the total amount of gifts made during
such year, reduced by the amount of any deduction allowed with
respect to such gift under section 2522, or under corresponding
provisions of prior laws (relating to charitable deduction), or under
section 2523 (relating to marital deduction).

§ 2012(a)
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SEC. 2013. CREDIT FOR TAX ON PRIOR TRANSFERS.

(a) Gexneral Rune—The tax imposed by section 2001 shall be
credited with all or a part of the amount of the Federal estate tax paid
with respect to the transfer of property (including property passin,
as a result of the exercise or non-exercise of a power of appointment
to the decedent by or from a person (herein designated as a “trans-
feror’’) who died within 10 years before, or within 2 years after,
the decedent’s death. If the transferor died within 2 years of the
death of the decedent, the credit shall be the amount determined
under subsections (b) and (e). If the transferor predeceased the
decedent, by more than 2 years, the credit shall be the following
percentage of the amount so determined—

(1) 80 percent, if within the third or fourth years preceding the
decedent’s death ;

(2) 60 percent, if within the fifth or sixth years preceding the
decedent’s death;

(3) 40 percent, if within the seventh or eighth years preceding
the decedent’s death; and

(4) 20 percent, if within the ninth or tenth years preceding the
decedent’s death.

(b) Compuration oF CrEDIT.—Subject to the limitation prescribed
in subsection (c), the credit provided by this section shall be an amount
which bears the same ratio to the estate tax paid (adjusted as indicated
hereinafter) with respect to the estate of the transferor as the value of
the property transferred bears to the taxable estate of the transferor
(determined for purposes of the estate tax) decreased by any death
taxes (}Jaid with respect to such estate and increased by the exemption
provided for by section 2052 or section 2106 (a) (3), or the correspond-
ing provisions of prior laws, in determining the taxable estate of the
transferor for purposes of the estate tax. For purposes of the pre-
ceding sentence, the estate tax paid shall be the Federal estate tax
paid increased by any credits allowed against such estate tax under
section 2012, or corresponding provisions of prior laws, on account of
gift tax, and for any credits allowed against such estate tax under this
section on account of prior transfers where the transferor acquired
property from a person who died within 10 years before the death of
the decedent.

(¢) Lamrrarion oN Creprr.—

(1) In generanL.—The credit provided in this section shall not
exceed the amount by which—

(A) the estate tax imposed by section 2001 or section 2101
(after deducting the credits for State death taxes, gift tax, and
foreign death taxes provided for in sections 2011, 2012, and 2014)
comﬁ)ubed without regard to this section, exceeds

(B) such tax computed by excluding from the decedent’s gross
estate the value of such property transferred and, if applicable,
by making the adjustment hereinafter indicated.

If any deduction is otherwise allowable under section 2055 or section

2106 (a) (2) (relating to charitable deduction) then, for the purpose

of the computation indicated in subparagraph (B), the amount of

such deduction shall be reduced by that part of such deduction
which the value of such property transfe bears to the decedent’s
entire gross estate reduced by the deductions allowed under sections

§ 2013(e) (1)
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2053 and 2054, or section 2106 (a) (1) (relating to deduction for

expenses, losses, etc.). For purposes of this section, the value of

such property transferred shall be the value as provided for in
subsection (d{ of this section,

(2) Two or MORE TRANSFERORS.—If the credit provided in this
section relates to property received from 2 or more transferors,
the limitation provided in paragraph (1) of this subsection shall
be computed by aggregating the value of the property so trans-
ferred to the decedent. The aggregate limitation so determined
shall be apportioned in accordance with the value of the property
t.ransferreg to the decedent by each transferor.

(d) Varvarion oF ProPErTY TrRANSFERRED.—The value of prop-
erty transferred to the decedent shall be the value used for the purpose
of determining the Federal estate tax liability of the estate of the
transferor but—

(1) there shall be taken into account the effect of the tax imposed
by section 2001 or 2101, or any estate, succession, legacy, or inheri-
tance tax, on the net value to the decedent of such property;

(2) where such property is encumbered in any manner, or where
the decedent incurs any obligation imposed by the transferor with
respect to such property, such encumbrance or obligation shall be
taken into account in the same manner as if the amount of a gift
to the decedent of such property was being determined; and

(3) if the decedent was the spouse of the transferor at the time
of the transferor’s death, the net value of the property transferred
to the decedent shall be reduced by the amount allowed under
section 2056 (relating to marital deductions), or the corresponding
provision of prior law, as a deduction from the gross estate of the
transferor.

(e) Prorerry DEFINED.—For purposes of this section, the term
“property’’ includes any heneﬁcia]i. interest in property, including a
general power of appointment (as defined in section 2041).

SEC. 2014. CREDIT FOR FOREIGN DEATH TAXES.

(a) In GunerarL.—The tax imposed by section 2001 shall be
credited with the amount of any estate, inheritance, legacy, or suc-
cession taxes actually paid to any foreign country in respect of any
property situated within such foreign country and included in the
gross estate (not including any such taxes paid with respect to the
estate of a person other than the decedent). If the decedent at the
time of his death was not a citizen of the United States, credit shall not
be allowed under this section unless the foreign country of which
such decedent was a citizen or subject, in imposing such taxes, allows
a similar credit in the case of a citizen of the United States resident
in such country. The determination of the country within which
property is situated shall be made in accordance with the rules appli-
cable under subchapter B (sec. 2101 and following) in determining
whether property is situated within or without the United States.

(b) Limrrarions oN Crepir.—The credit provided in this section
with respect to such taxes paid to any foreign country—

(1) shall not, with respect to any such tax, exceed an amount
which bears the same ratio to the amount of such tax actually
paid to such foreign country as the value of property which is—

(A) situated within such foreign country,

§ 2013(¢c) (1)
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(B) subjected to such tax, and
(C) included in the gross estate

bears to the value of all property subjected to such tax; and

(2) shall not, with respect to all such taxes, exceed an amount
which bears the same ratio to the tax imposed by section 2001
(after deducting from such tax the credits provided by sections
2011 and 2012) as the value of property which is—

(A) situated within such foreign country,
(B) subjected to the taxes of such foreign country, and
(C) included in the gross estate

bears to the value of the entire gross estate reduced by the aggre-

gate amount of the deductions allowed under sections 2055 and

2056.

(¢) VaLuaTiON OF PROPERTY.—

(1) The values referred to in the ratio stated in subsection (b) (1)
are the values determined for purposes of the tax imposed by such
foreign country.

(2) The values referred to in the ratio stated in subsection (b) (2)
are the values determined under this chapter; but, in applying
such ratio, the value of any property described in subparagraphs (A),
(B), and (C) thereof shall be reduced by such amount as will prop-
erly reflect, in accordance with regulations prescribed by the Secre-
tary or his delegate, the deductions allowed in respect of such
property under sections 2055 and 2056 (relating to charitable and
marital deductions).

(d) Proor or CrepiT.—The credit provided in this section shall
be allowed only if the taxpayer establishes to the satisfaction of the
Secretary or his delegate—

(1) the amount of taxes actually paid to the foreign country,

(2) the amount and date of eaci payment thereof,

(3) the description and value of the property in respect of which
such taxes are imposed, and

(4) all other information necessary for the verification and com-
putation of the eredit,

(e) Periop or Limitation.—The credit provided in this section
shall be allowed only for such taxes as were actually paid and credit
therefor claimed within 4 years after the filing of the return required
by section 6018, except that—

(1) If a petition for redetermination of a deficiency has been filed
with the Tax Court within the time prescribed in section 6213 (a),
then within such 4-year period or before the expiration of 60 days
after the decision of the Tax Court becomes final.

(2) If, under section 6161, an extension of time has been granted
for payment of the tax shown on the return, or of a deficiency, then
within such 4-year period or before the date of the expiration of
the period of the extension.

Refund based on such ecredit may (despite the provisions of sections
6511 and 6512) be made if claim therefor is filed within the period
above provided. Any such refund shall be made without interest.

SEC. 2015. CREDIT FOR DEATH TAXES ON REMAINDERS.

Where an election is made under section 6163 (a) to floatpone pay-
ment of the tax imposed by section 2001 or 2101, such part of any
estate, inheritance, legacy, or succession taxes allowable as a credit

§ 2015
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under section 2011 or 2014, as is attributable to a reversionary or
remainder interest may be allowed as a credit against the tax attribut-
able to such interest, subject to the limitations on the amount of the
credit contained in such sections, if such part is paid, and credit
therefor claimed, at any time before the expiration of 60 days after
the termination of the precedent interest or interests in the property.
SEC. 2016. RECOVERY OF TAXES CLAIMED AS CREDIT.

If any tax claimed as a credit under section 2011 or 2014 is recovered
from any foreign country, any State, any Territory or possession
of the United States, or the District of Columbia, the executor,
or any other person or persons recovering such amount, shall give
notice of such recovery to the Secretary or his delegate at such
time and in such manner as may be required by regulations pre-
scribed by him, and the Secretary or his delegate shall (despite the pro-
visions of section 6501) redetermine the amount of the tax under this
chapter and the amount, if any, of the tax due on such redetermina-
tion, shall be paid by the executor or such person or persons, as the
case may be, on notice and demand. No interest shall be assessed or
collected on any amount of tax due on any redetermination by the
Secretary or his delegate, resulting from a refund to the executor of
tax claimed as a eredit under section 2014, for any period before the
receipt of such refund, except to the extent interest was paid by the
foreign country on such refund.

PART III-GROSS ESTATE

Sec. 2031. Definition of gross estate.

See. 2032, Alternate valuation,

Sec. 2033. Property in which the decedent had an interest.
Sec. 2034. Dower or curtesy interests,

Sec. 2035. Transactions in contemplation of death.
Sec. 2036. Transfers with retained life estate.

Sec. 2037, Transfers taking effect at death.

Sec. 2038. Revocable transfers.

See, 2039. Annuities,

Sec. 2040. Joint interests.

Sec. 2041. Powers of appointment.

See. 2042, Proceeds oi’liife insurance.

See. 2043, Transfers for insufficient consideration.
See. 2044, Prior interests.

SEC. 2031. DEFINITION OF GROSS ESTATE.

(a) GenErAL—The value of the gross estate of the decedent shall
be determined by including to the extent provided for in this part, the
value at the time of his death of all property, real or personal, tangible
or intangible, wherever situated, except real property situated outside
of the United States.

(b) VavuarioN oF UNLISTED SToCK AND SECURITIES.—In the case
of stock and securities of a corporation the value of which, by reason
of their not being listed on an exchange and by reason of the absence
of sales thereof, cannot be determined with reference to bid and asked
prices or with reference to sales prices, the value thereof shall be
determined by taking into consideration, in addition to all other
factors, the value of stock or securities of corporations engaged in the
same or a similar line of business which are listed on an exchange.

§ 2015



CH. 11—ESTATE TAX 381

SEC. 2032. ALTERNATE VALUATION.

(a) GeneraL,—The value of the gross estate may be determined,
if the executor so elects, by valuing all the property included in the
gross estate as follows:

(1) In the case of property distributed, sold, exchanged, or other-
wise disposed of, within 1 year after the decedent’s death such
property shall be valued as of the date of distribution, sale, exchange,
or other disposition.

(2) In the case of property not distributed, sold, exchanged, or
otherwise disposed of, within 1 year after the decedent’s death such
property shall be valued as of the date 1 year after the decedent’s
death.

(3) Any interest or estate which is affected by mere lapse of time
shall be included at its value as of the time of death (instead of the
later date) with adjustment for any difference in its value as of the
later date not due to mere lapse of time.

(b) Sescian Rures.—No deduction under this chapter of any item
shall be allowed if allowance for such item is in effect given by'the
alternate valuation provided by this section. Wherever in any other
subsection or section of this chapter reference is made to the value of
property at the time of the decedent’s death, such reference shall be
deemed to refer to the value of such property used in determining the
value of the gross estate. In case of an election made by the executor
under this section, then—

(1) for purposes of the charitable deduction under section 2055 or
2106 (a) (2), any bequest, legacy, devise, or transfer enumerated
therein, and

(2) for the purpose of the marital deduction under section
2056, any interest in property passing to the surviving spouse,

shall be valued as of the date of the decedent’s death with adg ustment
for any difference in value (not due to mere lapse of time or tile oceur-
rence or nonoccurrence of a contingency) of the property as of the
date 1 year after the decedent’s death (substituting, in the case of
property distributed by the executor or trustee, or sold, exchanged,
or otherwise disposed of, during such 1-year period, the date thereof).

(¢) Time or EvecrioNn.—The election provided for in this section
shall be exercised by the executor on his return if filed within the time
prescribed by law or before the expiration of any extension of time
granted pursuant to law for the filing of the return.

SEC. 2033. PROPERTY IN WHICH THE DECEDENT HAD AN INTEREST.

The value of the gross estate shall include the value of all property
(except real property situated outside of the United States) to the
extent of the interest therein of the decedent at the time of his death.
SEC. 2034. DOWER OR CURTESY INTERESTS.

The value of the gross estate shall include the value of all property
(except real property situated outside of the United States) to the
extent of any interest therein of the surviving spouse, existing at the
time of the decedent’s death as dower or curtesy, or by virtue of a
statute creating an estate in lieu of dower or curtesy.

SEC. 2035. TRANSACTIONS IN CONTEMPLATION OF DEATH.

(a) GeneraL Rune—The value of the gross estate shall include

the value of all property (except real property situated outside of the

§ 2085 (a)
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United States) to the extent of any interest therein of which the
decedent has at any time made a transfer (except in case of a bona
fide sale for an adequate and full consideration in money or money’s
worth), by trust or otherwise, in contemplation of his death.

(b) AppricaTioN oF GENERAL Rure—If the decedent within a
period of 3 years ending with the date of his death (except in case
of a bona fide sale for an adequate and full consideration in money or
money’s worth) transferred an interest in property, relinquished a
power, or exercised or released a general power of appointment, such
transfer, relinquishment, exercise, or release shall, unless shown to the
contrary, be deemed to have been made in contemplation of death
within the meaning of this section and sections 2038 and 2041 (relating
to revocable trans?ers and powers of appointment); but no such trans-
fer, relinquishment, exercise, or release made before such 3-year period
shall be treated as having been made in contemplation of death.

SEC. 2036. TRANSFERS WITH RETAINED LIFE ESTATE.

(a) GeneraL Rune.—The value of the gross estate shall include the
value of all property (except real property situated outside of the
United States) to the extent of any interest therein of which the
decedent has at any time made a transfer (except in case of a bona fide
sale for an adequate and full consideration in money or money’s
worth), by trust or otherwise, under which he has retained for his life
or for any period not ascertainable without reference to his death or
for any period which does not in fact end before his death—

(1) the possession or enjoyment of, or the right to the income
from, the property, or

(2) the right, either alone or in conjunction with any person, to
designate the persons who shall possess or enjoy the property or the
income therefrom.

(b) Limrrarion oN AppricatioN of GENErRAL Rune.—This section
shall not apply to a transfer made before March 4, 1931; nor to a
transfer made after March 3, 1931, and before June 7, 1932, unless the
property transferred would have been includible in the decedent’s
gross estate by reason of the amendatory language of the joint resolu-
tion of March 3, 1931 (46 Stat. 1516).

SEC. 2037. TRANSFERS TAKING EFFECT AT DEATH.

(a) GenEraL RunLe—The value of the gross estate shall include
the value of all property (except real property situated outside of the
United States) to the extent of any interest therein of which the dece-
dent has at any time after September 7, 1916, made a transfer (except
in case of a bona fide sale for an adequate and full consideration in
money or money’s worth), by trust or otherwise, if—

(Y) ossession or enjoyment of the property can, through owner-

Bhicll) OP such interest, i)e obtained only by surviving the decedent,
an

(2) the decedent has retained a reversionary interest in the przf-
erty (but in the case of a transfer made before October 8, 1949, only
if such reversionary interest arose by the express terms of the instru-
ment of transfer), and the value of such reversionary interest im-
mediately before the death of the decedent exceeds 5 percent of the
value of such property.
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(b) Serciar RurLes,—For purposes of this section, the term
“reversionary interest’” includes a possibility that property trans-
ferred by the decedent—

(1) may return to him or his estate, or

(2) may be subject to a power of disposition by him,

but such term does not include a possibility that the inecome alone
from such property may return to him or become subject to a power
of disposition by him. The value of a reversionary interest imme-
diately before the death of the decedent shall be determined (without
regard to the fact of the decedent’s death) by usual methods of valua-
tion, including the use of tables of mortality and actuarial principles,
under regulations prescribed by the Secretary or his delegate. In
determining the value of a possibility that property may be subject
to a power of disposition by the decedent, such possibility shall be
valued as if it were a possibility that such property may return to the
decedent or his estate. Notwithstanding the foregoing, an interest
so transferred shall not be included in the decedent’s gross estate
under this section if possession or enjoyment of the property could
have been obtained by any beneficiary during the decedent’s life
through the exercise of a general power of appointment (as defined in
section 2041) which in fact was exercisable immediately before the
decedent’s death.

SEC. 2038. REVOCABLE TRANSFERS.,

(a) In GeneEraL—The value of the gross estate shall include the
value of all property (except real property situated outside of the
United States)—

(1) TRANSFERS AFTER JUNE 22, 1936—T0 the extent of any in-
terest therein of which the decedent has at any time made a trans-
fer (except in case of a bona fide sale for an adequate and full con-
sideration in money or money’s worth), by trust or otherwise,
where the enjoyment thereof was subject at the date of his death
to any change through the exercise of a power (in whatever ca-
pacity exercisable) by the decedent alone or by the decedent in
conjunction with any other person (without regard to when or
from what source the decedent acquired such power), to alter,
amend, revoke, or terminate, or where any such power is relin-
quished in contemplation of decedent’s death.

(2) TRANSFERS ON OR BEFORE JUNE 22, 1936.—To the extent of
any interest therein of which the decedent has at any time made a
transfer (except in case of a bona fide sale for an adequate and full
consideration in money or money’s worth), by trust or otherwise,
where the enjoyment thereof was subject at the date of his death
to any change through the exercise of a power, either by the decedent
alone or in conjunction with any person, to alter, amend, or revoke,
or where the decedent relinquished any such power in contemplation
of his death. Except in the case of transfers made after June 22,
1936, no interest of the decedent of which he has made a transfer
shall be included in the gross estate under paragraph (1) unless it
is includible under this paragraph.

(b) DarTe or ExISTENCE GﬁOWEE.—FOP purposes of this section,
the power to alter, amend, revoke, or terminate shall be considered to
exist on the date of the decedent’s death even though the exercise of
the power is subject to a precedent giving of notice or even though
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the alteration, amendment, revocation, or termination takes effect
only on the expiration of a stated period after the exercise of the power,
whether or not on or before the date of the decedent’s death notice
has been given or the power has been exercised. In such cases proper
adjustment shall be made representing the interests which would have
been excluded from the power if the decedent had lived, and for such
purpose, if the notice has not been given or the power has not been
exercised on or before the date of his death, such notice shall be
considered to have been given, or the power exercised, on the date
of his death.

SEC. 2039. ANNUITIES.

(a) GeNErAL.—The gross estate shall include the value of an annu-
ity or other payment receivable by any beneficiary by reason of
surviving the decedent under any form of contract or agreement
entered mto after March 3, 1931 (other than as insurance under
policies on the life of the decedent), if, under such contract or agree-
ment, an annuity or other payment was payable to the decedent,
or the decedent possessed the right to receive such annuity or pay-
ment, either alone or in conjunction with another for his life or for
any period not ascertainable without reference to his death or for any
period which does not in fact end before his death.

(b) Amount INncLupiBLE.—Subsection (a) shall apply to only such
part of the value of the annuity or other payment receivable under
such contract or agreement as is proportionate to that part of the
purchase price therefor contributed by the decedent. For purposes
of this seetion, any contribution by the decedent’s employer or
former employer to the purchase price of such contract or agree-
ment (whether or not to an employee’s trust or fund forming part of
a pension, annuity, retirement, bonus or profit sharing plan) shall be
considered to be contributed f)y the decedent if made by reason of
his employment.

(¢) Exemprion oF Annvities UnpEr CerraiNn TrRusTs AND
Prans.—Notwithstanding the provisions of this section or of any
provision of law, there shall be excluded from the gross estate the
value of an annuity or other payment receivable by any beneficiary
(other than the executor) under—

(1) an employees’ trust (or under a contract purchased by an
employees’ trust) forming part of a pension, stock bonus, or profit-
sharing plan which, at the time of the decedent’s separation from
employment (whether by death or otherwise), or at the time of
termination of the plan if earlier, met the requirements of section
401 (a); or

(2) a retirement annuity contract purchased by an employer
(and not by an employees’ trust) pursuant to a plan which, at the
time of decedent’s separation from employment (by death or other-
wise), or at the time of termination of the plan ig’ earlier, met the
requirements of section 401 (a) (3).

If such amounts payable after the death of the decedent under a plan
described in paragraph (1) or (2) are attributable to any extent to
payments or contributions made by the decedent, no exclusion shall
be allowed for that part of the value of such amounts in the propor-
tion that the total payments or contributions made by the decedent
bears to the total payments or contributions made. Xor purposes of
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this subsection, contributions or payments made by the decedent’s
employer or former employer under a trust or plan deseribed in this
subsection shall not be considered to be contributed by the decedent.
This subsection shall apply to all decedents dying after December 31,
1953.

SEC. 2040. JOINT INTERESTS.

The value of the gross estate shall include the value of all property
(except real property situated outside of the United States) to the
extent of the interest therein held as joint tenants by the decedent
and any other person, or as tenants by the entirety by the decedent
and spouse, or deposited, with any person carrying on the banking
business, in their joint names and payable to either or the survivor,
except such part thereof as may be shown to have originally belonged
to such other person and never to have been received or acquired by
the latter from the decedent for less than an adequate and full con-
sideration in money or money’s worth: Provided, That where such
property or any part thereof, or part of the consideration with which
such property was acquired, is shown to have been at any time
acquired by such other person from the decedent for less than an
adequate and full consideration in money or money’s worth, there
shall be excepted only such part of the value of such property as is
proportionate to the consideration furnished by such other person:
Provided further, That where any property has been acquired by gift,
bequest, devise, or inheritance, as a tenancy by the entirety by the
decedent and spouse, then to the extent of one-half of tie value
thereof, or, where so acquired by the decedent and any other person
ag joint tenants and their interests are not otherwise specified or fixed
by law, then to the extent of the value of a fractional part to be
determined by dividing the value of the property by the number of
joint tenants,

SEC. 2041. POWERS OF APPOINTMENT.

(a) In GeneraL.—The value of the gross estate shall include the
value of all property (except real property situated outside of the
United States)—

(1) PowERS OF APPOINTMENT CREATED ON OR BEFORE OCTOBER
21, 1942.—To the extent of any property with respect to which a
general power of appointment created on or before October 21,
1942, is exercised by the decedent—

(A) by will, or

(B) by a disposition which is of such nature that if it were a
transfer of property owned by the decedent, such property
would be includible in the decedent’s gross estate under sections

2035 to 2038, mnclusive;
but the failure to exercise such a power or the complete release of
such a power shall not be deemed an exercise thereof. If a general

ower of appointment created on or before October 21, 1942, has

n partially released so that it is no longer a general power of
appointment, the exercise of such power sh notﬁ)e deemed to be
the exercise of a general power of appointment if—

(i) such partial release occurred before November 1, 1951, or
(i1) the donee of such power was under a legal disability to
release such power on October 21, 1942, and such partial
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release occurred not later than 6 months after the termination

of such legal disability.

(2) PowERS CREATED AFTER OCTOBER 21, 1942.—To the extent of
any property with respect to which the decedent has at the time of
his death a general power of appointment created after October 21,
1942, or with respect to which the decedent has at any time exercised
or released such a power of appointment by a disposition which is
of such nature that if it were a transfer of property owned by the
decedent, such property would be includible in the decedent’s gross
estate under sections 2035 to 2038, inclusive. A disclaimer or
renunciation of such a power of appointment shall not be deemed a
release of such power. For purposes of this paragraph (2), the
power of appointment shall be considered to exist on the date of
the decedent’s death even though the exercise of the power is sub-
ject to a precedent giving of notice or even though the exercise of
the power takes effect only on the expiration of a stated period
after its exercise, whether or not on or before the date of the
decedent’s death notice has been given or the power has been
exercised.

(3) CREATION OF ANOTHER POWER IN CERTAIN cAsEs.—To the
extent of any property with respect to which the decedent—

(A) by will, or

(B) by a disposition which is of such nature that if it were a
transfer of property owned by the decedent such property would
be includible in the decedent’s gross estate under section 2035,
2036, or 2037,

exercises a power of appointment created after October 21, 1942,
by creating another power of appointment which under the appli-
cable local law can be validly exercised so as to postpone the vesting
of any estate or interest in such property, or suspend the absolute
ownership or power of alienation of such property, for a period
ascertainable without regard to the date of the creation of the first
power.

(b) Derinrrrons.—For purposes of subsection (a)—

(1) GENERAL POWER OF APPOINTMENT.—The term *“general
power of appointment’’ means a power which is exercisable in
favor of the decedent, his estate, his creditors, or the creditors of
his estate; except that—

(A) A power to consume, invade, or appropriate property for
the benefit of the decedent which is limited by an ascertainable
standard relating to the health, education, support, or main-
tenance of the decedent shall not be deemed a general power of
appointment.

I(2B) A power of appointment created on or before October 21,
1942, which is exercisable by the decedent only in conjunction
with another person shall not be deemed a general power of
appointment.

(C) In the case of a power of appointment created after Octo-
ber 21, 1942, which is exercisable by the decedent only in con-
junction with another person—

(i) If the power is not exercisable by the decedent except in
conjunction with the creator of the power—such power shall
not be deemed a general power of appointment.
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(i1) If the power is not exercisable by the decedent exeept in
conjunction with a person having a substantial interest in the
property, subject to the power, which is adverse to exercise of
the power in favor of the decedent—such power shall not be
deemed a general power of appointment. For the purposes of
this clause a person who, after the death of the decedent, may
be possessed of a power of appointment (with respect to
the property subject to the decedent’s power) which he may
exercise in his own favor shall be deemed as having an interest in
the property and such interest shall be deemed adverse to such
exercise of the decedent’s power.

(iii) If (after the application of clauses (i) and (ii)) the
power is a general power of appointment and is exercisable
in favor of such other person—such power shall be deemed a
general power of appointment only in respect of a fractional
part of the property subject to such power, such part to be
determined gy dividing the value of such property by the
number of such persons (including the decedent) in favor of
whom such power is exercisable.

For purposes of clauses (ii) and (iii), a power shall be deemed

to be exercisable in favor of a person if it is exercisable in favor

of such person, his estate, his creditors, or the creditors of his
estate.

(2) Larse or power.—The lapse of a power of appointment
created after October 21, 1942, :furing the life of the individual

ossessing the power shall be considered a release of such power.
he preceding sentence shall apply with respect to the lapse of
powers during any calendar year only to the extent that the prop-
erty, which could have been appointed by exercise of such lapsed
powers, exceeded in value, at the time of such lapse, the greater of
the following amounts:
(A) $5,000, or
(B) 5 percent of the aggregate value, at the time of such lapse,
of the assets out of which, or the proceeds of which, the exercise
of the lapsed powers could have been satisfied.

(3) Dare oF crREATION OF PoWER.—For purposes of this section,
a power of appointment created by a WﬂF executed on or before
October 21, 1942, shall be considered a power created on or before
such date if the person executing such will dies before July 1, 1949,
without having republished such will, by codieil or otherwise, after
October 21, 1942.

SEC. 2042, PROCEEDS OF LIFE INSURANCE.
The value of the gross estate shall include the value of all property—

(1) RECEIVABLE BY THE EXECUTOR.— L0 the extent of the amount
receivable by the executor as insurance under policies on the life
of the decedent.

(2) RECEIVABLE BY OTHER BENEFICIARIES.—T0 the extent of the
amount receivable by all other beneficiaries as insurance under
policies on the life of the decedent with respect to which the de-
cedent possessed at his death any of the incidents of ownership,
exercisable either alone or in conjunction with any other person.
For purposes of the preceding sentence, the term “incident of
ownership” includes a reversionary interest (whether arising by the
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express terms of the policy or other instrument or by operation of
law) only if the value of such reversionary interest exceeded 5
percent of the value of the }il(:;icy immediately before the death of
the decedent. As used in this paragraph, the term “reversionary
interest”’ includes a possibility that the policy, or the proceeds of the
policy, may return to the decedent or his estate, or may be subject
to a power of disposition by him. The value of a reversionary
interest at any time shall be determined (without regard to the fact
of the decedent’s death) by usual methods of valuation, including
the use of tables of mortality and actuarial principles, pursuant to
regulations prescribed by the Secretary or his delegate. In deter-
mining the value of a possibility that the policy or proceeds thereof
may be subject to a power of disposition by the decedent, such
possibility shall be valued as if it were a possibility that such policy
or proceeds may return to the decedent or his estate.

SEC. 2043. TRANSFERS FOR INSUFFICIENT CONSIDERATION,

(a) In GunNeErAL—If any one of the transfers, trusts, interests,
rights, or powers enumerated and described in sections 2035 to 2038,
inclusive, and section 2041 is made, created, exercised, or relinquished
for a consideration in money or money’s worth, but is not a bona fide
sale for an adequate and full consideration in money or money’s worth,
there shall be included in the gross estate only the excess of the fair
market value at the time of gaath of the property otherwise to be
included on account of such transaction, over the value of the con-
sideration received therefor by the decedent.

(b) MagiTAL Rigars Nor TREATED As ConsiDERATION.—For pur-
poses of this chapter, a relinquishment or promised relinquishment
of dower or curtesy, or of a statutory estate created in lieu of dower or
curtesy, or of other marital rights in the decedent’s property or estate,
shall not be considered to any extent a consideration “in money or
money's worth.”

SEC. 2044. PRIOR INTERESTS.

Except as otherwise specifically provided therein, sections 2034 to
2042, inclusive, shall apply to the transfers, trusts, estates, interests,
rights, powers, and relinquishment of powers, as severally enumerated
and described therein, whenever made, created, arising, existing,
exercised, or relinquished.

PART IV—TAXABLE ESTATE

Seec. 2051. Definition of taxable estate.

Sec. 2052. Exemption.

Sec. 2053. Expenses, indebtedness, and taxes.

Sec. 2054. Losses.

Sec. 2055. Transfers for publie, charitable, and religious uses.
Sec. 2056. Bequests, ete., to surviving spouse.

SEC. 2051. DEFINITION OF TAXABLE ESTATE.
For purposes of the tax imposed by section 2001, the value of the
taxable estate shall be determined by deducting from the value of

the gross estate the exemption and deductions provided for in this
part.
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SEC. 2052, EXEMPTION.

"~ For purposes of the tax imposed by section 2001, the value of the
taxable estate shall be determined by deducting from the value of the
gross estate an exemption of $60,000.

SEC. 2053. EXPENSES, INDEBTEDNESS, AND TAXES.
- (a) GenpraL Rune.—For purposes of the tax imposed by section
2001, the value of the taxable estate shall be determined by deducting
from the value of the gross estate such amounts—
(1) for funeral expenses,
(2) for administration expenses,
(3) for claims against the estate, and
(4) for unpaid mortgages on, or any indebtedness in respect of,
property where the value of the decedent’s interest therein, un-
diminished by such mortgage or indebtedness, is included in the
value of the gross estate,
as are allowable by the laws of the jurisdiction, whether within or
without the United States, under which the estate is being administered.

(b) OrrEr ApmiNisTrATION Expenses.—Subject to the limitations
in paragraph (1) of subsection (c), there shall be deducted in deter
mining the taxable estate amounts representing expenses incurred
in administering property not subject to claims which is included
in the gross estate to the same extent such amounts would be allowable
as a deduction under subsection (a) if such property were subject to
claims, and such amounts are paid before the expiration of the period
of limitation for assessment provided in section 6501.

(¢) Limmrrarions.—

(1) LiMITATIONS APPLICABLE TO SUBSECTIONS (a) aNDp (b).—

(A) ConsipErRATION FOR crLAiMS.—The deduction allowed by
this section in the case of claims against the estate, unpaid
mortgages, or any indebtedness shall, when founded on a promise
or agreement, be limited to the extent that they were contracted
bona fide and for an adequate and full consideration in mone
or money’s worth; except that in any case in which any suc
claim is founded on a promise or agreement of the decedent to
make a contribution or %ijt. to or for the use of any donee de-
scribed in section 2055 for the purposes specified therein, the
deduction for such claims shall not be so limited, but shall be
limited to the extent that it would be allowable as a deduction
under section 2055 if such promise or agreement constituted a
bequest.

(B) Cerraln TAxES.—Any income taxes on income received
after the death of the decedent, or property taxes not accrued
before his death, or any estate, succession, legacy, or inheritance
taxes, shall not be deductible under this section.

(2) LIMITATIONS APPLICABLE ONLY TO SUBSECTION (a).—In the
case of the amounts deseribed in subsection (a), there shall be dis-
allowed the amount by which the deductions specified therein exceed
the value, at the time of the decedent’s death, of property subject
to claims, except to the extent that such deductions represent
amounts paid before the date preseribed for the filing of the estate
tax return. For purposes of this section, the term “property subject
to claims” means property includible in the gross estate of the
decedent which, or the avails of which, would under the applicable
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law, bear the burden of the payment of such deduetions in the final

adjustment and settlement of the estate, except that the value of

the property shall be reduced by the amount of the deduction under
section 2054 attributable to such property.

(d) MarrraL RigaTs,—

For ;roﬁsions that relinquishment of marital rights shall not be
deemed a consideration “in money or money’s worth,”” see section
2043 (b).
SEC. 2054. LOSSES.

For purposes of the tax imposed by section 2001, the value of the
taxable estate shall be determined by deducting from the value of the
E{?ss estate losses incurred during the settlement of estates arising

m fires, storms, shipwrecks, or other casualties, or from theft, when
such losses are not compensated for by insurance or otherwise.

SEC. 2055. T%.%%SSFERS FOR PUBLIC, CHARITABLE, AND RELIGIOUS

(a) In GeENeErAL—For purposes of the tax imposed by section 2001,
the value of the taxable estate shall be determined by dedueting from
the value of the gross estate the amount of all bequests, legacies,
devises, or transfers (including the interest which falls into any such
bequest, legacy, devise, or transfer as a result of an irrevocable dis-
claimer of a bequest, legacy, devise, transfer, or power, if the dis-
claimer is made before the date preseribed for the filing of the estate
tax return)—

(1) to or for the use of the United States, any State, Territory,
any political subdivision thereof, or the District of Columbia, for
exclusively publie purposes;

(2) to or for the use of any corporation organized and operated
exclusively for religious, charitable, scientific, literary, or educa-
tional purposes, including the encouragement of art and the pre-
vention of cruelty to children or animals, no part of the net earnings
of which inures to the benefit of any private stockholder or indi-
vidual, and no substantial part of the activities of which is carrying
on propaganda, or otherwise attempting, to influence legislation;

(3) to a trustee or trustees, or a fraternal society, order, or asso-
ciation operating under the lodge system, but only if such contribu-
tions or gifts are to be used by such trustee or trustees, or by such
fraternal society, order, or association, exclusively for religious,
charitable, scientific, literary, or educational purposes, or for the
prevention of cruelty to children or animals, and no substantial
part of the activities of such trustee or trustees, or of such fraternal
society, order, or association, is carrying on propaganda, or other-
wise attempting, to influence legislation; or

(4) to or for the use of any veterans’ organization incorporated
by Aet of Congress, or of its departments or local chapters or posts,
no part of the net earnings of which inures to the benefit of any
private shareholder or individual.

For purposes of this subsection, the complete termination before the
date prescribed for the filing of the estate tax return of a power to
consume, invade, or appropriate property for the benefit of an indi-
vidual before such power has been exercised by reason of the death
of such individual or for any other reason shall be considered and
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deemed to be an irrevocable disclaimer with the same full force and
effect as though he had filed such irrevocable disclaimer.

(b) Powrrs oF AprOINTMENT.—Property includible in the de-
cedent’s gross estate under section 2041 (relating to powers of appoint-
ment) received by a donee described in this section shall, for purposes
of this section, be considered a bequest of such decedent.

(¢) Drata Taxes PavaBLe Our of BequesTts.—If the tax imposed
by section 2001, or any estate, succession, legacy, or inheritance taxes,
are, either by the terms of the will, by the law og the jurisdiction under
which the estate is administered, or by the law of the jurisdiction
imposing the particular tax, payable in whole or in part out of the
bequests, legacies, or devises otherwise deductible under this section,
then the amount deductible under this section shall be the amount of
such bequests, legacies, or devises reduced by the amount of such
taxes.

(d) Limirarion oN Depuction.—The amount of the deduction
under this section for any transfer shall not exceed the value of the
transferred property required to be included in the gross estate.

(e) DisarLowanceE oF Depuctions 1N CerTaiNn Casgs. —

For disallowance of certain charitable, etc., deductions otherwise
allowable under this section, see sections 504 and 681.

(f) Oraer Cross REFERENCES.—

(1) For option as to time for valuation for purpose of deduction under
this section, see section 2032,

(2) For exemption of bequests to or for benefit of Library of Con_’gress,
%eesseéﬂglélg of the Act of March 3, 1925, as amended (56 Stat. 765; 2

(3) For construction of bequests for benefit of the library of the Post
Office Department as bequests to or for the use of the United States, see
section 2 of the Act of August 8, 1946 (60 Stat. 924; 5 U. 8. C. 393).

(4) For exemption of bequests for benefit of Office of Naval Records
and Library, Navy Depariment, see section 2 of the Act of March 4, 1937
(50 Stat. 25; 5 U. S. C. 419b).

(5) For exemption of bequests to or for benefit of National Park
glg,r;lce, see section 5 of the Act of July 10, 1935 (49 Stat. 478; 16 U, 8. C.

e).

(6) For consiruction of devises or bequests accepted by the Secretary
of State under the Foreign Service Act of 1946 as devises or bequests to
or for the use of the United States, see section 1021 (e) of that Act (60
Stat, 1032; 22 U. S. C. 809).

(7) For construction of gifts or bequests of money accepted by the
Attorney General for credit to *‘Commissary Funds, Federal Prisons’’
as gifts or bequests to or for the use of the United States, see section 2
of the Act of May 15, 1952, 66 Stat. 73, as amended by the Act of July
9, 1952, 66 Stat, 479 (31 U. 8. C. 725s-4).

(8) For payment of tax on bequests of United States obligations to the
United States, see section 24 of the Second Liberty Bond Act, as amend-
ed (59 Stat. 48, § 4; 31 U. 8. C. 757e).

(9) For construction of bequests for benefit of or use in connection
with the Naval Academy as bequests to or for the use of the United
?tz;%ebs) see section 3 of the Act of March 31, 1944 (58 Stat. 135; 34 U. 8. C.

1 g

(10) For exemption of bequests for benefit of Naval Academy Muse-
}lﬂ,g;iee section 4 of the Act of March 26, 1938 (52 Stat. 119; 34 U. S. C.

(11) For exemption of bequests received by National Archives Trust
Fund [Board, see section 7 of the National Archives Trust Fund Board
Act (55 Stat. 582; 44 U, S. C. 300gg).
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SEC. 2056. BEQUESTS, ETC., TO SURVIVING SPOUSE.

(a) Autowance oF MariTan DepuctioNn.—For purposes of the
tax imposed by section 2001, the value of the t.a.xa%le estate shall,
except as limited by subsections (b), (c), and (d), be determined by
deduecting from the value of the gross estate an amount equal to the
value of any interest in property which passes or has passed from the
decedent to his surviving spouse, but only to the extent that such
interest is included in determining the value of the gross estate.

(b) LamrratioN 1N THE CASE oF LiFe EstaTE oR OrHER TERMI-
NABLE INTEREST.—

(1) GenerAL RULE.—Where, on the lapse of time, on the occur-
rence of an event or contingency, or on the failure of an event or
contingency to oceur, an interest passing to the surviving spouse will
terminate or fail, no deduction shall be allowed under this section
with respect to such interest—

(A) if an interest in such property passes or has passed (for
less than an adequate and full consideration in money or money’s
worth) from the decedent to any person other than such surviving
spouse (or the estate of such spouse); and

(B) if by reason of such passing such person (or his heirs or
assigns) may possess or enjoy any part of such property after
such termination or failure of the interest so passing to the
surviving spouse;

and no deduction shall be allowed with respect to such interest

(et(rie?B if))such deduction is not disallowed under subparagraphs (A)

an —

(C) if such interest is to be acquired for the surviving spouse,
pursuant to directions of the decedent, by his executor or by the
trustee of a trust.

For purposes of this paragraph, an interest shall not be con-

sidered as an interest which terminate or fail merely because

it is the ownership of a bond, note, or similar contractual obligation,
the discharge of which would not have the effect of an annuity for
life or for a term.

(2) INTEREST IN UNIDENTIFIED ASSETS.—Where the assets (in-
cluded in the decedent’s gross estate) out of which, or the proceeds
of which, an interest passing to the surviving spouse may be satisfied
include a particular asset or assets with respect to which no deduc-
tion would be allowed if such asset or assets passed from the decedent
to such spouse, then the value of such interest passing to such
spouse shall, for purposes of subsection (a), be reduced by the
aggregate value of such particular assets.

(3) INTEREST OF SPOUSE CONDITIONAL ON SURVIVAL FOR LIMITED
perRIOD.—For purposes of this subsection, an interest passinﬁl to
the surviving spouse shall not be considered as an interest which
will terminate or fail on the death of such spouse if—

(A) such death will cause a termination or failure of such
interest only if it oceurs within a period not exceeding 6 months
after the decedent’s death, or only if it occurs as a result of a
common disaster resulting in the death of the decedent and the
surviving spouse, or only if it occurs in the case of either such
event; and

(B) such termination or failure does not in fact occur.
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(4) VALUATION OF INTEREST PASSING TO SURVIVING SPOUSE.—
In determining for purposes of subsection (a) the value of any
interest in property passing to the surviving spouse for which a
deduection is allowed by this section—

(A) there shall be taken into account the effect which the tax
imposed by section 2001, or any estate, succession, legacy, or
inheritance tax, has on the net value to the surviving spouse
of such interest; and

(B) where such interest or property is encumbered in any
manner, or where the surviving spouse incurs any obligation
imposed by the decedent with respect to the passing of such
interest, such encumbrance or obligation shall be taken into
account in the same manner as if the amount of a gift to such
spouse of such interest were being determined.

(5) LIFE ESTATE WITH POWER OF APPOINTMENT IN SURVIVING
spousE.—In the case of an interest in property passing from the
decedent, if his surviving spouse is entitled for life to all the income
from the entire interest, or all the income from a specific portion
thereof, payable annually or at more frequent intervals, with power
in the surviving spouse to appoint the entire interest, or such
specific portion (exercisable in favor of such surviving spouse, or
of the estate of such surviving spouse, or in favor of either, whether
or not in each case the power is exercisable in favor of others),
and with no power in any other person to appoint any part of the
interest, or such specific portion, to any person other than the
surviving spouse—

(A) the interest or such Eortion thereof so passing shall, for
purposes of subsection (a), be considered as passing to the sur-
viving spouse, and

(B) no part of the interest so passing shall, for purposes of
paragraph (1) (A), be considered as passing to any person other
than the surviving spouse.

This paragraph shall apply only if such power in the surviving
spouse to appoint the entire interest, or such specific portion
thereof, whether exercisable by will or during life, is exercisable by
such spouse alone and in all events.

(6) LIFE INSURANCE OR ANNUITY PAYMENTS WITH POWER OF
APPOINTMENT IN SURVIVING sPOUSE.—In the case of an interest in
property passing from the decedent consisting of proceeds under
a life insurance, endowment, or annuity contract, if under the
terms of the contract such I;})rc»ceeds; are payable in installments
or are held by the insurer subject to an agreement to pay interest
thereon (whether the proceeds, on the termination of any interest
payments, are payable in a lump sum or in annual or more fre-
quent installments), and such installment or interest payments are
payable annually or at more frequent intervals, commencing not
later than 13 months after the decedent’s death, and all amounts,
or a specific portion of all such amounts, payable during the life
of the surviving spouse are payable only to such spouse, and such
spouse has the power to appoint all amounts, or such specific
portion, payable under such contract (exercisable in favor of such
surviving spouse, or of the estate of such surviving spouse, or in
favor of either, whether or not in each case the power is exercisable
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in favor of others), with no power in any other person to appoint
such amounts to any person other than tﬁe surviving spouse—

(A) such amounts shall, for purposes of subsection (a), be
considered as passing to the surviving spouse, and

(B) no part of such amounts shall, for purposes of paragraph
(1) (A), be considered as passing to any person other than the
surviving spouse.

This paragraph shall apply only if, under the terms of the con-
tract, such power in the surviving spouse to appoint such amounts,
whether exercisable by will or during life, is exercisable by such
spouse alone and in all events.

(¢) LiMITATION ON AGGREGATE OF DEDUCTIONS.—

(1) GeneraL RULE.—The aggregate amount of the deductions
allowed under this section (computed without regard to this sub-
section) shall not exceed 50 percent of the value of the adjusted
gross estate, as defined in paragraph (2).

(2) COMPUTATION OF ADJUSTED GROSS ESTATE.—

(A) Generan RULE.—Execept as provided in subparagraph (B)
of this paragraph, the adjusted gross estate shall, for purposes
of subsection (¢) (1), be computed by subtracting from the entire
value of the gross estate the aggregate amount of the deductions
allowed by sections 2053 and 2054.

(B) SPECIAL RULE IN CASES INVOLVING COMMUNITY PROP-
Brry.—If the decedent and his surviving spouse at any time, held
property as community iro erty under the law of a.nfy State, Ter-
ritory, or possession of the %nited States, or of any foreign coun-
try, then the adjusted gross estate shall, for purposes of subsec-
tion (e) (1), be éetermined b%; subtracting from the entire value
of the gross estate the sum of—

(i) the value of property which is at the time of the death
of the decedent held as such community property; and

(ii) the value of property transferred by the decedent during
his life, if at the time of such transfer the property was held as
such community property; and

(i) the amount receivable as insurance under policies on
the life of the decedent, to the extent purchased with premiums
or other consideration paid out of property held as such com-
munity property; and

(iv) an amount which bears the same ratio to the aggregate
of the deductions allowed under sections 2053 and 2054 which

the value of the property included in the gross estate, di-

minished by the amount subtracted under clauses (i), (ii),

and (iii) of this subparagraph, bears to the entire value of the

gross estate,

For purposes of clauses (i), (i), and (iii), community property

(except property which is considered as community property

solely by reason of the provisions of subpara.%raph (C) of this

paragraph) shall be considered as not ‘“held as such com-
munity property’” as of any moment of time, if, in case of the
death of the decedent at such moment, such property (and not
merely one-half thereof) would be or would have been includible
in determining the value of his gross estate without regard to
the provisions of section 402 (b) of the Revenue Act of 1942.
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The amount to be subtracted under clauses (1), (ii), or (iii) shall

not exceed the value of the interest in the proFerty described

therein which is included in determining the value of the gross
estate.
(C) COMMUNITY PROPERTY-—CONVERSION INTO SEPARATE

PROPERTY.—

(i) AFrER DECEMBER 31, 1941.—If after December 31, 1941,

roperty held as such community property (unless considered
Ey reason of subparagraph (B) of this paragraph as not so held)
was by the decedent and the surviving spouse converted, by
one transaction or a series of transactions, into separate prop-
erty of the decedent and his spouse (including any form of
coownership by them), the separate property so acquired by
the decedent and any Emperty acquired at any time by the
decedent in exchange therefor (by one exchange or a series of
exchanges) shall, for the purposes of clauses (i), (ii), and (iii)
of subparagraph (B), be considered as “held as such community
property.”

(1) Lamrrarion.—Where the value (at the time of such con-
version) of the separate property so acquired by the decedent
exceeded the value (at such time) of the separate property so
acquired by the decedent’s spouse, the rule in clause (i) shaﬁ be
applied only with respect to the same portion of such separate
property of the decedent as the portion which the value (as of
such time) of such separate property so acquired by the dece-
dent’s spouse is of the value (as o?such time) of the separate
property so acquired by the decedent.

(d) DiscLAIMERS.—

(1) By surviving spouse.—If under this section an interest
would, in the absence of a disclaimer by the surviving spouse, be
considered as passing from the decedent to such spouse, and if a
disclaimer of such interest is made by such spouse, then such
interest shall, for the purposes of this section, be considered as
passing to the person or persons entitled to receive such interest as
a result of the disclaimer.

(2) By any orHER PERSON.—If under this section an interest
would, in the absence of a disclaimer by any person other than the
surviving spouse, be considered as passing from the decedent to
such person, and if a disclaimer of such interest is made by such
person and as a result of such disclaimer the surviving spouse is
entitled to receive such interest, then such interest ?hﬁl, for pur-
poses of this section, be considered as passing, not to the surviving
spouse, but to the person who made the disclaimer, in the same
manner as if the disclaimer had not been made.

(e) DerinirioN.—For purposes of this section, an interest in
property shall be considered as passing from the decedent to any per-
son if and only if—

(1) such interest is bequeathed or devised to such person by the
decedent;

(2) such interest is inherited by such person from the decedent;

(3) such interest is the dower or curtesy interest (or statutory
zlnet:&est. tin lieu thereof) of such person as surviving spouse of the

ent;
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(4) such interest has been transferred to such person by the de-
cedent at any time;

(5) such interest was, at the time of the decedent’s death, held
by such person and the decedent (or by them and any other per-
son) in joint ownership with right of survivorship;

(6) the decedent had a power (either alone or in conjunction with
any person) to appoint such interest and if he appoints or has
appointed such interest to such person, or if such person takes such
interest in default on the release or nonexercise of such power; or

(7) such interest consists of proceeds of insurance on the life of
the decedent receivable by such person.

Except as provided in paragraph (5) or (6) of subsection (b), where
at the time of the decedent’s death 1t is not possible to ascertain the
particular person or persons to whom an interest in property may
pass from the decedent, such interest shall, for purposes of sub-
}J&ra.graphs (A) and (B) of subsection (b) (1), be considered as passing
rom the decedent to a person other than the surviving spouse.
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Subchapter B—Estates of Nonresidents Not Citizens

Sec. 2101. Tax imposed.
Sec. 2102. Credits against tax.
Seec. 2103. Definition of gross estate.
Sec. 2104. Property within the United States.
Seec. 2105. Property without the United States.
See. 2106. Taxable estate.

SEC. 2101. TAX IMPOSED.

(a) In GenNERAL—A tax computed in accordance with the table
contained in section 2001 is hereby imposed on the transfer of the
taxable estate, determined as provided in section 2106, of every deced-
ent nonresident not a citizen of the United States dying after the date
of enactment of this title.

(b) ProrerTYy HELD BY ALIEN PROPERTY CUSTODIAN.—

For taxes in connection with property or interests transferred to
or vested in the Alien Property Custodian, see section 36 of the Trad-
ing with the Enemy Act, as added by the act of August 8, 1946 (60 Stat.
929; 50 U. S. C. App. 36.)

SEC, 2102, CREDITS AGAINST TAX,

The tax imposed by section 2101 shall be eredited with the amounts
determined in accordance with sections 2011 to 2013, inclusive (relat-
ing to State death taxes, gift tax, and tax on prior transfers).

SEC. 2103. DEFINITION OF GROSS ESTATE.
For the purpose of the tax imposed by section 2101, the value of the
gross estate of every decedent nonresident not a citizen of the United

tates shall be that part of his gross estate (determined as provided
in section 2031) which at the time of his death is situated in the
United States.

SEC. 2104. PROPERTY WITHIN THE UNITED STATES.

(a) Srock 1N Corrorarion.—For purposes of this subchapter
shares of stock owned and held by a nonresident not a citizen of
the United States shall be deemed property within the United States
only if issued by a domestic corporation.

(b) RevocaBLE TrRANSFERS AND TRANSFERS IN CONTEMPLATION OF
Deara.—For purposes of this subchapter, any property of which
the decedent has made a transfer, by trust or otherwise, within the
meani;f of sections 2035 to 2038, inclusive, shall be deemed to be
situated in the United States, if so situated either at the time of the
transfer or at the time of the decedent’s death.

SEC. 2105. PROPERTY WITHOUT THE UNITED STATES.

(a) ProceEps oF Lire INsurance—For purposes of this sub-
chapter, the amount receivable as insurance on the life of a nonresi-
dent not a citizen of the United States shall not be deemed property
within the United States.

(b) Bank Derosits.—For purposes of this subchapter, any moneys
deposited with any person carrying on the banking business, by or
for a nonresident not a citizen of the United States who was not
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engaged in business in the United States at the time of his death
shall not be deemed property within the United States.

(¢) Works or ArT oN Loan ror ExmisiTion.—For purposes of
this subchapter, works of art owned by a nonresident not a citizen of
the United States shall not be deemed property within the United
States if such works of art are—

(1) imported into the United States solely for exhibition purposes,
(2) loaned for such purposes, to a public gallery or museum, no
part of the net earnings of which inures to the benefit of any private
stockholder or individual, and
(3) at the time of the death of the owner, on exhibition, or en
route to or from exhibition, in such a public gallery or museum.
SEC. 2106. TAXABLE ESTATE.

(a) Derinirion oF TaxaBLe Esrare.—For purposes of the tax
imposed by section 2101, the value of the taxable estate of every
decedent nonresident not a citizen of the United States shall be
determined by deducting from the value of that part of his gross
estate which at the time of his death is situated in the United States—

(1) EXPENSES, LOSSES, INDEBTEDNESS, AND TAXES.—That pro-
portion of the deductions specified in sections 2053 and 2054 (other
than the deductions described in the following sentence) which the
value of such part bears to the value of his entire gross estate,
wherever situated. Any deduction allowable under section 2053 in

the case of a claim against the estate which was founded on a

romise or agreementnfut was not contracted for an adequate and
ull consideration in money or money’s worth shall be allowable

under this paragraph to the extent that it would be allowable as a

deduction under paragraph (2) if such promise or agreement con-

stituted a bequest.

(2) TRANSFERS FOR PUBLIC, CHARITABLE, AND RELIGIOUS USES.—

(A) In geENeErAL—The amount of all bequests, legacies, de-
vises, or transfers (including the interest which falls into any
such bequest, legacy, devise, or transfer as a result of an irrev-
ocable ?liscla,imer of a bequest, legacy, devise, transfer, or
power, if the disclaimer is made before the date prescribed for
the filing of the estate tax return)—

(i) to or for the use of the United States, any State, Territory,
any political subdivision thereof, or the District of Columbia,
for exclusively public purposes;

(i) to or for the use of any domestic corporation organized
and operated exclusively for religious, charitable, scientific,
literary, or educational purposes, including the encouragement
of art and the prevention of eruelty to children or animals,
no part of the net earnings of which inures to the benefit of
any private stockholder or individual, and no substantial part
of the activities of which is carrying on propaganda, or other-
wise attempting, to influence legislation; or

(iil) to a trustee or trustees, or a fraternal society, order,
or association operating under the lodge system, but only if
such contributions or gifts are to be used within the United
States by such trustee or trustees, or by such fraternal society,
order, or association, exclusively for religious, charitable, scien-
tific, literary, or educational purposes, or for the prevention
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of cruelty to children or animals, and no substantial part of

the activities of such trustee or frustees, or of such fraternal

society, order, or association, is carrying on propaganda, or
otherwise attempting, to influence legislation.

(B) Powers oF appoINTMENT.—Property includible in the
decedent’s gross estate under section 2041 (relating to powers of
appointment) received by a donee described in this paragraph
shall, for purposes of this paragraph, be considered a bequest of
such decedent.

(C) DEATH TAXES PAYABLE OUT OF BEQUESTR.—If the tax
imposed by section 2101, or any estate, succession, legacy, or
inheritance taxes, are, either by the terms of the will, by the
law of the jurisdiction under which the estate is admlmstered or
by the law of the jurisdiction imposing the particular tax, pa,ya,ble
in whole or in part out of the bequests, legacies, or devises
otherwise deductible under this paragraph, then the amount de-
ductible under this paragraph sﬁaﬂ be the amount of such be-
quests, legacies, or devises reduced by the amount of such taxes.

(D) LiMiTATION ON DEDUCTION.—Lhe amount of the deduc-
tion under this paragraph for any transfer shall not exceed the
value of the transferred property required to be included in the
gross estate.

(E) DISALLOWANCE OF DEDUCTIONS IN CERTAIN CASES,—

For disallowance of certain charitable, ete., deductions otherwise
allowable under this paragraph, see sections 504 and 681.

(F) OrHER CROSS REFERENCES.—

(1) For option as to time for valuation for purpose of deduction under
this paragraph, see section 2032.

(2) For exe Ptum of bequests to or for benefit of Library of Congress,
see seclion 5 of the Act of March 3, 1925, as amended (56 Stat, 765;
2 U. 8. C. 161).

(3) For constrnctlon of bequests for benefit of the library of the Post
Office Department as bequests to or for the use of the United States, see
section 2 of the Act of August 8, 1946 (60 Stat, 924; 5 U. S. C. 393).

(4) For exemption of bequests for benefit of Office of Naval Records
and Library, Navy Department. see section 2 of the Act of March 4, 1937
(50 Stat. 25; 5 U. 8. C. 419b).

(5) For exemption of bequests to or for benefit of National Park
?3:;1(‘.&, see section 5 of the Act of July 10, 1935 (49 Stat. 478; 16 U, 8. C.

(6) For construction of devises or bequests accepted by the Secretary
of State under the Foreign Service Act of 1946 as devises or bequests
to or for the use of the United States, see section 1021 (e) of that Act
(60 Stat. 1032; 22 U. 8, C. 809).

(7) For construchon of gifts or bequests of money accepted by the
Attorney General for credit to ‘““Commissary Funds, Federal Prisons’’
as gifts or bequests to or for the use of the United States, see section 2
of the Act of May 15, 1952, 66 Stat. 73, as amended by the Act of July 9,
1952, 66 Stat. 479 (31 U. S. C. 7255-4).

(8) For payment of tax on bequests of United States obligations to the
United States, see section 24 of the Second Liberty Bond Act, as
amended (59 Stat. 48, § 4; 31 U. 8. C. 757e).

(9) For construction of bequests for benefit of or use in connection
with the Naval Academy as bequests to or for the use of the United
States, see section 3 of the Act of March 31, 1944 (58 Stat. 135; 34
U. 8. C. 1115b).

(10) For exemption of bequests for benefit of Naval Academy Mu-
%eusm.cselel lage)cﬂon 4 of the Act of March 26, 1938 (52 Stat. 119; 34

§ 2106(a)(2) (F)



400 INTERNAL REVENUE CODE OF 1954

(11) For exemption of bequests received by National Archives Trust
Fund Board, see section 7 of the National Archives Trust Fund Board
Act (55 Siat 582; 44 U. 8. C. 300gg).

(3) ExemprioN.—An exemption of $2,000.

(b) Conprrion or ArLowance oF DepvctioNs.—No deduction
shall be allowed under paragraphs (1) and (2) of subsection (a) in
the case of a nonresident not a citizen of the United States unless the
executor includes in the return required to be filed under section 6018
the value at the time of his death of that part of the gross estate of
such nonresident not situated in the United States.

(¢c) Unrrep StaTEs Bonps.—For (i)urposes of section 2103, the
value of the gross estate (determined as provided in section 2031)
of a decedent who was not engaged in business in the United States
at the time of his death—

(1) shall not include obligations issued by the United States
before Mareh 1, 1941; and

(2) shall include. obhgat;mns issued by the United States on or
after March 1, 1941,
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Subchapter C—Miscellaneous

See. 2201. Memt_::{lis of the Armed Forces dying during an induetion
riod.

Sec, 2202. Missionaries in foreign service.

Sec. 2203. Definition of executor.

Sec. 2204. Discharge of executor from personal liability.

Sec. 2205. Reimbursement out of estate.

Sec. 2206. Liability of life insurance beneficiaries.

See. 2207. Liability of recipient of property over which decedent
had power of appointment.

SEC, 2201. MEMBERS OF THE ARMED FORCES DYING DURING AN
INDUCTION PERIOD.
The additional estate tax as defined in section 2011 (d) shall not
apply to the transfer of the taxable estate of a citizen or resident of the
nited States dying during an induction period (as defined in sec. 112
(¢) (5)), while in active service as a member of the Armed Forces of
the United States, if such decedent—
(1) was killed in action while serving in a combat zone, as deter-
mined under section 112 (c¢); or
(2) died as a result of wounds, disease, or injury suffered, while
serving in a combat zone (as determined under section 112 (¢), and
while in line of duty, by reason of a hazard to which he was subjected
as an incident of such service.

SEC. 2202. MISSIONARIES IN FOREIGN SERVICE.

Missionaries duly commissioned and serving under boards of for-
eign missions of the various religious denominations in the United
States, dying while in the foreign missionary service of such boards,

not, by reason merely of their intenfion to permanently remain
in such foreign service, be deemed nonresidents of the United States,
but shall be presumed to be residents of the State, the District of
Columbia, Alaska, or Hawaii wherein they respectively resided at the
time of their commission and their departure for such foreign service.
SEC. 2203. DEFINITION OF EXECUTOR.

The term “executor’” wherever it is used in this title in connection
with the estate tax imposed by this chapter means the executor or
administrator of the decedent, or, if there is no executor or administra-
tor appointed, qualified, and acting within the United States, then any
person in actual or constructive possession of any property of the
decedent.

SEC. 2204. DISCHARGE OF EXECUTOR FROM PERSONAL LIABILITY.

If the executor makes written application to the Secretary or his
delegate for determination of the amount of the tax and discharge
from personal liability therefor, the Secretary or his delegate (as soon
as possible, and in any event within 1 year after the making of
such application, or, if the application is made before the return is
filed, then within 1 year after the return is filed, but not after the
expiration of the period prescribed for the assessment of the tax in
section 6501) shall notify the executor of the amount of the tax. The
executor, on payment of the amount of which he is notified, shall
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be discha,rﬁed from personal liability for any deficiency in tax there-
after found to be due and shall be entitled to a receipt or writing
showing such discharge.

SEC. 2205. REIMBURSEMENT OUT OF ESTATE.

If the tax or any part thereof is paid by, or collected out of, that
part of the estate passing to or in the possession of any person other
than the executor in his capacity as such, such person shall be entitled
to reimbursement out of any part of the estate still undistributed or
by a just and equitable contribution by the persons whose interest
in the estate of the decedent would have been reduced if the tax had
been paid before the distribution of the estate or whose interest is
subject to equal or prior liability for the payment of taxes, debts, or
other charges against the estate, it being the purpose and intent of this
chapter that so far as is practicable and unless otherwise directed by
the will of the decedent the tax shall be paid out of the estate before
its distribution,

SEC. 2206. LIABILITY OF LIFE INSURANCE BENEFICIARIES.

Unless the decedent directs otherwise in his will, if any part of the
gross estate on which tax has been paid consists of proceeds of policies
of insurance on the life of the decedent receivable by a beneficiary
other than the executor, the executor shall be entitled to recover
from such beneficiary such portion of the total tax paid as the pro-
ceeds of such policies bear to the sum of the taxable estate and the
amount of the exemption allowed in computing the taxable estate,
determined under section 2051. If there is more than one such bene-
ficiary, the executor shall be entitled to recover from such beneficiaries
in the same ratio. In the case of such proceeds receivable by the
surviving spouse of the decedent for which a deduction is allowed
under section 2056 (relating to marital deduction), this section shall
not apply to such proceeds except as to the amount thereof in excess
of the aggregate amount of the marital deductions allowed under
such section.

SEC. 2207. LIABILITY OF RECIPIENT OF PROPERTY OVER WHICH
DECEDENT HAD POWER OF APPOINTMENT.

Unless the decedent directs otherwise in his will, if any part of the
gross estate on which the tax has been paid consists of the value of
property included in the gross estate under section 2041, the exec-
utor shall be entitled to recover from the person receiving such
property by reason of the exercise, nonexercise, or release of a power
of appointment such portion of the total tax paid as the value of such
property bears to the sum of the taxable estate and the amount of the
exemption allowed in computing the taxable estate, determined under
section 2052, or section 2106 (a), as the case may be. If there is more
than one such person, the executor shall be entitled to recover from
such persons in the same ratio. In the case of such property received
bﬁ the surviving spouse of the decedent for which a deduction is
allowed under section 2056 (relating to marital deduction), this sec-
tion shall not apply to such property except as to the value thereof
reduced by an amount equal to the excess of the aggregate amount
of the marital deductions allowed under section 2056 over the amount
of proceeds of insurance upon the life of the decedent receivable by
the surviving spouse for which proceeds a marital deduction is
allowed under such section.
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CHAPTER 12—GIFT TAX

SuscaAPTER A. Defermination of tax liability.
SuecEArTER B. Transfers.
Suscaarrer C. Deductions.

Subchapter A—Determination of Tax Liability

Sec. 2501. Imposition of tax.

Seec. 2502. Rate of tax.

Sec. 2503. Tazable gifts.

Sec. 2504. Taxable gifts for preceding years.

SEC. 2501. IMPOSITION OF TAX.

(a) GeneraL Rune,—For the calendar year 1955 and each calendar
year thereafter a tax, computed as provided in section 2502, is hereby
imposed on the transfer of property by gift during such calendar year
by any individual, resident or nonresident, except transfers of in-
tangible property by a nonresident who is not a citizen of the United
States and who was not engaged in business in the United States
during such calendar year.

(b) Cross REFERENCE.—

For exclusion of transfers of property outside the United States by a
1(1o)nresident who is not a citizen of the United States, see section 2511
a).
SEC. 2502. RATE OF TAX.

(a) CompurarioNn oF Tax,—The tax imposed by section 2501 for
each calendar year shall be an amount equal to the excess of —

(1) a tax, computed in accordance with the rate schedule set
forth in this subsection, on the aggregate sum of the taxable gifts
for such calendar year and for each of the preceding calendar years,
over

(2) a tax, computed in accordance with such rate schedule,
on the aggregate sum of the taxable gifts for each of the preceding
calendar years.

RATE SCHEDULE

If the taxable gifts are: The tax shall be:

Notover 85,000 - oo e e cane o 2% % of the taxable gifts.

Over $5,000 but not over $10,000.___.___ $112.50, plus 5% 9% of excess over
Over $10,000 but not over $20,000__.____ $375: pl'us 8%4% of excess over
Over $20,000 but not over $30,000._____ $1,$2lé}d?0[?l'us 104 % of excess over
Over $30,000 but not over $40,000______ $2,256, pl.us 13%% of excess over
Over $40,000 but not over $50,000______ 53.60[5, pl'us 16149 of excess over
Over $50,000 but not over $60,000____ .. 55?;506?0;?1.“ 18349% of excess over
Over $60,000 but not over $100,000..._. $7,$}62(‘)5',008ius 219% of excess over
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RATE SCHEDULE—continued

If the taxable gifts are:—Continued The tax shall be:—Continued
Over $100,000 but not over $250,000____ §1 g,%%sbopolus 2249, of excess over
100, L
Over $250,000 but not over $500,000____ $49,2756 0}{))]!15 249% of excess over
Over $500,000 but not over $750,000____ 3169.255, p'lus 2614 % of excess over
$500,000

Over $750,000 but not over $1,000,000__ $174,9(i0, r;lus 27%% of excess over
Over $1,000,000 but not over $1,250,000_ 32%:530(7;%;:1’;‘;101{3 29149 of excess over
Over $1,250,000 but not over $1,500,000. $3!7:400: %lnu.s 31%4% of excess over
Over $1,500,000 but not over $2,000,000. $39£13: 158: pl(l)J:S 33% % of excess over
Over $2,000,000 but not over $2,500,000. $564,900, plus 363{% of excess over
Over $2,500,000 but not over $3,000,000. $7§8:65g:0 1(11;3 3931 9% of excess over
Over £3,000,000 but not over $3,500,000. $947,400, p%)us 429, of exeess over

Over $3,500,000 but not over $4,000,000. $1,157,400, plus 44%% of excess

over $3,500,000.

Over $4,000,000 but not over $5,000,000. $1,378,650, plus 47%% of excess

over $4,000,000.

Over $5,000,000 but not over $6,000,000. $1,851,150, plus 50%9% of excess

over $5,000,000.

Over $6,000,000 but not over $7,000,000. $2,353,660, plus 52%% of excess

over $6,000,000.

Over $7,000,000 but not over $8,000,000- $2,878,650, pius b54%% of excess

over $7,000,000.

Over $8,000,000 but not over $10,000,000- 53,;8286 lobgbglus 57 % of excess over

Over $10,000,000- - - - - oo $4,566,150, g(ljus 57%% of excess

over $10,000,000.

(b) CaLeNDAR YEAR—The term “calendar year” includes only the
calendar year 1932 and succeeding calendar years, and, in the case
of the calendar year 1932, includes only the portion of such year after
June 6, 1932. L

(c) PrecepiNGg CaLeNDAR YEArs.—The term “preceding calendar

ears’’ means the calendar year 1932 and all calendar years intervening
etween the calendar year 1932 and the calendar year for which the
tax is being computed. ) 1

(d) Tax To Be Pamp By Doxor.—The tax imposed by section 2501
shall be paid by the donor.
SEC. 2503. TAXABLE GIFTS,

(a) GenerAL DerinrrioN.—The term “‘taxable gifts” means the
total amount of gifts made during the calendar year, less the deduc-
tions provided in subchapter C (sec. 2521 and following). (

(b) ExcrLusions From Girrs.—In the case of gifts (other than gifts
of future interests in property) made to any person by the donor
during the calendar year 1955 and subsequent calendar years, the
first $3,000 of such gifts to such person shall not, for purposes of
subsection (a), be included in the total amount of gifts made during
such year. Where there has been a transfer to any person of a present
interest in property, the possibility that such interest may be dimin-
ished by the exercise of a power shall be disregarded i applying
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this subsection, if no part of such interest will at any time pass to
any other person.

(¢) TransFER ¥For THE BENEFIT oF Minor.—No part of a gift to
an individual who has not attained the age of 21 years on the date
of such transfer shall be considered a gift of a future interest in
property for purposes of subsection (b) if the property and the income
therefrom—

(1) may be expended by, or for the benefit of, the donee before
his attaining the age of 21 years, and
(2) will to the extent not so expended—
(A) pass to the donee on his attaining the age of 21 years, and
(B) in the event the donee dies before attaining the age of 21
years, be payable to the estate of the donee or as he may appoint
under a general power of appointment as defined in section
2514 (c). ;
SEC. 2504. TAXABLE GIFTS FOR PRECEDING YEARS.

(a) In GEneRAL—In computing taxable gifts for the calendar year
1954 and preceding calendar years for the purpose of computing the
tax for the calendar year 1955 or any calendar year thereafter, there
shall be treated as gifts such transfers as were considered to be gifts
under the gift tax laws applicable to the years in which the transfers
were made and there s}m]f be allowed such deductions as were pro-
vided for under such laws, except that specific exemption in the
amount, if any, allowable under section 2521 shall be applied in all
computations in respect of the calendar year 1954 and previous
calendar years for the purpose of computing the tax for the calendar
year 1955 or any calendar year thereafter,

(b) Excrusions From Grrrs ror PreEcEDING YEARS.—In the case
of gifts made to any person by the donor during the calendar year
1954 and preceding ca}i'endar years, the amount excluded, if any, by
the provisions of gift tax laws applicable to the years in which the
gifts were made shall not, for purposes of subsection (a), be included
m the total amount of the gifts made during such year,

(e¢) VaLvaTion oF CUErTAIN Girrs rForR PrEcEDING CALENDAR
Yrars.—If the time has expired within which a tax may be assessed
under this chapter or under corresponding provisions of prior laws,
on the transfer of property by gift made during a preceding calendar
year, as defined in section 2502 (¢), and if a tax under this chapter or
under corresponding provisions of prior laws has been assessed or
paid for such preceding calendar year, the value of such gift made in
such preceding calendar year shall, for purposes of computing the
tax under this chapter for the calendar year 1955 and subsequent
calendar years, be the value of such gift which was used in computing
the tax for the last preceding calendar year, for which a tax under
this chapter or under corresponding provisions of prior laws was
assessed or paid.

(d) Ner Girrs.—For years before the calendar year 1955, the
term ‘“net gifts’” as used in corresponding provisions of prior laws
shall be read as “taxable gifts”’ for purposes of this chapter.

§ 2504(d)



406 INTERNAL REVENUE CODE OF 1954

Subchapter B—Transfers

See. 2511. Transfers in general.

BSec. 2512, Valuation of gifts.

See. 2513. Gift by husband or wife to third party
Sec. 2514, Powers of appointment.

See. 2515. Tenancies by the entirety.

See. 2516. Certain property settlements.

SEC. 2511. TRANSFERS IN GENERAL.

(a) ScorE.—Subject to the limitations contained in this chapter,
the tax imposed by section 2501 shall apply whether the transfer is
in trust or otherwise, whether the gift is direct or indirect, and whether
the property is real or personal, tangible or intangible; but in the case
of a nonresident not a citizen of the United States, shall apply to a
transfer only if the property is situated within the United States.

(b) Srock v CorroraTioN,—Shares of stock owned and held by
a nonresident not a citizen of the United States shall be deemed
property within the United States only if issued by a domestic corpo-
ration.

SEC. 2512, VALUATION OF GIFTS.

(a) If the gift is made in property, the value thereof at the date of
the gift shall be considered the amount of the gift.

g) Where property is transferred for less than an adequate and full
consideration in money or money’s worth, then the amount bg which
the value of the property exceeded the value of the consideration
shall be deemed a gift, and shall be included in computing the amount
of gifts made during the calendar year.

SEC. 2513. GIFT BY HUSBAND OR WIFE TO THIRD PARTY.

(a) ConsipeErep As Mape One-Harr By Eacn—

(1) In generan.—A gift made by one spouse to any person other
than his spouse shall, for the purposes of this chapter, be considered
as made one-half by him and one-half by his spouse, but only if at
the time of the gift each spouse is a citizen or resident of the United
States. This paragraph &all not apply with respect to a gift by a
spouse of an interest in pro;erty if he creates in his spouse a general
power of appointment, as defined in section 2514 (¢), over such in-
terest. For purposes of this section, an individual shall be con-
sidered as the spouse of another individual only if he is married to
such individual at the time of the gift and does not remarry during
the remainder of the calendar year.

(2) ConsENT OF BoTH spousEs.—Paragraph (1) shall apply only
if both spouses have signified (under the regulations proviged for in
subsection (b)) their consent to the application of paragraph (1) in
the case of all such gifts made during the calendar year by either
while married to the other.

(b) Maxner anp TiMe or SieNirviNg CoNsENT.—

(1) ManNNER.—A consent under this section shall be signified in
such manner as is provided under regulations preseribed by the
Secretary or his delegate.
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(2) Tmme.—Such consent may be so signified at any time after
the close of the calendar year in which the gift was made, subject
to the following limitations—

(A) the consent may not be signified after the 15th day of

April following the close of such year, unless before such 15th

day no return has been filed for such year by either spouse, in

which case the consent may not be signified after a return for
such year is filed by either spouse;

(B) the consent may not be signified after a notice of deficiency
with respect to the tax for such year has been sent to either spouse

in accordance with section 6212 (a).

() Rmvocarion or CongeNT.—Revocation of a consent previously
signified shall be made in such manner as is provided under regula-
tions prescribed by the Secre?l%y or his delegate, but the right to
revoke a consent previously signified with respect to a calendar year—

(1) shall not exist after the 15th day of April following the close
of guch year if the consent was signified on or before such 15th day;
an

(2) shall not exist if the consent was not signified until after such
15th day.

(d) JoinT AnND SeEveErAL LiaBiurry For Tax.—If the consent re-
quired by subsection (a) (2) is signified with respect to a gift made
in any calendar year, the liability with respect to the entire tax
imposed by this chapter of each spouse for such year shall be joint
and several.

SEC. 2514. POWERS OF APPOINTMENT.

(a) Powrrs CrpaTep oN or Brrore OcroBir 21, 1942.—An
exercise of a general power of appointment created on or before
October 21, 1942, shall be deemed a transfer of property by the in-
dividual possessing such power; but the failure to exercise such a
power or the complete release of such a power shall not be deemed an
exercise thereof. If a general power of appointment created on or
before October 21, 1942, has been partially released so that it is no
longer a general power of appointment, t{e subsequent exercise of
such power shall not be deemed to be the exercise of a general power
of appointment if—

(1) such partial release occurred before November 1, 1951, or

(2) the donee of such power was under a legal disability to release
such power on October 21, 1942, and such partial release occurred
n‘git]i later than six months after the termination of such legal dis-
ability.

(b) Powers CrEATED AFTER OcTOBER 21, 1942.—The exercise or
release of a general power of appointment created after October 21,
1942, shall be deemed a transfer of property by the individual possessing
such power. A disclaimer or renunciation of such a power of appoint-
ment shall not be deemed a release of such power.

(¢) Derinirion or GeneraL Power or AppoinTMeENT.—For pur-
poses of this section, the term “general power of appointment’ means
a power which is exercisable in favor of the individual possessing the

wer (hereafter in this subsection referred to as the ‘“‘possessor’),

is estate, his ereditors, or the creditors of his estate; except that—
(1) A power to consume, invade, or appropriate property for
the benefit of the possessor which is limited by an ascertainable
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standard relating to the health, edueation, support, or mainte-

nance of the possessor shall not be deemed a general power of

appointment.

(2) A power of appointment created on or before October 21,
1942, which is exercisable by the possessor only in conjunction
with another person shall not be deemed a general power of
appointment. :

(3) In the case of a power of appointment created after October
21, 1942, which is exercisable by the possessor only in conjunction
with another person—

(A) if the power is not exercisable by the possessor except in
conjunction with the creator of the power—such power shall
not be deemed a general power of appointment;

(B) if the power is not exercisable by the possessor except in
conjunction with a person having a substantial interest, in the
property subject to the power, which is adverse to exercise of
the power in favor of the possessor—such power shall not be
deemed a general power of appointment. For the purposes of
this subparagraph a person who, after the death of the possessor,
may be possessed of a power of appointment S;vit.h respect to the
property subject to the possessor’s power) which he may exer-
cise in his own favor shall be deemed as having an interest in
the property and such interest shall be deemed adverse to such
exercise of the possessor’s power;

(C) if (after the application of subparagraphs (A) and (B)% the
power is a general power of appointment and 1s exercisable in
favor of such other person_sucﬁ power shall be deemed a general
power of appointment only in respect of a fractional part of the
property subject to such power, such part to be determined b
dividing the value of such property by the number of suc
persons _(including the possessor) in fayvor of whom such power
18 exercisable.

For purposes of subparagraphs (B) and (C), a power shall be

deemed to be exercisable 1n favor of a person if it is exercisable in

favor of such person, his estate, his creditors, or the creditors of
his estate.

(d) Crearion or ANorHER PowER IN CeErRTAIN CasEs.—If a power
of appointment created after October 21, 1942, is exercised by cre-
Mi];f another power of appointment which, under the applicable
local law, can be validly exercised so as to postpone the vesting of any
estate or interest in the property which was sugje.ct to the first power,
or suspend the absolute ownership or power of alienation of such
property, for a period ascertainable without regard to the date of
the creation of the first power, such exercise of the first power shall,
to the extent of the property subject to the second power, be deemed
a transfer of property by the individual possessing such power.

(e) Larse orF li’ovir]m.—The lapse of a power of appointment cre-
ated after October 21, 1942, during the life of the individual pos-
sessing the power shall be considered a release of such power. The
rule of the preceding sentence shall apply with respect to the lapse
of powers during any calendar year only to the extent that the prop-
erty which could have been appointed by exercise of such lapsed
powers exceeds in value the greater of the following amounts:
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(1) $5,000, or

(2) 5 percent of the ageregate value of the assets out of which,
or the proceeds of which, the exercise of the lapsed powers could
be satisfied.

(f) Dare or CreEaTioN oF Power.—For purposes of this section
a power of appointment created by a will executed on or before
October 21, 1942, shall be considered a power ereated on or before
such date if the person executing such will dies before July 1, 1949,
without having republished such will, by codicil or otherwise, after
October 21, 1942.

SEC. 2515. TENANCIES BY THE ENTIRETY.

(a) CreaTion.—The creation of a tenancy by the entirety in real
property, either by one spouse alone or by both spouses, and additions
to the value thereof in the form of improvements, reductions in the
mdebtedness thereon, or otherwise, shall not be deemed transfers of
property for purposes of this chapter, regardless of the proportion
of the consideration furnished by each spouse, unless the donor
elects to have such creation of a tenaney by the entirety treated as a
transfer, as provided in subsection (c). ’

(b) TerMiNaTION.—In the case of the termination of a tenancy
by the entirety, other than by reason of the death of a spouse,
the ereation of which, or additions to which, were not deemed to be
transfers by reason of subsection (a), a spouse shall be deemed to
have made a gift to the extent that the proportion of the total con-
sideration furnished by such spouse multiplied by the proceeds of such
termination (whether in form of cash, property, or interests in prop-
ert{) exceeds the value of such proceeds of termination received by
such spouse.

(¢) Exurcise oF Erpcrion.—The election provided by subsection
(a) shall be exercised by including such creation of a tenancy by the
entirety or additions made to the value thereof as a transfer by gift,
to the extent such transfer constitutes a gift, determined without
regard to this section, in the gift tax return of the donor for the
calendar year in which such tenancy by the entirety was created or
additions made to the value thereof, filed within the time preseribed
by law, irrespective of whether or not the gift exceeds the exclusion
provided by section 2503 (b). -

(d) Cerrain Joint TeEnancies Incnupep.—For purposes of this
section, the term ““tenancy by the entirety’ includes a joint tenancy
between husband and wife with right of survivership.

SEC. 2516. CERTAIN PROPERTY SETTLEMENTS.

Where husband and wife enter into a written agreement relative
to their marital and property rights and divorce occurs within 2 years
thereafter (whether or not such agreement is approved by the divorce
decree), any transfers of property or interests in property made pur-
suant to such agreement—

. g(ﬁ) to either spouse in settlement of his or her marital or property
" rights, or
(2) to provide a reasonable allowance for the support of issue of

the marriage during minority, P
shall be deemed to be transfers made for a full and adequate considera-
tion in money or money’s worth.

§ 2516
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Subchapter C—Deductions

Sec. 2521. Specific exemption.

Sec. 2522. Charitable and similar gifts.
Sec. 2523, Gift to spouse.

See. 2524. Extent of deductions.

SEC. 2521. SPECIFIC EXEMPTION.

In computing taxable gifts for the calendar year, there shall be
allowed a deduction in the case of a citizen or resident an exemption
of $30,000, less the aggregate of the amounts claimed and allowed as
specific exemption in the computation of gift taxes for the calendar
year 1932 and all calendar years intervening between that calendar
year and the calendar year for which the tax is being computed under
the laws applicable to such years,

SEC, 2522, CHARITABLE AND SIMILAR GIFTS.

(a) Crrizens or ResipeEnts.—In computing taxable gifts for the
calendar year, there shall be allowed as a deduction in the case of a citi-
zen or resident the amount of all gifts made during such year to or for
the use of—

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

(2) a corporation, or trust, or community chest, fund, or founda-
tion, organized and operated exelusively for religious, charitable,
scientific, literary, or educational purposes, including the encourage-
ment of art and 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, and no substantial part of the
activities of which is carrying on propaganda, or otherwise attempt-
ing, to influence legislation;

(3) a fraternal society, order, or association, operating under the
lodge system, but only if such gifts are to be used exclusively for
religious, charitable, scientifie, literary, or educational purposes,
ineluding the encouragement of art and the prevention of cruelty
to children or animals;

(4) posts or organizations of war veterans, or auxiliary units or
societies of any such posts or organizations, if such posts, organiza-
tions, units, or societies are organized in the United States or any
of its possessions, and if no part of their net earnings inures to the
benefit of any private shareholder or individual.

(b) NonresipENTs.—In the case of a nonresident not a citizen of -
the United States, there shall be allowed as a deduction the amount
of all gifts made during such year to or for the use of—

(1) the United States, any State, Territory, or any political
subdivision thereof, or the District of Columbia, for exclusively
public purposes;

(2) a domestic corporation organized and operated exclusively
for religious, charitable, scientific, literary, or educational purposes,
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including the encouragement of art and 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, and no sub-
stantial part of the activities of which is carrying on propaganda, or
otherwise attempting, to influence legislation;

(3) a trust, or community chest, fund, or foundation, organized
and operated exclusively for religious, charitable, scientific, literary,
or educational purposes, including the encouragement of art and
the prevention of cruelty to children or animals, no substantial part
of the activities of which is carrying on propaganda, or otherwise
attempting, to influence legislation; but only if such gifts are to be
used within the United States exclusively for such purposes;

(4) a fraternal society, order, or association, operating under the
lodge system, but only if such gifts are to be used within the United
States exclusively for religious, charitable, scientific, literary, or
educational purposes, including the encouragement of art and the
prevention of eruelty to children or animals;

(5) posts or organizations of war veterans, or auxiliary units or
societies of any such posts or organizations if such posts, organiza-
tions, units, or societies are organized in the United States or any
of its possessions, and if no part of their net earnings inures to the
benefit of any private shareholder or individual.

(¢) DisaLLowance or Depvcrions IN CerraiN CAsEs.—

For disallowance of certain charitable, etc., deductions otherwise
allowable under this section, see sections 504 and 681.

(d) OraER Cross REFERENCES.—

(1) For exemption of gifis to or for benefit of Library of Congress,
%eessegtiilusll? of the Act of March 3, 1925, as amended (56 Stat. 765; 2

(2) For construction of gifts for benefit of library of Post Office De-
partment as gifts to or for the use of the United States, see section 2
of the Act of August 8, 1946 (60 Stat. 924; 5 U. S, C. 393).

(3) For exemﬁﬁon of gifts for benefit of Office of Naval Records and
Library, Navy Department, see section 2 of the Act of March 4, 1937
(50 Stat. 25; 5 U. S, C. 419b).

(4) For exemption of gifts to or for benefit of National Park Service,
see section 5 of the Act of July 10, 1935 (49 Stat. 478; 16 U, S. C. 19¢).

(5) For consiruction of gifts accepted by the Secretary of State under
the Foreign Service Act of 1946 as gifts to or for the use of the United
States, see section 1021 (e) of that Act (60 Stat. 1032; 22 U. S. C. 809).

(6) For construction of gifts or bequests of money accepted by the
Attorney General for credit to “*“Commissary Funds, Federal Prisons’’
as %‘ﬂs or bequests to or for the use of the United States, see section 2
of the Act of May 15, 1952, 66 Stat. 73, as amended by the Act of July 9,
1952, 66 Stat. 479 (31 U, 8. C. 725s-4).

(7) For payment of tax on gifts of United States obligations fo the
United States, see section 24 of the Second Liberty Bond Act, as
amended (59 Stat. 48, § 4; 31 U. S, C. 757e).

(8) For construction of gifts for benefit of or use in connection with
Naval Academy as gifts to or for the use of the United States, see sec-
tion 3 of the Act of March 31, 1944 (58 Stat. 135; 34 U. 8. C. 1115b).

(9) For exemption of gifis for benefit of Naval Academy Museum, see
section 4 of the Act of March 26, 1938 (52 Stat. 119; 34 U. S. C. 1119).

(10) For exemption of gifis received by National Archives Trust
Fund Board, see section 7 of the National Archives Trust Fund Board
Aet (55 Stat. 582; 44 U. S. C. 300gg).

§ 2522(d) (10)



412 INTERNAL REVENUE CODE OF 1954

SEC. 2523. GIFT TO SPOUSE.

(a) In GeneEraL.—Where a donor who is a citizen or resident trans-
fers during the calendar year by gift an interest in property to a donee
who at the time of the gift is the donor’s spouse, there shall be allowed
as a deduction in computing taxable gifts for the calendar year an
amount with respect to such interest equal to one-half of its value.

(b) Lire Esrate or OraeEr TeErMiNABLE INTEREST.—Where, on
the lapse of time, on the occurrence of an event or contingency, or
on the failure of an event or contingency to occur, such interest
transferred to the spouse will terminate or fail, no deduction shall be
allowed with respect to such interest—

(1) if the donor retains in himself, or transfers or has transferred

(for less than an adequate and full consideration in money or

money's worth) to any person other than such donee spouse (or

the estate of such spouse), an interest in such property, and if by
reason of such retention or transfer the donor (or his heirs or
assigns) or such fper:sn:m (or his heirs or assigns) may possess or
enjoy any part of such property after such termination or failure
of the interest transferred to the donee spouse; or
(2) if the donor immediately after the transfer to the donee
spouse has a power to appoint an interest in such property which
he can exercise (either alone or in conjunction with any person) in
such manner that the appointee may possess or enjoy any part of
such property after such termination or failure of the interest
transferred to the donee spouse. For purposes of this paragraph,
the donor shall be considered as having immediately after the trans-
fer to the donee spouse such power to appoint even though such
power cannot be exercised until after the lapse of time, upon the
occurrence of an event or contingency, or on the failure of an event
or contingency to oceur.
An exercise or release at any time by the donor, either alone or in
conjunction with any person, of a power to appoint an interest in
property, even though not otherwise a transfer, shall, for purposes
of paragraph (1), be considered as a transfer by him. Except as pro-
vided in subsection (e), where at the time of the transfer it is impos-
sible to ascertain the particular person or persons who may receive
from the donor an interest in property so transferred by him, such
interest shall, for purposes of paragraph (1), be considered as trans-
ferred to a person other than the donee spouse.

(¢) InTEREST IN UnipENTIFIED Assprs.—Where the assets out of
which, or the proceeds of which, the interest transferred to the donee
spouse may be satisfied include a particular asset or assets with respect
to which no deduction would be allowed if such asset or assets were
transferred from the donor to such spouse, then the value of the interest
transferred to such spouse shall, for purposes of subsection (a), be
reduced by the aggregate value of such particular assets.

(d) Joint INTERESTS.—If the interest is transferred to the donee
spouse as sole joint tenant with the donor or as tenant by the entirety,
the interest of the donor in the property which exists solely by reason
of the possibility that the donor may survive the donee spouse, or
that there may occur a severance of the tenancy, shall not be con-
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sidered for purposes of subsection (b) as an interest retained by the
donor in himself.

(e) Lire Esrare Wita Power orF AppoiNnTMENT IN DoNEE
Spouse.—Where the donor transfers an interest in property, if by such
transfer his spouse is entitled for life to all of the income from the
entire interest, or all the income from a specific portion thereof,
payable annually or at more frequent intervals, with power in the
donee spouse to appoint the entire interest, or such specific portion
(exercisable in favor of such donee spouse, or of the estate of such
donee spouse, or in favor of either, whether or not in each case the
power is exercisable in favor of others), and with no power in any
other person to apﬁoint. any part of such interest, or such portion, to
any person other than the donee spouse—

(1) the interest, or such portion, so transferred shall, for purposes
of gubeection (a) be considered as transferred to the donee spouse,
an

(2)- no part of the interest, or such portion, so transferred shall,
for purposes of subsection (b) (1), be considered as retained in
the donor or transferred to any person other than the donee spouse.

This subsection shall apply only if, by such transfer, such power in
the donee spouse to appoint the interest, or such portion, whether
exercisable by will or during life, is exercisable by such spouse alone
and in all events.

(f) CommuniTY PROPERTY.—

(1) A deduction otherwise allowable under this section shall
be allowed only to the extent that the transfer can be shown to
regresant a gift of property which is not, at the time of the gift,
held as community property under the law of any State, Territory,
or possession of the United States, or of any foreign country.

(2) For purposes of paragraph (1), community property (except
property which is considered as community property solely by
reason of paragraph (3)) shall not be considered as “held as com-
munity property’’ if the entire value of such property (and not
merely one-half thereof) is treated as the amount of the gift.

(3) If during the calendar year 1942 or in succeeding calendar
years, property held as such community property (unless con-
sidered by reason of paragraph (2) as not so held) was by the donor
and the donee spouse converted, by one transaction or a series of
transactions, into separate property of the donor and such spouse
(including any form of coownership by them), the separate property
so acquired by the donor and any property acquired at any time
by the donor in exchange therefor (by one exchange or a series of
exchanges) shall, for purposes of paragraph (1), be considered as
“held as community property.”’

(4) Where the value (at the time of such conversion) of the
separate property so acquired by the donor exceeded the value (at
such time) of the separate property so acquired by such spouse,
paragraph (3) shall apply only with respect to the same portion of
such separate property of the donor as the portion which the value

§ 2523(f) (4)
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(as of such time) of such separate property so acquired by such
spouse is of the value (as of such time) of the separate property
so acquired by the donor.
SEC. 2524. EXTENT OF DEDUCTIONS.
The deductions provided in sections 2522 and 2523 shall be allowed
only to the extent that the gifts therein specified are included in the
amount of gifts against which such deductions are applied.

§ 2523(f)(4)
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