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AN ACT to provide revenue, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States of America in Congress assembled, That (a) Short
Title.—This Act, divided into titles and sections according to the following Table of Contents, may be cited as the "Revenue Act of 1942":
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Sale and use of toilet preparations by beauty parlors, etc.
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(b) Act Amendatory or Internal Revenue Code—Ex¬
cept as otherwise expressly provided, wherever in this
Act an amendment is expressed in terms of an amend¬
ment to a chapter, subchapter, title, supplement, section,
subsection, subdivision, paragraph, subparagraph, or
clause, the reference shall be considered to be made to a

provision of the Internal Revenue Code.
(c) Meaning of Terms Used—Except as otherwise ex¬

pressly provided, terms used in this Act shall have the
same meaning as when used in the Internal Revenue
Code.

TITLE I—INDIVIDUAL AND CORPORATION
INCOME TAXES

PART I—AMENDMENTS TO CHAPTER 1

SEC. 101. Taxable Years To Which Amendments Appli¬
cable

Except as otherwise expressly provided, the amend¬
ments made by this title shall be applicable only with
respect to taxable years beginning after December 31,
1941. - • •

Sec. 601.
Sec. 602.

Sec. 603.

Sec. 604.

Sec. 605.

Sec. 606.

Sec. 607.

Sec. 608.
Sec. 609.
Sec. 610.

Sec. 611.

Sec. 612.

Sec. 613.

Sec. 614.

Sec. 615.
Sec. 616.

Sec. 617.

Sec. 618.

Sec. 619.

Sec. 620.
Sec. 621.

Sec. 622.
Sec. 623.

SEC. 102. Normal Tax on Individuals

Section 11 is amended to read as follows: ' 7

"SEC. 11. Normal Tax on Individuals 7

"There shall be levied, collected, and paid for each
taxable year upon the net income of every individual
a normal tax of 6 per centum of the amount of the net
income in excess of the credits against net income pro¬
vided in section 25. (For alternative tax, if gross in¬
come from certain sources is $3,000 or less, see section
4oo).": ':;;7/77'77v:7 v:\v;7 77-7'7 v;:
SEC. 103. Surtax on Individuals

Section 12 (b) is amended to read as follows:
"(b) Rates of Surtax—There shall be levied, col¬

lected, and paid for each taxable year upon the surtax
net income of every individual the surtax shown in the
following table: , 7;;.7 77'.7 Vv.;;--7'7
"If the surtax net income is: The surtax shall be:

Not over $2,000 ——

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

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

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

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

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

13% of the surtax net income.
$260, plus 16% of excess over

$2,000. 7
$580, plus 20% of excess over

$4,000. v

$980, plus 24% of excess over

$6,000.
. : 7,7.7. 7'77.'

$1,460, plus 28% of excess over

$8,000.' 77'77777. 7:7'
$2,020, plus 32% of excess over

$10,000.
Over $12,000 but not over $14,000- $2,660, plus 36% of excess over

$12,000.
Over $14,000 but not over $16,000- $3,380, plus 40% of excess over

$14,000. •

Over $16,000 but not over $18,000- $4,180, plus 43% of excess over

77 • $16,000.
Over $18,000 but not over $20,000- $5,040, plus 46% of excess over

$18,000. >77 ■'7-:',77i7 77
Over $20,000 but not over $22,000- $5,960, plus 49% of excess over
77- 7'7 7.. 777-'vl'r '7 7" -77." $20,000. .:7'77- -"" :7:"
Over $22,000 but not over $26,000_ $6,940, plus 52% of excess over

$22,000. ,'' ■;•. .. • ■ '■•
Over $26,000 but not over $32,000- $9,020, plus 55% of excess over

, $26,000.» ' 7; 7- ' •

Over $32,000 but not over $38,000- $12,320, plus 58% of excess over
7 7'..'".v; $32,000. ,7 ; 7"

Over $38,000 but not over $44,000. $15,800, plus 61% of excess over

/7:'77,"7"'.'7.7;'777 ::%//: $38,000. ://■/■/;, '1 ■„7;;7
Over $44,000 but not over $50,000. $19,460, plus 63% of excess over

"'77';"v7.:777:7^;:;, 7'';'r7''':77:; 7'7:77: ;7'.: $44,000. :.:<y :;'-.7'i
Over $50,000 but not over $60,000. $23,240, plus 66.% of excess over

■', $50,000. . . ' ;7
Over $60,000 but not over $70,000. $29,840, plus 69% of excess over

. ••.' 77.. - ' ' . '■ ■ $60,000. - 7 .

Over $70,000 but not over $80,000. $36,740, plus 72% of excess over

. . 7- 7 '■ $70,000.
Over $80,000 but not over $90,000. $43,940, plus 75% of. excess over

77' ''/"■/' .7'''7 ,■ . 7-7';' -■>. . $80,000. 7.7 ' 7:-77;
Over $90,000 but not over $100,000. $51,440, plus 77% of excess over

7.;7■•77'7':77::.:7:;77'77":77:;■■'«'77 >;-•:. $90,000. * '• r • -/v/i
Over $100,000 but not over $150,000- $59,140, plus 79% of excess over

■

7;'.; >7'. 7777;: • •■■■ .'77-.v ' ' $100,000. . . ./'?'
Over $150,000 but not over $200,000. $98,640, plus 81% of excess over
77'7 .7 V'7 $150,000. . .. ; M ,/ 7
Over $200,000 ; 4 —.$139,140, plus-82% of excess over

7 777 7' ■; ' $200,000." - 4 ■

SEC. 104. Optional Tax on Individuals with Gross In¬
come from Certain Sources of $3,000 or Less

(a) Optional Tax Rates—Section 400 (relating to op¬
tional tax) is amended to read as follows:

"SEC. 400. Imposition of Tax

"In lieu of the tax imposed under sections 11 and 12,
an individual who makes his return on the cash basis
may elect, for each taxable year, to pay the tax shown
in the following table if his gross income for such tax¬
able year is $3,000 or less and consists wholly of one or
more of the following: Salary, wages, compensation for
personal services, dividends, interest, or annuities: '

The tax shall be—
'

.

(i) Married person
whose spouse has

If the gross
income is But not

over— over—

1,800-..
1,825...
1,850—
1,875
1,900___.
1,925—
1,950
1.975
2,000
2,025—
2,050—
2,075—
2,100—
2,125—

7 2,150_.
7 2,173..

2,200...
2,225—
2,250—
2,275—
2,300—
2,325—
2,350—
2,375—

7 2,400—
7; 2,425—

2,450—
! 2,475—

2,500—
2,525
2,550
2,575-..
2,600—
2,625.
2,650—

7 2,675—
2,700
2,725..;

7 2,750—
'

2,775—
2,800—
2,825—
2,850...
2,875—
2,900...
2,925—
2,950...
2,975—

... 1,825
1,850

... 1,875
1,900

— 1,925
... 1,950

1,975
... 2,000

2,025
... 2,050
—2,075

2,100
—. 2,125
-1. 2,150

.2,175
2,200
2,225
2,250
2,275
2,300
2,325
2,350
2,375
2,400
2,425
2,450
2,475
2,500
2,525
2,550
2,575
2,600
2,625
2,650

— 2,675
2,700
2,725
2,750
2,775
2,800
2,825
2,850
2,875
2,900
2,925
2,950
2,975
3,000

Single person
(not head
of a family)

218

223

227

231

,'236
240 /"
244

249

253

257

262 : :

266

270
V-".' ,275 j

\ ■ 279 ,
,

283 ■

'

. 288

292

296

301 ; , /
305
309

314

318

v<:'v 322
'

327

331
■ 335

340

344

348

353

357 ,

361

; 366 V

371 ■ •

376 *:>'
381

386 :a',
391 '"

= V 390
401

: 406

411 '

416

421 „

426

431

-The tax shall be—

(1) Married person
whose spouse has

Married no gross income
person or (2) Married

making person making
separate joint return or (3)
return Head of family

199 85
204 90 .

208
, 94

212 ■ 98
■,'<',217 103

221 107 • .

225 111
230 116
234 120
238 124
243 129
247 133
251 137

Zr--. 256 . : 142
260 . 146
264 150 , ■■

269 155 '
273 159
277 163
282 .> 168
286 . 172 ' ■«<■;
290 176
295 181
299 ■■■•■' ;'V,185■"

: 303 <:■;/■■■' 189 ,v.-
308' •■' 194 'v.'

■ '■ 312 ■ '.r; 198 '"' .'
.316 202

321 207 .

325 211
329 215
334 220

'

338 224
342 '. 228 ,

347 233 ■

351 237
355 241
359 245
364 250 ■

369 254 > ,

374 258
379 263
384 267
389 271 '.-i
394 276
399 280
404 284

V 409 289 . ■::

Married /no gross income
person or (2) Married

If the gross Single person making person making
income is But not (not head separate joint return or (3)

'■:H over— over— of a family) return Head of family
$0— $525 $0 $0 $0

525 550 yy;0'. l . '• 0 />/0
550 : 575 4 0 • .0 :■'/
575 ' 600 7;:^;' 0 :

, 0
600 625 11 ; ;4 <0 ' . ; /■': 0
625 650 15 < J.0 - :;-r ,.0/.../ -

650 .«-»'■ 675 20 3. ■."<; 0
675 700 : 24"!' :■<

■' '

V 6 ,/< .0 'I/:::/:.'
700 725 9

. ..

0
725_— ' .750 14/' :
750 * W ' 775 ;

37 18 v
775 800

. 41. :» v 22 .0
800 : 825 46 ... • . 27 0 - ,

825 850 50 " • V / - 31 ,'y: r% 0
850 875 54 35 0
875 900 59 '40 ;

'

0
900 925 63 44 . 0 - '//
925 950 67 48 v.. ■'

. 0 . ;
950 975 71A ' :V 52 '""vr:"'.0'v
975 1,000

!

;<v'v:<-'■■•<■:■. 76 57'*':%. 0
1,000 1,025 • 80 ;■ '■•>, •" 61 - 0
1,025 1,050 84 -.;•<< 65'. 0
1,050 1,075 89 70 ■ 0
1,075 1,100 93 •' 74 > 0 ' • !
1,100 1,125 97 78

'

:: 0 '"•■ ' ;
1,125— 1,150 102

. • • 83 .; ■■ .."■'.0
1,150- — 1,175 106 ' ' / .v 87 0 '
1,175—— 1,200 110 < •: '/"■ 91 ...0 .t

1,200 1,225
'

115 96 • ' i-:v.0
1,225— 1,250 119 :' .' 100 ' 0 '• '.J ;
1,250— 1,275 123 < • 104 0 ' V
1,275 - 1,300 128 ■"

"

■ 109' •
■ 1 ' ■':'■■■

1,300 1,325 132
. ' 113 4 • ■ ■

1,325 1,350 136 •: 117 ■.;■."•■ '/ 7
1,350—I-.- 1,375 -

141 ' 122
. ' 10 '

1,375 ... 1,400 145 • ^
■ 126 14

1,400— 1,425 149 130 17 • ■

1,425 1,450 154. . 135 . '; 21
1,450—... 1,475 158 . 139 . : 25
1,475 1,500 162 •'* 143 ' ' ■. ;•■' . 29
1,500— 1,525 167 "

148 v.34 • • /
1,525 1,550 171 152 38
1,550 1,575 - 175'; , 156 42
1,575 1,600 180

. 161 . , 47
1,600 1,625 .184/ 165. .51
1,625. «•«* 1,650 188 169 55
1,650 1,075 193 174 60
1,675 ... 1,700 . 197: 178 - 64•..

, > v

1,700 ... 1,725 201 . .182 ... 68
1,725 1,750 206 187./ f

-1' '

73
1,750 .... 1,775 "210' v '"191* ..

*

77 * '' -

1,775 1,800 214 195 ' 81

In applying the above schedule to determine the tax of
a. taxpayer with one or more dependents there shall be
subtracted from his gross income $385 for each such
dependent." ' - V

... (b) Rules for Application of Section 400—Section 401
is amended to read as follows:

"SEC. 401. Rules for Application of Section 400
"For the purposes of this supplement—

. ' "(a) Definitions— '..r,

"(1) 'Married person' means a married person liv-
: v' ing with husband or wife on July 1 of the taxable

year. ;%;■ :."V
;'/ "(2) 'Dependent' means a person (other than hus-
C band or wife) dependent upon and receiving his

chief support from the taxpayer on July 1 of the
taxable year if on such date such dependent person
is under eighteen years of age, or is incapable of
self-support because mentally or physically defec¬
tive, excluding as a dependent, in the case of a head
of a family, one who would be excluded under sec¬
tion 25 (b) (2) (B). A payment to a wife which is
includible under section 22 (k) or section 171 in

: the gross income of such wife shall not be consid¬
ered a payment by her husband for the support of
any dependent.

"(b) Married and Not Living With Husband or Wife—
An individual not a head of a family and not living with
husband or wife on July 1 of the taxable year shall be
treated as a single person."

(c) Taxpayers Ineligible—Section 404 is amended to
read as follows:

"SEC. 404. Certain Taxpayers Ineligible
"This supplement shall not apply to a nonresident

alien individual, to an estate or trust, to an individual
filing a return- for a period of less than twelve months
or for any. taxable year other than a calendar year, or
to a married individual married and living with husband
or wife at any time during the taxable year whose spouse
files return and computes tax without regard to this

■ supplement." •'■ •< ?•

SEC. 105. Tax on Corporations > / .

(a) Normal Tax—
; ih (1) Definition of normal-tax net income—Section

13 (a) (2) (relating to the definition of corporation
normal-tax net income) is amended to read as fol¬
lows: V '. i

";(2) Normal-tax net income—The term 'normal-
tax net income' means the adjusted net income
minus the credit for income subject to the tax im-

\ posed by Subchapter E of Chapter 2 provided in
section 26 (e) and minus the credit for dividends
received provided in section 26 (b)." ;

(2) Alternative rate—Section 13 (b) (2) (relating
■ : *

to alternative normal-tax rate) is amended to read
as follows: 7 . . .

, .

"(2) Alternative Tax (corporations with normal-
tax net income over $25,000, but not over $50,000)—
A tax of $4,250, plus 31 per centum of the amount
of the normal-tax net income in excess of $25,000."

. , (b) Surtax on Corporations—Section 15 (relating to
surtax on corporations) is amended to read as follows:

"SEC. 15. Surtax on Corporations

"(a) Corporation Surtax Net Income—For the pur¬
poses of this chapter, the term 'corporation surtax net
income' means the net income minus the credit for in¬
come subject to the tax imposed, by Subchapter E of

. Chapter 2 provided in section 26 (e) and minus the credit
for dividends received provided in section 26 (b) (com¬
puted by limiting such credit to 85 per centum of the net
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income reduced by the credit for income subject to the
tax imposed by Subchapter E of Chapter 2 in lieu of 85
per centum of the adjusted net income so reduced), and
minus, in the case of a public utility, the credit for divi¬
dends paid on its preferred stock provided in section
26 (h). For the purposes of this subsection dividends
received on the preferred stock of a public utility shall
be disregarded in computing the credit for dividends
received provided in section 26 (b).

''(b) Imposition of Tax—There shall be levied, col¬
lected, and paid for each taxable year upon the corpo¬
ration surtax net income of every corporation (except
a Western Hemisphere Trade Corporation as defined in
section 109, and except a corporation subject to the tax
imposed by section 231 (a), Supplement G, or Supple¬
ment Q), a surtax as follows:

"(1) Surtax net incomes not over $25,000—Upon
corporation surtax net incomes not over $25,000,
10 per centum of the amount thereof.- .

"(2) Surtax net incomes over $25,000 but not
over $50,000—Upon corporation surtax net incomes
over $25,000, but not over $50,000, $2,500, plus 22
per centum of the amount of the corporation surtax
net income over $25,000.

"(3) Surtax net incomes over $50,000 — Upon
'

corporation surtax net incomes over '"$50,000, 16
v per centum of the corporation surtax net income."

(c) Nondeductibility of Excess-Profits Tax—
(1) Section 23 (c) (1) (B) (relating to taxes not

deductible in computing net income) is amended
to read as follows: ■ :

"(B) war-profits and excess-profits taxes im-
•

posed by Title II of the Revenue Act of 1917,
Title III of the Revenue Act of 1918, Title III of
of the Revenue Act of 1921, section 216 of the
National Industrial Recovery Act, section 702 of
the Revenue Act of 1934; or Subchapter E of
Chapter 2, or by any such provisions as amended
or supplemented;", A » : •

• • (2) Section 23 (c) (2) (relating to special rules
\ for deduction of excess-profits tax)ris repealed..
; (d) Credit for Adjusted Excess-Profits Net"Income—
Section 26 (e) and (f) (cross-references) are amended
to read as follows:

"(e) Income Subject to Excess-Profits Tax—In the
case of any corporation subject to the tax imposed by
Subchapter E of Chapter 2,; an amount equal to' its
adjusted excess-profits net income (as defined in sec¬
tion 710 (b)). In the case of any corporation comput¬
ing such tax under section 721 (relating to abnormal-

t ities in income in the taxable period), section 726 (re¬
lating to corporations completing contracts under the
Merchant Marine Act of 1936), section 731 (relating to
corporations engaged in mining strategic minerals), or
section 736 (b) (relating to corporations with income
from long-term contracts), the credit , shall be the
amount of which the tax imposed by such subchapter
is 90 per centum. For the purpose of the preceding
sentence the term 'tax, imposed by Subchapter E of
Chapter 2' means the tax computed without regard to
the limitation provided in section 710 (a) (1) (B) (the
80 per centum limitation), without regard to the credit
provided in section 729 (c) arrd (d) for foreign taxes
paid, and without regard to the adjustments provided in-
section 734. This subsection shall not apply to any
corporation exempt from such tax under section 725 or
section 727. " • ; - . . - b

"(f) Dividends Paid Credit—For corporation divi¬
dends paid credit, see section 27.

"(g) Consent Dividends Credit—For corporation con¬
sent dividends credit, see section 28."

(e) Technical Amendments Made Necessary by Change
in Base for Corporate Tax— - ,

(1) Credit for dividends received—The first sent¬
ence of section 26 (b) is amended to read as follows:
"85 per centum of the amount received as dividends
from a domestic corporation which is subject to tax-
ation under this chapter, but not in excess of 85 per
centum of the adjusted net income reduced by the
credit for income subject to the tax imposed by
Subchapter E of Chapter 2 provided in subsection

: (e)." ■

(2) Computation of section 102.net. income—Sec-
c tion 102 (d) (1) (relating to the definition of section

■ 102 net income) is amended by inserting at the end
t thereof the following new subparagraph:'.v \>

"(D) Income Subject to Excess-Profits Tax—
The credit for income subject to the tax imposed

V : by Subchapter E of Chapter 2 provided in section-
26 (e>.". >

■ >y£ (3) Computation of.net operating loss deduction—
, Section 122 (relating to net operating loss) is amend¬

ed as follows:- . y y 7 Yr . ■

(A) Subsection (a) is amended to read as fol-
, ' lows:
; "(a) Definition of Net Operating Loss—As used in this
section, the term 'net operating loss' means the excess of
the deductions allowed by this chapter over the gross
income, with the exceptions, additions, and limitations
provided in subsection (d)." •

. *" -(B) Subsection t(c) is amended by striking out
the parenthesis at the end thereof and inserting in
lieu thereof the following: "and without the credit
provided in section 26 (e)".; , ;•

(C) Subsection (d) is amended by striking out
"exceptions and limitations" and inserting in lieu

- thereof "exceptions, additions, and limitations"
[ ^ and by inserting at. the end thereof the following

new paragraph:. :. . > ^ v:/;'; ' •'.'V.; '
[ '".Y "• "(6) There shall be allowed as; a deduction the «•
. -amount of tax imposed by Subchapter E of Chapter

- 2 paid- ori accrued;'withirr^the^faxable-(year^ Subject ^
'

•' " v to the following ^ k- -■
"

- No reductiGnjih such tax' shall be madebyY
* *'. *: f > • reason ^of the credit for- income, war-profits, orv

'■
-. ^excess-profits taxes paid to any foreign country

■
, . or possession of the United States;

"(B) Such fax shall be computed without regard
to the adjustments provided in section 734; and

"(C) Such tax, in the case of a consolidated re¬
turn for excess-profits tax purposes, shall be al-

: located to the members of the affiliated group
under regulations prescribed by the Commis¬
sioner, with the approval of the Secretary."

SEC. 106. Tax on Nonresident Alien Individuals

(a) Tax in General—Section 211 (a) (1) (A) (relating
to tax on nonresident alien individuals not engaged in
trade or business within the United States) is amended
by striking out "27% per centum" and inserting in lieu
thereof "30 per centum". The amendments made by
this subsection shall apply with respect to amounts re¬
ceived after the ninth day after the date of the enact¬
ment of this Act regardless of whether the taxable year
of the recipient begins before January 1, 1942, or after
December 31, 1941.

(b) Aggregate Receipts More'Than $15,400—Section
211 (a) (2) is amended to read as follows:

"(2) Aggregate more than $15,400—The tax im¬
posed by paragraph (1) shall not apply to any in-

. • dividual if the aggregate amount received during the
taxable year from the sources therein specified is
more than $15,400." —

(c) Tax Where Gross Income of More Than $15,400—
; Section 211 (c) (relating to tax on certain nonresident

alien individuals) is amended by striking out "$23,000"
wherever occuring therein and inserting in lieu thereof
"$15,400"; and by striking out "271/2 per centum" and in¬
serting in lieu thereof "30 per centum". In the appli¬
cation of the amendments made by this subsection, the
rate shall" be 27% per centum with respect to the period
ending with the ninth day after the date of the enact¬
ment of this Act and shall be 30 per centum with respect

t to the period after such day. " ' " .

SEC. 107. Tax on Foreign Corporations

; Section 231 (a) (relating to tax on nonresident foreign
corporations) is amended by striking out "27V2 per
centum" and inserting in lieu thereof "30 per centum".
The amendments made by this section shall apply with
respect to amounts received after the ninth day after the
date of the enactment of this Act regardless of whether
the taxable year of the recipient begins before January
1, 1942, or after December 31, 1941. ..

SEC: 108. Withholding of Tax at Source

! (a) Sections 143 (a) and (b) and 144 are amended by
striking out "27% per centum" wherever occuring there¬
in and inserting in lieu thereof "30 per centum".

(b) Limitation on Rate of Withholding in Certain
. Cases—Section 143 (b) is amended by inserting before
the period at the end of the first sentence the following:
": Provided further, That the deduction and withholding
in the case of interest on bonds, mortgages, or deeds of
trust or other similar obligations of a corporation, with¬
in the provisions of subsection (a)(1) of this section were
it not for the fact that the maturity date of such obliga¬
tions has been extended on or after January 1, 1934, and
the liability assumed by the debtor exceeds 271/2 per
centum of the interest, shall not exceed the rate of 27
per centum per annum".

(c) Subsection (a) shall apply only with respect to the
period beginning with the tenth day after the date of
the enactment of this Act.

SEC. 109. Treaty Obligations > , 1 .

; No amendment made by this title shall apply in any
case where its application would be contrary to any

treaty obligation of the United States.

SEC. 110. Transfers of Life Insurance Contracts, Etc.
V < (a) Proceeds Exempt to Transferee—Section 22 (b)

(2) (relating to annuities, etc.) is amended by inserting
a period and the following new sentence before the semi¬
colon at the end thereof: "The preceding sentence shall
not apply in the case of such a transfer if such contract
or interest therein has a basis for determining gain or

loss in the hands of a transferee determined in whole or

in part by reference to such basis of such contract or in¬
terest therein in the hands of the transferor".

(b) Taxable Years to Which Amendment Applicable—
The amendment made by this section shall be applicable
with respect to taxable years beginning after December
31, 1940.:v v.:.; ,-y
SEC. 111. Income Received from Estates, Etc., Under

Gifts, Bequests, Etc. ,

•

'(a) Giftmf Income From Property Not Excluded From
Gross Income—Section 22 (b) (3) (relating to exclusion
of gifts, etc., from gross income) is amended to read as
follows:v".' .

"(3) Gifts, bequests, devises, and inheritances—
The value of property acquired by gift, bequest, de-

•\ ; vise, or inheritance. There shall not be excluded
- - from gross income under this paragraph, the income

•

\ from such such property, or, in case the gift, bequest,
devise, or inheritance is of income from property,

: > the amount of such income. For the purposes of
this paragraph,; if, under the terms of the gift, be-

- - quest, devise, or inheritance, payment, crediting/or
V distribution thereof is to be made at intervals, to the

'

extent that it is paid or credited or to be distributed
out of income from property, it shall be considered a

gift, bequest, devise, or inheritance of income from
property;".'-' ''r ; . 1

(b) Deduction of Income To Be Distributed Currently
—Section 162. (b) (relating to deduction of income to be
distributed currently) is amended to read as follows:
v "(by There shall be allowed a's an additional deduction

-in computing thehetincome of the estate or trust the
1 amountof the; income" of the estate or trust for its taxable

year which is-to be distributed currently by the fiduciary

to the legatees, heirs, or beneficiaries, but the amount so
allowed as a deduction shall be included in computing
the net income of the legatees, heirs, or beneficiaries
whether distributed to them or not. As used in this
subsection, 'income which is to be distributed currently'
includes income for the taxable year of the estate or
trust which, within the taxable year, becomes payable
to the legatee, heir, or beneficiary. Any amount allowed
as a deduction under this paragraph shall not be allowed
as a deduction under subsection (c) of this section in the
same or any succeeding taxable year;"
v (c) Trust Income Included in Income of Beneficiary,
Etc.—Section 162 (relating to net income of estates or
trusts) is amended by striking out the period at the end
of subsection (c) and inserting in lieu thereof a semi¬
colon and the following new subsection:

"(d) Rules for Application of Subsections (b) and (c)
—For the purposes of subsections (b) and (c)—

;; "(1) Amounts distributable out of income or cor¬

pus—In cases where the amount paid, credited, or to
; ; be distributed can be paid, credited, or distributed

out of other than income, the amount paid, credited,
Y or to be distributed (except under a gift, bequest,

;Y::' devise, or inheritance not to be paid, credited, or
distributed at intervals) during the taxable year of
the estate or trust shall be considered as income of
the estate or trust which is paid, credited, or to be
distributed if the aggregate of such amounts so paid,
credited, or to be distributed does not exceed the
distributable income of the estate or trust for its
taxable year. If the aggregate of such amounts so

paid, credited, or to be distributed during the tax¬
able year of the estate or trust in such cases exceeds
the distributable income of the estate or trust for its

... , taxable year, the amount so paid, credited, or to be
distributed to any legatee, heir, or beneficiary shall
be considered income of the estate or trust for its
taxable year which is paid, credited, or to be dis¬
tributed in an amount which bears the same ratio to
the amount of such distributable income as the
amount so paid, credited, or to be distributed to the
legatee, heir, or beneficiary bears to the aggregate
of such amounts so paid, credited, or to be distrib¬
uted to legatees, heirs, and beneficiaries for the tax¬
able year of the estate or trust. For the purposes of
this paragraph 'distributable income' means either

- (A) the net income of the estate or trust computed
with the deductions allowed under subsection (b)
and (c) in cases to which this paragraph does not
apply, or (B) the income of the estate or trust minus
the deductions provided in subsections (b) and (c)

; • in cases to which this paragraph does not apply,
whichever is the greater. In computing such dis¬
tributable income the deductions under subsections

(b) and (c) shall be determined without the appli¬
cation of paragraph (2).

"(2) Amounts distributable out of income of prior
period—In cases, other than cases described in para¬
graph (1), if on a date more than 65 days after the
beginning of the taxable year of the estate or trust,
income of the estate or trust for any period becomes
payable, the amount of such income shall be con¬
sidered income of the estate or trust for its taxable

year which is paid, credited, or to be distributed to
the extent of the income of the estate or trust for
such period, or if such period is a period of more
than 12 months, the last 12 months thereof.

"(3) Distributions in first 65 days of taxable
year—

"(A) General Rule—If within the first 65 days
of any taxable year of the estate or trust, income
of the estate or trust, for a period beginning before
the beginning of the taxable year, becomes pay¬

able, such income, to the extent of the income of the
estate or trust for the part of such period not falling
within the taxable year or, if such part is longer
than 12 months, the last 12 months thereof, shall
be considered, paid, credited, or to be distributed
on the last day of the preceding taxable year. This
subparagraph shall not apply with respect to any

.■ amount with respect to which subparagraph (B)
applies.

"(B) Payable Out of Income or Corpus—If with¬
in the first 65 days of any taxable year of the

; estate or trust, an amount which can be paid at
intervals out of other than income becomes pay¬

able, there shall be considered as paid, credited,
or to be distributed on the last day of the preced¬
ing taxable year the part of such amount which
bears the same ratio to such amount as the part
of the interval not falling within the taxable year
bears to the period of the interval. If the part of
the interval not falling within the taxable year is
a period of more than 12 months, the interval shall
be considered to begin on the date 12 months be¬
fore the end of the taxable year." -

(d) Technical Amendment—Section 164 (relating to
different taxable years of estate or trust and benefi¬
ciary) is' amended by striking out "beneficiary" and in¬
serting in lieu thereof "legatee, heir, or beneficiary".

(e) Taxable Years to Which Amendments Applicable
—The amendments made by this section shall be ap¬
plicable only with respect to taxable years beginning
after December 31, 1941; except that in the case of in¬
come paid, credited or to be distributed or amounts
paid, credited or to be distributed by an estate or trust
the amendments made by this section shall be appli¬
cable only with respect to such income and such amounts
paid, credited or to be distributed on or after the be¬
ginning of the first taxable year of the estate or trust,
as the case may be, beginning after December 31, 1941.

SEC. ~ 112.. Amendments-to Conform Internal Revenue
.....— .Code with the Public Debt Act of 1941 -

r*-(a>-Postal- Savmgs Certificates—Section -22 (b> (4)
(relating to the exclusion of tax-free interest from
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gross income) is amended by inserting after the words
"other than postal savings certificates of deposits" the
following: "to the extent they represent deposits made
before March 1, 1941". ; 'y}■ ■■■;..•;

(b) United States Obligations—Section 25 (a) (1) is
amended to read as follows:

"(1) Interest on United States Obligations—The
; amount received as interest upon obligations of the

United States, if such interest is included in gross
- income under section 22, and if, under the Act

',v. authorizing the issue of such obligations, as amended'
and supplemented, such: interest is exempt from

;normal tax." . . '£ . £ • r;
v (c) The amendments made by this section shall be
effective as of March 1, 1941. - V.

SEC. 113. Exclusion of Pensions, Annuities, Etc., for Dis¬
ability Resulting from Military Service

Section 22 (b) (5) (relating to exclusions from gross
income of compensation for injuries or sickness) is
amended by inserting before the semicolon at thej end
thereof the following: .", and amounts received as a pen¬

sion, annuity, or similar allowance for personal injuries
or sickness resulting from active service in the armed
forces of any country".

SEC. 114. Exclusion of Income from Discharge of Indebt¬
edness f

'

(a) General Rule—Section 22 (b) (9) (relating to ex¬
clusion from gross income of corporate income derived
from discharge of indebtedness) is amended to read as

follows:

"(9) Income from Discharge of Indebtedness—In
'

the case of a corporation, the amount of any income
! of the taxpayer attributable to the discharge, with¬

in the taxable year, of any indebtedness of the ;tax-

j payer or for which the taxpayer is liable evidenced
by a security (as hereinafter in this paragraph de-

'■ fined) if the taxpayer makes and files at the time -
' of filing the return, in such manner as the Com¬

missioner, with the approval of the Secretary, by
regulations prescribes, its consent to the regulations

•• prescribed under section 113 (b) (3) then in effect,
j' In such case the amount of any income of the tax¬

payer attributable to any unamortized premium
(computed as of the first day of the taxable year in
which such discharge occurred) with respect to such

; ■> indebtedness shall not be included in gross income
and the amount of the deduction attributable to any
unamortized discount (computed as of the first day

> of the taxable year in which such discharge occur¬

red) with respect to such indebtedness shall not be
allowed as a deduction. As used in this paragraph

/■ the term 'security' means any bond, debenture, note,
> or certificate, or other evidence of indebtedness, is¬

sued by any corporation. This paragraph shall not
- apply to any discharge occurring before the date of

enactment of the Revenue Act of 1939, or in a tax-
< " able year beginning after December 31, 1945." ;
v , (b) Railroad Corporations—Discharge of Indebtedness
In Certain Judicial Proceedings—Section 22 (b) (relat¬
ing to exclusions from gross income) is amended by in¬
serting at the end thereof the following new paragraph:
< ' " "(10) Income from discharge of indebtedness of

a Railroad Corporation—The amount of any income
: . attributable to the discharge, within the taxable

year, of any indebtedness of a railroad corporation,
V as defined in section 77m of the National Bankruptcy

Act, as amended, to the extent that such income
"

is deemed to have been realized by reason of a
modification in or cancellation in whole or in part
of such indebtedness pursuant to an order of a
court in a receivership proceeding or in a proceed-

6 ing under section 77 of the National Bankruptcy
Act, as amended. In such case the amount of any

4< 1 income of the taxpayer attributable to any unamor¬
tized premium (computed as of the first day of the
taxable year in which such discharge occurred)
with respect to such indebtedness shall not be in-

■ eluded in gross income and the amount of the de-
'

induction attributable to any unamortized discount
(computed as of the first day of the taxable year

; " 'in which such discharge occurred) with respect to
such indebtedness shall not be allowed as • a de-

V duction. Paragraph (9) shall not apply with re¬
spect to any discharge of indebtedness to which
this paragraph applies. This paragraph shall not
apply to any discharge occurring in a taxable year
beginning after December 31, 1945."

r (c) Taxable Years to Which Amendment Applicable
—The amendment made by subsection (b) shall be ap¬

plicable to taxable years beginning after December 31,
1939.

SEC. 115. Improvements by Lessee , '•

(a) Exclusion of Income From Lessee's Improve¬
ments—Section 22 (b) (relating to exclusions from gross
income) is amended by adding at the end thereof the
following new paragraph: ;

"(11) Improvements by Lessee on Lessor's Prop¬
erty—Income, other than rent, derived by a lessor
of real property upon the termination of a lease,
representing the value of such property attributable
to buildings erected or other improvements made
by the lessee." ; ...-,y

(b) Basis of Real Property Upon Which Improve¬
ments Have Been Made by Lessee—Section 113 (relat¬
ing to basis for determining gain or loss) is amended
by adding at the end thereof the following'new sub¬
section:

, ; * f
"(c) Property on Which Lessee Has Made Improve¬

ments—Neither the basis nor the adjusted basis of any

portion of real property shall, in the case of the lessor
of such property, be increased or diminshed on account
of income derived by: the lessor in respect of such
property and excludible from gross income: under sedi¬

tion 22- (b) (11).* If an amount representing any part
of the value of real property attributable to buildings
erected or other improvements made by. a lessee , in re¬
spect of such property was included in gross income
of the lessor for any taxable year beginning before
January 1, 1942, the basis of each, portion of such; prop¬
erty shall be properly adjusted for the amount so in¬
cluded in gross income." .

ti

SEC. 116. Recovery of Bad Debts, Prior Taxes, and De-
r delinquency Amounts /..V

• (a) Exclusion from Income—Section 22 (b) " (relating
to exclusions from gross income) is amended by adding'
at the end thereof the following new paragraph:

"(12) Recovery of Bad Debts, Prior Taxes, and
,\ Delinquency Amounts—Income attributable to the

•
. recovery during the taxable year of a bad debt,L
prior tax, or delinquency amount, to The extent of
the amount of the recovery exclusion with respect
to such debt, tax, or amount; For the purposes of
this paragraph: / , ' .v.*.

•-'<
, "(A) Definition of Bad Debt—The term 'bad

debt', means a debt on account of worthlessness"
or partial worthlessness of which a. deduction
was allowed for a prior taxable year. . '

'

; "(B) Definition of Prior Tax—The term 'prior
tax' - means a tax on - account: of which a deduc¬
tion or credit was allowed for a prior - taxable
year. '

"(C) Definition of Delinquency Amount—The
:C '; term 'delinquency amount' means an amount paid

or accrued on account of which a deduction or.

credit was allowed for a prior taxable year and
which is attributable to failure to file return with
respect to a tax, or pay a tax, within the time re¬

quired by the-law under which the tax is im¬

posed, or to failure to file return with •respect to
-

a tax or pay a tax.

"(D) Definition of Recovery Exclusion — The
term 'recovery exclusion', with respect to a bad
debt; prior tax, or delinquency amount, "means the
amount, determined iii accordance With regulations
prescribed by the Commissioner with the approval

r. , - of the Secretary, of the deductions or credits al-
; • lowed, on account of such bad debt, prior tax, or

delinquency amount, which did not result in a re¬

duction of the taxpayer's tax under this chapter'
(not including the;taxhmder; sectIon 102) or cor¬
responding provisions of prior revenue laws, re¬
duced by the amount excludible in previous tax¬
able years with respect to such debt, tax, or

*!

amount under this paragraph. ; : ; / , :

"(E) Special Rules in Case of Section 102 Tax
. and Personal Holding Company Tax—In the ap-

•

i plication of subparagraphs (A), (B), (Cj, and
(D) in determining the tax under section 102 or

Subchapter A of Chapter 2, a-recovery exclusion
allowed for the purposes of Chapter 1 shall be

/allowed for the purpose of such section or sub¬
chapter whether or not the bad debt, prior tax, or
delinquency amount resulted in a reduction of the
section 102 tax or Subchapter A tax for the prior
taxable year; and in the case of a bad debt, prior

• • tax, or delinquency amount not allowable as a de-
. duction or; credit for the. prior taxable year under-

Chapter 1 (except section 102) but. allowable for
• the same taxable year under such section or sub¬

chapter a recovery exclusion shall be allowable
for the purposes of such section-or subchapter if
such badv debt,-prior tax,-or5 delinquency'amount;
did not result in a reduction of the tax under such,

- section 102 or such Subchapter A. * As used in
this subparagraph references : to' Chapteru 1, sec-

. - tion* 102, and Subchapter A in the- case* of taxable
- •

years not subject to the Internal Revenue; Code,
shall be held to be made to corresponding provi-

! sions of prior revenue Acts," * -• -
' (b) Effective Date of Amendments Under the Internal
Revenue Code—The amendments made by this; section
shall be applicable with respect to taxable years begin-,
ning after December 31, 1938. *

. (c) Under, Prior Revenue Acts—For the purposes of
the Revenue Act of 1938 or any prior revenue Act, the
amendments made to the Internal Revenue Code by sub¬
section (a) of: this section shall be effective as if they
were a part of each such revenue Act on the date of its
enactment. '* - •

;

SEC. 117r Additional Allowance for Military and Naval
Personnel

- Section 22 (b) (relating to exclusions from gross in¬
come) is amended by adding at the end thereof the fol¬
lowing new paragraph: x *' >

"(13) Additional Allowance for ^Military and
Naval Personnel—So much of the amount received,
before the termination of the present war as pro¬
claimed-by the President, by-personnel below the

; grade of commissioned officer in the military or
naval forces of the United States as salary or com¬
pensation in any form from the United States for

;<ractive service in such forces during such war, as
does not exceed $250 in the case of a single person

. .. and $300 in the case of a married person or head
;, of a family. The determination, for the" purposes

> of this paragraph, of the taxpayers's status in the
armed forces and his family status shall" be made

. as of the end of the taxable year."

SEC. 118. Report Requirement in Connection With In¬
ventory Methods

. ./'.Y /
(a) Section 22 (d) (2) (B) (relating to report re¬

quirement in connection with using certain inventory
methods) is amended to read as follows: .

"(B) Only if the taxpayer establishes to the
. satisfaction of the Commissioner that-the tax¬

payer-has used no procedure other than that spe-

. - - cified in subparagraphs (B) and (C) of paragraph
1

, <*. (1)' in inventorying such goods to ascertain the
income, profit, or loss of the first- taxable year'*

for which the method described in paragraph (1);
is to be used, for the purpose of a report or state-'
ment covering such taxable year (i) to share¬
holders, partners, or other proprietors, or to
beneficiaries, or (ii) for credit purposes." / -

L;(b),Section 22 (d) (5) (B) (relating to requirement
to continue reports in connection with certain inven¬
tory methods) is amended to read as follows: ::r

v
, , "(B) The Commissioner determines that the

taxpayer has used for any such subsequent tax-*

''V able year some procedure other than-that speci-;
fied in subparagraph (B) of paragraph (1) in in¬
ventorying the goods specified in the application
to ascertain the income, profit, or loss of such

' "

subsequent taxable year for the purpose 6f a
* report or statement covering such taxable year

(i) to shareholders, partners, or other proprietors,
or beneficiaries, or (ii) for credit purposes; and
requires a change to a method different from
that prescribed in paragraph (1) beginning with
such subsequent taxable year or any taxable year
thereafter."

t - ,

', (c) Taxable Years to Which Amendments Applicable
—Amendments made by this section shall be applicable
to taxable years beginning after December 31, 1938.
SEC. 119. Last-in First-out Inventory \

Section 22 (d) (relating to the use of the elective
inventory method) is amended by adding at the end
thereof the following new paragraph:

"(6) Involuntary Liquidation and Replacement
;■ of Inventory—

"(A) Adjustment of Net Income and Resulting
Tax—If, for any taxable year beginning after
December 31, 1941, and prior to the termination
of the present war as proclaimed by the Presi-

■ dent, the closing inventory of a taxpayer inven-
- torying; goods under the method provided in this
.. subsection reflects a decrease from the opening

inventory of such goods for such year, and if, at
- the time of the. filing of the taxpayer's income

. tax return for such year, the taxpayer elects to
: have the provisions of this paragraph apply and

so notifies the Commissioner, and if, at the time
of such election, it is established: to;the satisfac
tion of the Commissioner, in accordance with
such regulations as the Commissioner may pre-

. scribe with the approval of the Secretary, that
such decrease is attributable to the involuntary,
liquidation of such inventory as defined in sub-

, paragraph (B), and if the closing inventory of at
I j subsequent taxable year, ending not more than

three, years after the termination of the present
; ; war as proclaimed by the President, reflects a

I ' - replacement, in whole or in part, of the goods so

previously liquidated, the net income of the tax-
-..-"i payer otherwise determined for the year of such
V involuntary liquidation shall be adjusted as

follows:

"(i) Increased by an amount equal to the
vv; . excess, if any, ^ of the aggregate cost of such^

goods reflected in the opening inventory of
the year of involuntary liquidation over the
aggregate replacement cost; or

"(ii) Decreased by an amount equal to the
excess, if any, of the aggregate replacement
cost of such goods over the aggregate cost
thereof reflected in the opening inventory of
the year of the involuntary liquidation. •

The taxes imposed by this chapter and by Sub¬
chapter E of Chapter 2 for the year of such
liquidation and for all taxable years intervening
between such year and the year of replacement
shall be redetermined, giving effect to such ad¬
justments. Any increase in such taxes resulting
from such adjustments shall be assessed and col¬
lected as a deficiency but without interest, and
any over-payment so resulting shall be credited

.or refunded to the taxpayer without interest.
"(B) Definition of Involuntary Liquidatipn—

The term 'involuntary liquidation', as used in
this paragraph, means the sale or other disposi¬
tion of goods inventoried under the; method
described in this subsection, either voluntary or

> involuntary,. coupled with a failure on the part
of the taxpayer to purchase, manufacture, or
otherwise produce and have on hand at the close
of the taxable year in which such sale or other
disposition occurred such goods as would, if on

;;0|i;;-vhand'at the close of such taxable year, be subject
to the application of the provisions of this sub-
section,' if such failure on the part of the tax-

*
- payer is due, directly and exclusively, (i)_ to

i enemy capture or control of sources of limited
; •' foreign supply; (ii) to shipping or other trans¬

portation shortages; (iii) to material shortages
resulting from priorities or allocations; (iv) to
labor shortages; or (v)- to other prevailing war

. ■ conditions beyond the control of the taxpayer. ,

"(C) Replacements—If, in the case of any tax-'
. payer subject to the provisions of subparagraph

:">■ ;..<v (A),- the closing inventory of the taxpayer for a
taxable year, subsequent to the year of involun-

. - . tary liquidation but prior to the complete replace¬
ment of the goods so liquidated, reflects and in-

, . crease over the opening inventory of such goods
for the taxable year, the goods reflecting such in¬
crease, shall. be considered, in the order, of their
acquisition, as having been acquired in replace-
ment of the goods most recently liquidated

. - -(whether or not in a year of involuntary liquid-
; v a tion) and not previously replaced, and : if the
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liquidation was an involuntary liquidation shall
be included in the inventory of the taxpayer for
the year of replacement at the inventory cost basis
of the goods replaced. < .

"(D). Election Irrevocable—An election by the
; ' taxpayer to have the provisions of this paragraph

apply,- once made, shall be irrevocable and shall
; be binding for the year of the involuntary liduid-

. ation and for all determinations for subsequent
'''y;. y taxable years insofar as they are related to the

year of liquidation or replacement.
"(E) Adjustment in Certain Cases—If the ad¬

justments specified in subparagraph (A) are, with
respect to any taxable year, prevented, on the
date of the filing of the income tax return of the
taxpayer for the year of the replacement, or with-

" '

in three years from such date, by any provision or
rule of law (other than this subparagraph and
other than section 3761, relating to compromises),
such adjustments shall nevertheless be made if,

*

.::in respect of the taxable year for which the ad¬
justment is sought, a notice of dificiency is mailed
or a claim for refund is filed, as the case may be,
within three years after the date of the filing of the
income tax return for the year of replacement. If,
at the time of the mailing of such notice of defi¬
ciency or the filing of such claim for refund, the
adjustment is so prevented, then the amount of the
adjustment authorized by this paragraph shall be
limited to the increase or decrease of the tgx im-
posed by this chapter and Subchapter E of Chap¬
ter 2 previously determined for such taxable year
which results solely from the effect of subpara¬
graph (A), and such amount shall be assessed and
collected, or credited or refunded, in the same
manner as if it were a deficiency or an overpay-
ment, as the case may be, for such taxable year
and as if, on the date of the filing of the income
tax return for the year of the replacement, three
years remain before the expiration of the periods
of limitation upon assessment or the filing of claim

■ for refund for the taxable year. The tax previous¬
ly determined shall be ascertained in accordance
With section 734 (d). The amount to be assessed
and collected under this paragraph in the same
manner as if it were a deficiency or to be credited
or refunded in the same manner as if it were an
overpayment shall not be diminished by any credit
or set-off based upon any item, inclusion, deduc¬
tion, credit, exemption, gain, or loss, other than
one resulting from the effect of subparagraph (A).
Such amount, if paid, shall not be recovered by a
claim or suit for refund, or suit for erroneous re¬
fund based upon any item, inclusion, deduction,
credit, exemption, gain, or loss, other than one re¬
sulting from the effect of subparagraph (A)."

SEC. 120. Alimony and Separate Maintenance Payments
(a) Amount Includible in Gross Income—Section 22

(relating to definition of gross income) is amended by
inserting at the end thereof the following new subsec¬
tion: . •

"(k) Alimony, Etc., Income—In the case of a wife who
is divorced or legally separated from her husband under
a decree of divorce or of separate maintenance, periodic
payments (whether or not made at regular intervals)
received subsequent to such decree in discharge of, or
attributable to property transferred (in trust or other¬
wise) in discharge of, a legal obligation which, because
of the martial or family relationship, is imposed upon or
incurred by such husband under such decree or under a
written instrument incident to such divorce or separa¬
tion shall be includible in the gross income of such wife,
and such amounts received as are attributable to prop¬
erty so transferred shall not be includible in the gross
income of such hulsband. This subsection shall not apply
to that part of any such periodic payment which the
terms of the decree or written instrument fix, in terms
of an amount of money or a portion of the payment, as a
sum which is payable for the support of minor children
of such husband. In case any such periodic payment is;
less than the amount specified in the decree or written
instrument, for the purpose of applying the preceding
sentence, such payment, to the extent of such sum pay¬
able for such support, shall be considered a payment for
such support. Installment payments discharging a part
of an obligation the principal sum of which is, in terms
of money or property, specified in the decree or instru¬
ment shall not be considered periodic payments for the
purposes of this subsection; except that an installment
payment shall be considered a periodic payment for the
purposes of this subsection if such principal sum, by the
terms of the decree or instrument may be or is to be
paid within a period ending more than 10 years from the
date of such decree or instrument, but only to the extent
that such installment payment for the taxable year of
the wife (or if more than one such installment payment
for such taxable year is received during such taxable
year, the aggregate of such installment payments) does
not exceed 10 per centum of such principal sum. For
the purposes of the preceding sentence, the portion of a
payment of the principal sum which is allocable to a
period after the taxable year of the wife in which it is
received shall be considered an installment payment for
the taxable year in which it is received. (In cases where
such periodic payments are attributable to property of
an estate or property held in trust, see section 171 (b).)"

*

(b) Deduction for Amounts Paid—Section 23 (relating
to deductions from gross income) is amended by insert¬
ing at the end thereof the following new subsection:
■. "(u) Alimony, Etc., Payments—In the case of a hus¬
band described in section 22..(k); amounts includible un¬

der section 22 (k) in the gross income of his wife, pay¬
ment of which is made within the husband's taxable
year. - If the amount of any such payment is, under sec¬

tion 22 (k) or section 171, stated to be not includible in
such husband's gross income, no deduction shall be al¬
lowed with respect to such payment under this subsec¬
tion." y / ■ /'''. * ■' v.'; •;v"'

(c) Income From Trusts—Supplement E of Chapter 1
is amended by inserting at the end thereof the following
new section: v ■ ' •• \ '

"SEC. 171. Income of an Estate or Trust in Case of

y'V;:: Divorce, Etc. ' •.

"(a) Inclusion in Gross Income—There shall be in¬
cluded in the gross income of a wife who is diverced
or legally separated under a decree of divorce or of
separate maintenance the amount of the income of any
trust which such wife is entitled to receive and which,
except for the provisions of this section, would be in¬
cludible in the gross income of her husband, and such
amount shall not, despite section 166, section 167, or
any other provision of this chapter, be includible in
the gross income of such husband. This subsection
shall not apply to that part of any such income of the
trust which the terms of the decree or trust instrument
fix, in terms of an amount of money or a portion of
such income, as a sum which is payable for the support
of minor children of such husband. In case such in¬
come is less than the amount specified in the decree or

instrument, for the purpose of applying the preceding
sentence, such income, to the extent of such sum pay¬
able for such support, shall be considered a payment
,for such support.

"(b) Wife Considered a Beneficiary—For the pur-
T'poses of computing the net income of the estate or trust

and the net income of the wife described in section
22 (k) or subsection (a) of this section, such wife shall
be considered as the beneficiary specified in this sup¬
plement. A periodic payment under section 22 (k) to
any part of which the provisions of this supplement are
applicable shall be included in the gross income of the
beneficiary in the taxable year in which under this
supplement such part is required to be included."

(d) Annuities, Etc.—Section 22 (b) (2) (relating to
payments under annuity, etc., contracts) is amended
by striking out the heading and inserting in lieu thereof

"(2) Annuities, Etc.— ...

"(A) In General—"
and by inserting before the semicolon at the end of
such subparagraph (A) a period and the following:
"This subparagraph and paragraph (1) shall not apply
with respect to so much of a payment under a life in¬
surance, endowment, or annuity contract, or any inter¬
est therein, as, under section 22 (k), is includible in
gross income". . .

(e) Credit for Dependents—
(1) Credit for Normal Tax and Surtax—Section

25 (b) (2) (A) (relating to credit for dependents)
is amended by inserting at the end thereof the fol¬
lowing: "A payment to a wife which is includible
under section 22 (k) or section 171 in the gross
income of such wife shall not be considered a pay¬
ment by her husband for the support of any de¬
pendent."

(2) Credit for Optional Tax under Supplement T
—For credit for dependents in case of optional tax,
see amendment made by section 104 of this Act.

(f) Definitions—Section 3797 (a) (relating to defini¬
tions) is amended by inserting at the end thereof the
following new paragraph: :•/»

"(17) Husband and Wife—As used* in sections 22

(k), 23 (u), 25 (b) (2) (A), and 171, and the last'

\ sentence of section 401 (a) (2), if the husband and
wife therein referred to are divorced, wherever
appropriate to the meaning ,of such sections, the
the term 'wife' shall be read 'former wife' and the
term 'husband' shall be read 'former husband'; and,
if the payments described in such sections are

made by or on behalf of the wife or former wife to
the husband or former husband instead of vice

versa, wherever appropriate to the meaning of
such sections, the term 'husband' shall be read
'wife' and the term 'wife' shall be read 'husband'."

(g) Taxable Years to Which Amendments Applicable
—The amendments made by this section shall be appli¬
cable only with respect to taxable years beginning after
December 31, 1941; except that if the first taxable year

beginning after December 31, 1941, of the husband does
not begin on the same day as the first taxable year be¬
ginning after December 31, 1941, of the wife, such
amendments shall first become applicable in the case
of the husband on the first day of the wife's first tax¬
able year beginning after December 31, 1941, regardless
of the taxable year of the husband in which such day

: falls.

SEC. 121. Non-Trade or Non-Business Deductions

(a) Deduction for Expenses—Section 23 (a) (relating
to deduction for expenses) is amended to read as fol-
lows: • -v- '•.

"(a) Expenses—
y v "(1) Trade or business expenses—

"(A) In general—All the ordinary and neces¬

sary expenses paid or incurred during the tax¬
able year in carrying on any trade or business,
including a reasonable allowance for ? salaries or

' • other compensation for personal services actually
rendered; traveling expenses (including the en¬
tire amount expended for meals and lodging)

^ while away from home in the pursuit of a trade ;.
— or business; and rentals or other payments re¬

quired to be made as a condition to the continued
use qr possession, for purposes of the trade or
business' of property to which the taxpayer has

. ' not taken or is not taking title or in which he
has no equity.

- - - "(B) Corporate Charitable Contributions—No
deduction shall be allowable under subparagraph

. - - (A) to a corporation for any contribution or gift.

which would be allowable as a deduction under
subsection (q) were it not for the 5 per centum
limitation therein contained and for the require-

V; ment therein that payment must be made within
the taxable year.

"(C) Expenditures for Advertising and Good
Will—If a corporation. has, for the purpose of
computing its excess profits credit under Chap-

';y.v ter 2E, claimed the benefits of the election pro-
vided in section 733, no deduction shall be allow-
able under subparagraph (A) to such corporation
for expenditures for advertising or the promotion
of good will which, under the rules and regula-

y.".; tions prescribed under section 733 (a), may be
regarded as capital investments.

V. " , "(2) Non-Trade or Non-Business Expenses—In
gy; the case of an individual, all the ordinary and ne¬

cessary expenses paid or incurred during the tax¬
able year for the production or collection of in-
come, or for the management, conservation, or
maintenance of property held for the production

yiy of income." ,•

; (b) Allocable to Exempt Income—Section 24 (a) (5)
• (relating to items not deductible) is amended by insert¬
ing after "this chapter" the following: ", or any amount
otherwise allowable under section 23 (a) (2) which is
allocable to interest (whether or not any amount of
such interest is received or accrued) wholly exempt
from the taxes imposed by this chapter".

(c) Depreciation Deduction—The first sentence of
section 23 (1) (relating to deduction for depreciation) is
amended to read as follows: "A reasonable allowance
for the exhaustion, wear and tear (including a reason¬
able allowance for obsolescence)—

"(1) of property used in the trade or business, or

"(2) of property held for the production of in-
V'.:-. come." ' "

(d) Taxable Years to Which Amendments Applicable
—The amendments made by this section shall be ap¬

plicable to taxable years beginning after December 31,
1938.

(e) Retroactive Amendment to Prior Revenue Acts
—For the purposes of the Revenue Act of 1938 or any

prior revenue Act the amendments made to the Internal
Revenue Code by this section shall be effective as if
they were a part of such revenue Act on the date of its
enactment. •' y y'' - y;\y

SEC. 122. Deduction Allowable to Purchasers for State

j and Local Retail Sales Taxes

Section 23 (c) (relating to deduction for taxes) is
amended by inserting at the end thereof the following
new paragraph: y/.y;yy

"(3) Retail Sales Tax—In the case of a tax im¬
posed by any State, Territory, District, or possession
of the United States, or any political subdivision
thereof, upon persons engaged in selling tangible
personal property at retail, which is measured by
the gross sales price or the gross receipts from the
sale or which is a stated sum per unit of such prop¬

erty sold, or upon persons engaged in furnishing
services at retail, which is measured by the gross

receipts for furnishing such services, if the amount
of such tax is separately stated, then to the extent
that the amount so stated is paid by the purchaser
(otherwise than in connection with the purchaser's
trade or business) to such person such amount shall
be allowed as a deduction in computing the net
income of such purchaser as if such amount con¬
stituted a tax imposed upon and paid by such pur¬
chaser."

SEC. 123. Deduction for Stock and Bond Losses on Se¬
curities in Affiliated Corporations

(a) Stock Losses—
(1) In General—Section 23 (g) (relating to cap¬

ital losses) is amended by inserting at the end
thereof the following:

"(4) Stock in Affiliated Corporation—For the
purposes of paragraph (2) stock in a corporation
affiliated with the taxpayer shall not be deemed a

capital asset. For the purposes of this paragraph a
corporation shall be deemed to be affiliated with
the taxpayer only if:

"(A) at least 95 per centum of each class of its
stock is owned directly by the taxpayer; and

"(B) more than 90 per centum of the aggre¬
gate of its gross incomes for all taxable years has
been from sources other than royalties, rents,

v dividends, interest, annuities or gains from sales
or exchanges of stocks and securities; and

"(C) the taxpayer is a domestic corporation."
(2) Technical Amendment—Section 23 (g) (3)

is amended by inserting before "subsection" the
following "paragraph (2) of". ,

(b) Bond, Etc., Losses—For losses on bonds, etc., of
affiliated corporations, see amendment made to section
23 (k) by section 124 of this Act.

SEC. 124. Deduction for Bad Debts, Etc.

(a) General Rule—Section 23 (k) (relating to bad
debts and securities becoming worthless) is amended to
read as follows:

"(k) Bad Debts—
"(1) General Rule—Debts which become worth¬

less within the taxable year; or (in the discretion
of the Commissioner, a reasonable addition to a re¬
serve for bad debts); and when satisfied that a debt
is recoverable only in part, the Commissioner may
allow such debt, in an amount not in excess of the
part which becomes worthless within the taxable
year, as a deduction. This paragraph shall not ap¬
ply in the case of a taxpayer, other than a bank, as
defined in section 104, with respect to a debt evi¬
denced by a security as defined in paragraph (3)
of this subsection. This paragraph shall not apply
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in the case of a taxpayer, other than a corporation,
with respect to a non-business debt, as defined in
paragraph (4) of this subsection.

"(2) Securities Becoming Worthless—If any se¬
curities (as defined in paragraph (3) of this sub¬
section) become worthless within the taxable year
and are capital assets, the loss resulting therefrom
shall, in the case of a taxpayer other than a bank,
as defined in section 104, for the purposes of this
chapter, be considered as a loss from the sale or
exchange, on the last day of such taxable year, of

;
capital assets.

"(3) Definition of Securities—As used in para-
•>' • graphs (1), (2), and (4) of this subsection the term

'securities' means bonds, debentures, notes, or cer-
' tificates, or other evidences of indebtedness, issued

by any corporation (including those issued by a
• government or political subdivision thereof), with

interest coupons or in registered form. A
"(4) Non-Business Debts—In the case of a tax¬

payer, other than a corporation, if a non-business
debt becomes worthless within the taxable year,

' the loss resulting therefrom shall be considered a
♦ loss from the sale or exchange, during the taxable

year, of a capital asset held for not more than 6-
months. The term 'non-business debt' means a-

: debt other than a debt evidenced by a security as
v defined in paragraph (3) and other than a debt the

loss from the worthlessness of which is incurred in
the taxpayer's trade or business.

: ■ "(5) Seccurities of Affiliated corporations—Bonds,-
J debentures, notes or certificates, or other evidences
- of indebtedness issued with interest coupons or in:

registered form by any corporation affiliated with
the taxpayer shall not be deemed capital assets for

•
- the purposes of paragraph (2) and paragraph (1)

shall apply with respect to such debt except that no
such deduction shall be allowed under such para-

* graph with respect to any such debt which is re-
, : coverable only in part. For the purposes -of this

paragraph a corporation shall be deemed to be aL
filiated with the taxpayer only if: , • A//

"(A) at least 95 per centum cf each class of its
stock is owned directly by the taxpayer; and '

"(B) more than 90 per centum of the aggre-,
> gate of its gross incomes for all taxable years has

been from sources other than royalties, rents,
dividends, interest or annuities, or gains from
sales or exchanges of stock and securities; and

"(C) the taxpayer is a domestic corporation."
(b) Insurance Companies—Section 204 (c) (6) relating

to deductions allowed insurance companies other than
life or mutual) is amended to read as follows:

"(6) Debts in the nature of agency balances and
bills receivable which become worthless within the
taxable year;".

. v .

(c) Interest Disallowed—Section 3771 (relating to in¬
terest allowable on claims for refund or credit) is
amended by adding at the end thereof the following:

'

"(d) Claims Based <5n Deduction for Bad Debts or
Worthless Securities—If credit or refund of any part of
an overpayment would be barred under section 322, (b),
except for paragraph (5) thereof, or under section 322
(d), except for clause (2) thereof, no interest shall be al¬
lowed or paid with respect to such part of the overpay¬
ment for any period beginning after the exDiration of the
period of limitation provided in section 322 (b) (1) for
filing claim for credit or refund of such part of the over¬

payment and ending at the expiration of six months after
the date on which the claim was filed or, in case no

claim was filed and the overpayment was found by the
Board, ending at the time the petition was filed with the
Board." ■ /

_ . - Z../
(d) Effective Date of Amendments—The amendments

made by this section adding the last sentence of section
23 (k) (1) and adding section 23 (k) (4) shall be effec¬
tive only with respect to taxable years beginning after
December 31, 1942; the amendment inserting section 23
(k) (5) and amendments related thereto shall be appli¬
cable only with respect to taxable years beginning after
December 31, 1941; and the other amendments made by
this section shall be effective with respect to taxable
years beginning after December 31, 1938.
; (e) Cross-Reference—For extended period of limita¬
tion by reason of debts becoming worthless, see section
169.

SEC. 125. Corporate Contributions to United States, Etc.,
or for Charitable Use Outside United States

v.:-fi' Deductible .7;/z,
The first sentence of section 23 (q) (relating to allow¬

ance of corporate charitable contributions) is amended
to read as follows: "In the case of a corporation, con¬

tributions or gifts payment of which is made within the
taxable year to or for the use of: •:

"(1) The United States, any State, Territory, or

any political subdivision thereof or the District of
Columbia, or any possession of the United States, for
exclusively public purposes; or - - ,

"(2) A corporation, trust, or community chest,
fund, or foundation, created or organized in the
United States or in any possession thereof or under
the law of the United States, or of any State or Ter¬
ritory, or of the District of Columbia, or of any pos¬
session of the United States, organized and operated
exclusively for religious, charitable, scientific, liter¬
ary, or educational purposes or for the prevention of
cruelty to children (but in the case of contributions
or gifts to a trust: chest, fund, or foundation, pay¬
ment of which Is made within a taxable year begin¬
ning after the date of the cessation of hostilities in
the present war, as proclaimed by the President,
only if such contributions or gifts are to be used
within the United States or any of its possessions ex¬

clusively for such purposes), no part of the net earn¬

ings 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 attempting to influence legislation;
to an amount which does not exceed 5 per centum of the
taxpayer's net income as computed without the benefits
of this subsection." : ■'

■ • '' *•
SEC. 126. Amortizable Bond Premium;v -■ '

• (a) Deduction for- Amortizable Bond Premium-^Sec-'
tion 23 (relating to deductions from gross income) is
amended by inserting at the end thereof the following:' " .

"(v) Bond Premium Deduction—In the case of a bond-v
holder, the deduction for amortizable bond premium pro¬
vided in section 125." ■ f:'-

. /-'(b) General Rule, Election, arid Definitions—The Iri^
ternal Revenue Code is amended by inserting after sec--
tion 124 the following new section:

"SEC. 125. Amortizable Bond Premium
, ^

"(a) General Rule—In the case of any bond, as defined
in subsection (d), the following rules shall apply to the;:

^amortizable bond premium (determined under subsection-
(b)) on the bond for any taxable year beginning after
December 31, 1941: ^/-z/•-'•■■, "'yf
: - ' "(1) Interest Who7ly or Partially " Taxable—In •

'">■ the case of a bond (other than a bond the interest on»

> which is excludible from gross .income), the amount
; . of the amortizable bond premium for the taxable-

year shall be allowed as a deduction. 'V>: •' v

"(2) Interest Wholly Tax-Exempt—In the case.1 of-
> any bond "the interest on which is excludible from

f'-t- gross income, no deduction shall be allowed for the
amortizable bond premium for the taxable" year.." ' >

"(3) Adjustment of Credit In Case of interest Par-'
• tially Tax-Exempt—In the case of any bond the iri-

terest on which is allowable as a credit against net
z':z; income, the credit provided in section 25 (a) (1) or

(2), or section 26 (a), as the case may be, shall be'
; reduced by the amount of the' amortizable bond

premium for the taxable year. • -
'TFcr adjustment' to basis on account of amortizable :
bond premium, see section 113"(b) (1) (H).

■1% "(b). Amortizable Bond Premium— * ♦ (
"(1) Amount of Bond Premium—For the pur¬

poses of paragraph ("2), the amount of bond pre-
i ■' mium, in the case'of the holder of any bond! shall be

• determined with reference to the amount of\ the
basis (for -determining loss on sale or exchange)'

■■/•:/>.... of such bond, and with reference to the amount"
■ • payable on* maturity or on earlier call date, with

.adjustments proper to reflect unamortized bond
premium with respect to the bond, for the period,
prior to the date as of which subsection:'(a), bc-

r: ' comes applicable with respect to the taxpayer with
respect to such bond. ' v..

"(2) Amount Amortizable—The amortizable bond
premium of the taxable year shall be the amount

'C.. of the bond premium attributable to such year.
" -- "(3) Method of Determination—The- deterrriina-

'

:
. . tions required under paragraphs (1) arid (2) Shall

be made—
.

"(A) in accordance with the method of amortiz-
; ; ing bond premium regularly employed by- the

holder of the bond, if such method is reasonable;
.'"(B) in all| other cases,finAaccordance with

. regulations/ prescribing reasonable methods of
amortizing bond premium, prescribed by the Com¬
missioner with the approval of the Secretary. 3

f "(c) Election on Taxable':'5 and Partially ' Taxable
Bonds—

, • *' V*"
"(1) Eligibility to Elect and Bonds with Respect

to Which Election Permitted—This section shall

apply with respect to the following classes of tax¬
payers with respect to the following classes of
bonds only if the taxpayer has elected to have this
section apply. ' , . ■ , \ 1 - T ' : •'.z'

-' • - "(A) Partially Tax-Exempt—In the case of a

taxpayer other than a corporation: bonds with
respect to the interest on which the credit pro¬
vided in section 25 (a) (1) or (2X is allowable; and

. "(B) Wholly Taxable-4-In the case of any tdx-"
• : payer, bonds the interest on which is not ex¬

cludible from gross income but-with respect to
; - which the credit provided in section 25 (a) (!) or.

:vy (2), or section 26 (a), as the case may be, is not
. allowable.

"(2) Manner and Effect of . Election—The elec-
r;: tion authorized under this subsection shall be made

in accordance with such regulations as the Corn-?
missioner with the approval of the Secretary shall

V prescribe. If such election is made with .respect
to any bond (described in paragraph (1) ) • of the.
taxpayer,, it shall also apply to. all such- bonds held

. by the taxpayer at the beginning of the first tax¬
able year to which the election applies and . to all

•
- such bonds thereafter acquired by him and shall

be binding for all subsequent taxable years with
- respect to all such bonds of ther taxpayer, unless,

upon application by the taxpayer, the Commissioner
permits him, subject to such conditions.as the Com¬
missioner deems necessary, to revoke such election.

« - The election authorized under this subsection in
. ■ the case of a member of a partnership shall be ex¬

ercisable with respect to bonds of the partnership
y only by the partnership. ;I i the case of bonds held
A by a common trust fund, as defined in section 169,
: or by a foreign personal holding company,-as de-
'

fined in section 331, the election; authorized under
this subsection shall be exercisable with respect to

r

such bonds only by the common trust fund or for¬
eign personal holding company.. - . , - - .

"(d) Definition of- Bond—As used in this section, the
term 'bond' means any bond, debenture, note, or--certif¬
icate or other evidence of indebtedness, issued by any

corporation and bearing interest (including any like
obligation issued by. a government * or political sub¬

division thereof), with interest coupons or in registered
form, but does not include any such obligation which
constitutes stock in trade of the taxpayer or any r.uch
obligation of a kind which would.properly, be included
in the inventory of the taxpayer if on hand at the close
of the taxable year, or any such obligation held by the
taxpayer primarily for sale to customers in the ordinary
course of his trade or business."

"

(c) Adjustment to Basis—Section 113 (b) (1) (relat¬
ing to adjustments to basis) is amended by inserting at
the end thereof the following new subparagraph: ■ " .

rr V7. ?.• "(H) in the case of any bond (as defined in sec-
tion 125) the interest on which is wholly exempt

Svys from the tax imposed by this chapter, to the extent
of the amortizable bond premium disallowable as

, - ,V a deduction pursuant to section 125 (a) (2), and in
the case of any olher bond (as defined in such

. V-' section) to the extent of the deductions allowable

pursuant tosection- 125 (a) (1) with respect
f v, Vthereto." A i-
- (d). Credits of Estate or Trust and Beneficiary—Sec¬
tion 163 (relating to credits of estate or trust and bene¬

ficiary) is amended by inserting at the end thereof the
following .new .subsection:., - ^-V-/:•'*7:.,fo.,,
.' "(c),Credits of Estate or Trust and Beneficiary in
Case of Bond Premium—If the estate or trust elects
under section 125 to treat the premium on bonds, the
interest on which is allowable as a credit under section
25 (a) (1) or (2), as amortizable, ./-'-v

'

"(1) For the purposes of subsection (a) (2), the
- credits allowed by section 25 (a) shall be reduced

as provided in section 125 (a) (3); j:
• .V/. "(2) For the purposes of subsection (b), the pro-
i iportionate share of the legatee, heir, or beneficiary
: • of such interest shall be his proportionate share of

such interest (determined without regard to this
t . paragraph) reduced by so much of the deduction
: V; under section 23 (v) as is attributable to such

./share. The remainder of such deduction, for the
purposes of the last sentence of subsection (b),

; shall be applied in reduction of such credits of the
estate or. trust." .. / ,

(e) Credit of Participant in Common Trust Fund for
Partially Tax-Exempt Interest—Section 169 (c) (2)
(relating to credits of participants) is amended by in¬

serting at the end thereof the following new sentence:
'.'If the common trust fund elects under section 125 to

treat the premium on bonds, the interest on which is
allowable as a credit under section 25 (a) (1) or (2),
as amortizable, for the purposes of the preceding sen¬
tence the proportionate share of the participant of such
intei'est received by the common trust fund shall be his
proportionate share of such interest (determined with¬
out regard to this sentence) reduced by so much of the
deduction under section 23 (v) as is attributable to such
share." /-■ zZ i■:: /.•:?/;•/' -''^/v''
; . (f) Credit of Partner for Partially Tax-Exempt Inter¬
est—Section 184 (relating to credits of partners) is
amended by inserting at the end thereof the following
new sentence: "If the partnership elects under section
125 to treat the premium on bonds, the interest on which
is allowable as a credit under section 25 (a) (1) or (2),
as amortizable, for the purposes of the preceding sentence
the partner's proportionate share of the interest received
by the partnership shall be his proportionate share of
such interest (determined without regard to this sen¬

tence) reduced by so much of the deduction under sec¬
tion 23 (v) as is attributable to such share."
,:/(g) Credit of United States Shareholder for Partially
Tax-Exempt Interest—Section 337 (c) (relating to cred¬
its of United States shareholders) is amended by insert¬
ing at the end thereof the following new sentence: "If the
foreign personal holding company elects under section
124 to treat the premium rn bends, the interest on which
is allowable as a credit under section 25 (a) (I) or (2), as

amortizable, for the purposes of the preceding sentence
each United States shareholder's proportionate share of
such interest received by the foreign personal holding
company shall be his proportionate share of such inter¬
est (determined without regard to this sentence) reduced
by so much of the deduction under section 23 (v) as is
attributable to such share."
< (h) Credit of Shareholder of Personal Service Corpo¬
ration for Partially Tax-Exempt Interest—Section 394
(e) (relating to the credits of shareholders of a personal
service corporation) is amended by inserting at the end
thereof the following new sentence: "For any taxable
year of the ^corporation beginning after December 31,
194L each such shareholder's proportionate share of such
Interest received by the corporation shall be his propor¬
tionate share of su'ch interest (determined without re¬

gard to this sentence) reduced by so much of the deduc¬
tion under section 23 (v) as is attributable to such share.'-.
< (i) Cross References—

(1) Section 25 (a) (2) (relating to credits for
•

• normal tax) is amended by inserting at the end
fA-:thereof the following: "(For reduction of credit un-

; -under paragraph (1) or (2) on account of amortize
able bond premium, see section 125)."

T *(2) Section 26 (a) (relating to credits of corpora-
1 1 tions) is amended by inserting at the end thereof the

following: "(For reduction of credit under this sub-
, • section on account of amortizable bond premium, see
1 A section 125)."

SEC. 127. Deduction for Medical, Dental, Etc., Expenses

( (a). Allowance of Deduction—Section 23 (relating to
deductions from gross income) is amended by inserting
at the end thereof the following new subsection:
•-"(x) Medical, Dental, Etc., Expenses — Except as
limited under paragraph (1) or (2), expenses paid during
the taxable year, not compensated for by insurance or

otherwise, for medical care of the taxpayer, his spouse,'
or a dependent specifed in section 25 (b) (2) (A) of the
taxpayer. The term 'medical care,' as used in this sub¬
section, shall include amounts paid for the diagnosis,
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cure, mitigation, treatment, or prevention of disease, or
for the purpose of affecting any structure or function-of
the body (including amounts paid for accident or health
insurance).

^ 1 " " . " -' ' . \.
"

"(1) A husband and-wife who file a joint'return
may deduct only such expenses as exceed 5 per cen-

- turn of the aggregate net income of such .husband
and wife, computed without the benefit of this sub¬
section, and the maximum deduction for the taxable
year shall be not in excess of $2,500 in the case of
such husband and wife. . £.- \

"(2) An individual who files a separate return
"

may deduct only such expenses as exceed 5 per cen-
turn of the net . income of the taxpayer, computed
without the benefit of this subsection, and the max¬
imum deduction for the taxable year shall be not in
excess of $2,500 in the case of the head of a family,
and not in excess of $1,250 in the case of all other
such individuals." 7: 7777a./

"1: (b) Items Not.Deductible—Section 24 (a) (relating to
items not deductible) is amended by striking paragraph
1 and inserting in lieu thereof the following: A-a-V"'
... "(1) Personal, living, or family expenses, except

extraordinary medical expenses deductible under
section 23 (x);'\ . A /

AA (c) Charitable Deductions—Section 23 (o) (relating to
deduction for charitable and other contributions) is
amended by striking the period at the end of the next to
the last sentence and by inserting in lieu thereof the
following: "or of subsection (x)." AAAAA'aAAA/T/A^

'

\ (d) Compensation From Insurance—Section 22 (b) (5)
(relating to exclusion from gross income of compensation
lor injuries or sickness) is amended by striking out
"Amounts received" and inserting in lieu thereof "Except
in the case of amounts attributable to (and not in excess

of) deductions allowed under section 23 (x) in any prior
taxable year, amounts received". v - /« » A"'A
SEC. 128. Deduction of Certain Amounts Paid To Co¬

operative Apartment Corporation

Section 23 (relating to deductions from gross income)
is amended by inserting at the end thereof the following
new subsection: 7'A

• "(z) Amounts Represeting Taxes and Interest Paid to
Cooperative Apartment Corporation— • ;

."(1) In General—In the case of a tenant-stock-
A holder (as defined in paragraph (2)), amounts, not

otherwise deductible, paid or accrued to a coopera¬
tive apartment corporation within the taxable year,
if such amounts represent that proportion of the real
estate taxes on the apartment building and the land
on which it is situated, allowable as deductions under
subsection (c), paid or incurred by the corporation,
or of the interest paid or incurred by the corporation

•

-on its indebtedness contracted in the acquisition,
construction, alteration, rehabilitation, or mainte¬
nance of such apartment building or in the acquisi¬
tion of the land on which the building is located,

A which the stock of the corporation owned by the
tenant-stockholder is of the total outstanding stock

- A of the corporation, including that held by the corpo¬
ration.
\ (2) .Definitions—For the purposes of this sub¬
section— '

"

(A) Cooperative Apartment Corporation—The
term 'cooperative apartment corporation' means a
corporation—

• "(i) having one and only one class; of stock
outstanding, , ;

"(ii) all of the stockholders of which are en¬

titled, solely by reason of their ownership of
stock in the corporation, to occupy for dwelling
purposes apartments in a building owned or
leased by such corporation, and who are not
entitled, either conditionally or unconditionally,
except upon a complete or partial liquidation of

- V
, * the corporation, to receive any distribution not

out of earnings and profits of the corporation,
- and - -

"(iii) 80 per centum or more of the gross in¬
come of which for the taxable year in which the
taxes and interest described in paragraph (1)
are paid or incurred is derived from tenant-
stockholders.

"(B) Tenant-Stockholder — The term 'tenant-
, . . stockholder' means an individual who is a stock¬

holder in a cooperative apartment corporation, and
-

, ,, whose stock is fully paid-up in an amount not less
than an amount shown to the satisfaction of the
Commissioner as bearing a reasonable relationship

. r • „ . to the portion. of the value of the corporation's
•equity in the building and the land on which-it< is
situated which is attributable to the apartment
which such individual is entitled to occupy." v \

SEC. 129. Deduction Denied if Proceeds Used To Pay
For Insurance \ ^ ;

Section 24 (a) (relating to items not deductible) is
amended by striking out "or" at the end of paragraph
(4), and striking out the period and inserting a semi¬
colon, and at the end of the subsection adding the follow¬
ing new paragraph: . V • AV

"(-3) Any amount paid or accrued on indebtedness
incurred or continued to purchase a single premium

~ life insurance or endowment contract. For the pur¬

poses of this paragraph, if substantially all the
•

premiums on a life insurance or endowment con¬
tract are paid within a period of four years from the
date on which such contract is purchased, such\con-

, tract shall be considered a single premium life in¬
surance or endowment contract; or". v

SEC. 130. Taxes and Other Charges Chargeable to Cap¬
ital Account not Deductible but Treated as

Capital Items : .

(a)' Deductions Not Allowable—Section 24 (a) (relat¬

ing to items not deductible) is amended by inserting at -

V the" end thereof the following new paragraph: .

.iv."(-7)'. Amounts paid,, or accrued - for such taxes and ]
carrying charges as, under regulations prescribed by,

, ;l .. the* Commissioner with the approval of the Secre-'
A, •; tary, are chargeable to capital account with respect *
A' , to property, if the taxpayer elects, in accordance r

with such regulations, to treat such taxes or charges .

; AA .as so chargeable." > ;• A'" v
,- (b), Technical Amendment—Section 113 (b) (1) (A) A

, (relating to adjustment of basis) is amended by striking
out ", including taxes and other carrying charges on

,• unimproved and unproductive real property". • -

SEC.' 131. Reduction of Personal Exemption and Credit 7..
'

r, "f
. For Dependents-—Requirement for Return

/..A'. (a) Personal Exemption— -A AAA"''A' :■•//;/;A.. A.-;.A
r A A yr'r(lLGeneral; Rule—Section 25 (b) (1) (relating ;to l

i Personal exemption) is amended to read as follows:
: r.'v HX) .Personal Exemption—In the case of a single A

aAaA'' person or a married person not living with husband -

or wife, a personal exemption of $500; or in the case
, a :> of the head of a family or a married person living •

. .A .with husband or wife, a personal exemption of $1,200. -

A A husband and wife living together shall receive but •

«::;A -one personal exemptiom The amount of such per-;
; ^; sonal exemption shall be $1,200. If such husband 'v
! and wife: make separate returns, the personal ex- •

f ';"-y emption may be taken by either or divided between '
..AA/A them."./ A,.... •/\.- aA7' VA;- AAr;:/,AA:;/?; ' 7
v (2) Nonresident Aliens—Section 214 (relating to A
A-- • y;y _ personal exemption of nonresident alien individuals) A'

is-amended to read as' follows: /•' '•••'*, : •"

^ "SEC? 214. Credits Against Net Income 7
)■ - - ... A'ln the. case of a nonresident alien individual the A
r personal exemption allowed by section 25 (b) (1) of
r . A this chapter shall, except as hereinafter provided in &
; ; the case of a resident of a contiguous country, bey
"

A* only $500. In the case of a nonresident alien in¬
dividual residing in a contiguous country who is .

; -A- m&rried and living with husband or wife or who is -

; v : the head of a family, the personal exemption shall /

y. ; . be that:specified in section 25 (b) if such contiguous <•

AAA country allows to citizens of the United States not.
residing in such country who are married and living/

A-/ with husband or wife and to citizens of the United 7

y ; a States not: residing, in such country who are heads of
/y V AvfamiliesThe same personal exemption as that allowed /

.a-citizens of such country who are married and. living •

y.. V; with husband or wife or who are heads of families, *
yA . /as the case may be. The credit for dependents al- t.

5 A lowed.by.-section 25 (b) (2) shall not be allowed in
7 : : /.'7 the case of .a non-resident alien individual unless he

■

y ■ y is a resident of a. contiguous, country."' : /;

y . .. (3 Citizens of Possessions, Etc.—Section 251 (f) •

yy(relating -to•personal exemption of citizens entitled .

y f to benefits of section 251) is amended by striking.
Wy-y- out "$750", and inserting in lieu thereof "$500". * ■,%
"

y (b) Credit for Dependents—Section 25 (b) (2) (A) >

(relating to credit for dependents) is. amended by strik- .

; .ing out "$400" and inserting in lieu thereof "$350".
/ / (c)' Return Requirement—" * ' •

y\; y* (1) General Rule-r-Section 51.(a) (relating to gen-
y 7 ?ral requirement of return), is amended by striking a
? . .out ''$1,500" wherever occurring therein and insert-
: - -

. ing in lieu thereof "$1,200" and by striking out
•

. "$750" and inserting in lieu thereof "$500". l;$
■ -(2) Fiduciary. Returns—Section 142 (a) (requir-

-

. - 7 ing returns of fiduciaries) is amended by striking
out "$1,500" wherever occurring therein and insert¬
ing in lieu thereof "$1,200", and by striking out

•. "$750" wherever occurring therein and insetting in *
lieu thereof "$500". • ' / ;

. (3) Information Returns—Section 147 (a) (relat-
■ ing to information at the source) is amended by.

A/: striking out "$750" wherever occurring therein and *
• " inserting in lfeu thereof "$500".

, ■ * *

,SEC.? 132. -Computation of Net Operating Loss Credit •

- . and Dividends'JPaid Credit
. , - (a); Net Operating Loss Credits >
.

, . - (1) ..Limitations—Section 26 (c) (1) (relating to
amount /of net operating Toss credit): is amended .to '

; • . read as follows: r , '

"(1) Amount of Credit—The amount of net oper- •

y v..bating loss (as defined in-paragraph (2)) of the cor- -

; / > poration for the preceding taxable year (if begin-
7 • r > ning after- December 31-,; 1937) but not in excess of '
r - * {A) the section 102 net income for the taxable year, y

•

- «
. in-the case -of the tax imposed by section 102; (B)

i - 7 the Supplement P net income fpr the taxable year,
■if • -in the case of the computations required under Sup- ••

plement P; or. (C) the Subchapter A net income for
- the -taxable year, in the case of the tax imposed }

/ ? y ;y under Subchapter A." - ; r- > • •

:(2) Net Operating Loss Deduction—Section 26 (c)
, „ .(2) is amended by inserting after subparagraph (B)
7-.. , / the following new subparagraph: -ry
./'/>•-A-?v/y'(C) For the purposes of this paragraph, the net
, - -• operating loss deduction provided in section 122
? -T shall not be allowed."- ----- - •

- (3) Clerical Amendment-^-Section . 26 (c) (2) is'
r amended by striking out "section" where it appears '
> •; the. second and fourth times and inserting in lieu :
r • - / thereof "chapter". .. - ;
/ (b)- Basic Surtax Credit—The last sentence of section
t 27 (b). .(relating to definition of basic surtax- credit) is

amended to read as follows: - "The aggregate of the
'

amounts.under paragraphs (2) and- (3) shall not exceed
? (A) the. section 102 net income for the taxable year, in '
, the ca^e.of.the tax.imposed by section.102y (B) the Sup- -
"

.plement P-net income for the taxable year, in the case
'

of the computations required under Supplement P; or .

/.(C) the Subchapter A net income for the taxable year,
in the case, of the tax imposed under Subchapter A."

(c) Dividend Carry-Over—Section 27 (c) (relating to
dividend carry-over) is amended to read as follows:

"(c) Dividend Carry-Over—There shall be computed
with respect to' each taxable year of a corporation a
dividend carry-over to such year from the two preceding
taxable years, which shall consist of the sum of—

;/", "(1) The amount of the basic surtax credit for the
.... second preceding taxable year, reduced by the Sub¬

chapter A net income for such year, and further re¬
duced by the amount, if any, by which the Sub-

"

chapter A net income for the first preceding taxable
year exceeds the sum of—

.\• "(A) The basic surtax credit for such year; and
"(B) The .excess, if any, of the basic surtax

•f *, credit for the third preceding taxable year over
■: . the Subchapter A net income for such year; and .

"(2). The amount, if any, by*which the basic sur-
,A tax credit for the first preceding taxable year ex¬

ceeds the Subchapter A net income for sucu year. In
/: ,.• the case of a preceding taxable year referred to in

; 7 this subsection, the Subchapter A net income shall
be determined as if the corporation was, under the

-•/, law applicable to such taxable year, a personal
holding company."

.(d) Technical Amendment—Section 504 (a) (relating
to definition of undistributed Subchapter A net income)
is amended by striking out ", and, in the computation
of the dividend carry-over for the purposes of this sub¬
chapter, the term, adjusted net income, as used in section
27 (c) means the adjusted net income minus the deduc¬
tion allowed for Federal taxes under section 505 (a) (1)".

. j (e) Years to Which Amendments Applicable — The
amendments made by this section shall be applicable
only with respect to taxable years beginning after De¬
cember 31, 1939, but shall be applicable in the computa¬
tions with respect to previous taxable years for the pur¬

pose of ascertaining the amount of any dividend carry¬
over from' such previous taxable years.

SEC. 133. Credit for Dividends Paid on Certain Preferred

; ' Stock 77/;77/7': a''/: V7/7'777;7':—7
Section 26 is amended by inserting at the end thereof

the following new subsection:
"(h) Credit for Dividends Paid on Certain Preferred

Stock—

"(1) Amount of credit—In the case of a public
y/r utility, the amount of dividends paid during the tax-

able year on its preferred stock. The credit pro-
Avided in this subsection shall be subtracted from the

basic surtax.credit provided in section 27.
77 "(2)J Definitions—As used in this subsection and

section 15 (a)—
.

.. "(A) Public Utility—The term 'public utility'
: .,7 means a corporation engaged in the furnishing of

telephone service or in the sale of electric energy,
. ...A. gas, or water, if the rates for'such furnishing or

. sale, as the case may be, have been established or

approved by a State or political subdivision there¬
of or . by an agency or instrumentality of the

^ , United States or by a public utility or public ser-
- / vice commission or other similar body of the Dis-
/. trict of Columbia or of any State or political sub-

777111 division thereof.
>"(B.) Preferred Stock — The term "preferred

stock' means stock issued prior to October 1, 1942,
which during the whole of the taxable year (or the
part of the taxable year after its issue) was stock

A the dividends in respect of which were cumula¬
tive, limited to the same amount, and payable in
preference to the payment of dividends on other
stock."

SEC. 134. Income In RespecF of Decedents 7
(a) General Rule—The last sentence of section 42 (a)

(relating to inclusion in gross income of amounts ac¬
crued up to death of taxpayer) is amended to read as
follows: "In the case of the death of a taxpayer whose
net income is computed upon the basis of the accrual
method of accounting, amounts (except amounts includ¬
ible in computing a partner's net income under section
182) accrued only by reason of the death of the taxpayer
shall not be included in computing net income for the
period in which falls the date of the taxpayer's death."

(b) Deductions and Credits—The last sentence of sec¬

tion 43 (relating to deductions and credits accrued up
to death of taxpayer) is amended to read as follows:
"In the case of the death of a taxpayer whose net income
is computed upon the basis of the accrual method of
accounting, amounts (except amounts includible in com¬

puting a partner's net income under section 182) ac¬
crued as deductions and credits only by reason of the
death, of the taxpayer shall not be allowed in computing
net income for the period in which falls the date of the
taxpayer's death.",

(c) Cross Reference—Section 22 (relating to definition
of gross income) is amended by inserting at the end
thereof the following:

"(1) Income of Decedents—For inclusion in gross in¬
come of certain amounts which constituted gross income
in respect of a decedent, see section 126."

?i
(d) Deductions of Estate—Section 23 (relating to de¬

ductions) is amended by inserting at the end thereof
the following:

"(w) Deductions of Estate, Etc., on Account of De¬
cedent's Deductions—

• '(1) In the case of a person described in section
,126 (b), the amount of the deductions in respect of
a decedent to the extent allowed by such subsection.

"(2) In the case of a person described in section
'

126 (a), the amount of the deductions in respect of
a decedent to the extent allowed by section 126 (c)."

(e) The Internal Revenue Code is amended by insert¬
ing after section 125 the following new section:

"SEC. 126. Income In Respect of Decedents

"(a) Inclusion in Gross Income—
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"(1) General rule—The amount of all items of
gross income in respect of a decedent which are not

■ properly includible in respect of the taxable period
in which falls the date of his death or a prior period
shall be included in the gross income, for the taxable
year when received, of:

"(A) the estate of the decedent, if the right to
receive the amount is acquired by the decedent's
estate from the decedent;

"(B) the person who, by reason of the death of
the decedent, acquires the right to receive the
amount, if the right to receive the amount is not
acquire^ by the decedent's estate from the dece-
dent; or -

"(C) the person who acquires from the decedent
the right to receive the amount by bequest, de¬
vise, or inheritance, if the amount is received
after a distribution by the decedent's estate of such
right. ' .v

"(2) Income in case of sale, etc.—If a right, de¬
scribed in paragraph (1), to receive an amount is
transferred by the estate of the decedent or a person
who receives such right by reason of the death of
the decedent or by bequest, devise, or inheritance
from the decedent," there shall be included in the
gross income of the estate or such person, as the
case may be, for the taxable period in which the
transfer occurs, the fair market value of such right,
at the time of such transfer plus the amount by
which any consideration for the transfer exceeds
such fair market value. For the purposes of this
paragraph, the term 'transfer' includes sale, ex¬
change, or other disposition, but does not include a
transfer to a person pursuant to the right of such
person to recive such amount by reason of the death
of the decedent or by bequest, devise, or inheritance
from the decedent. '• "

"(3) Character of income determined by reference
to decedent—The right, described in paragraph (1),
to receive an amount shall be treated, in the hands of
the estate of the decedent or any person who ac¬

quired such right by reason of the death of the
decedent, or by bequest, devise, or inheritance from
the. decedent, as if it had been acquired by the estate
or such person in the transaction by which the dece¬
dent acquired such right; and the amount includible
in gross income under paragraph (1) or (2) shall
be considered in the hands of the estate or such

person to have the character which it would have
had in the hands of the decedent if the decedent
had lived and received such amount.

"(b) Allowance of Deductions and Credit—The
amount of any deduction specified in section 23 (a),
(b), (c), or (m) (relating to deductions for expenses,
interest, taxes, and depletion) or credit specified in
section 31 (foreign tax credit), in respect of a decedent
which is not properly allowable to the decedent in re¬
spect of the taxable period in which falls the date of his
death, or a prior period, shall be allowed:

"(1) Expenses, interest, and taxes—In the case
of a deduction specified in section 23 (a), (b), or
(c) and a credit specified in section 31, in the tax¬
able year when paid,—

"(A) to the estate of the decedent; except that
"(B) if the estate of the decedent is not liable

to discharge the obligation to which the deduction
or credit relates, to the person who, by reason of

p i death of the decedent or by bequest, devise, or
inheritance acquires, subject to such obligation,
from the decedent an interest in property of the
decedent.

?'(2) Depletion—In the case of the deduction speci¬
fied in section 23 (m), to the person described in
subsection (a) (1) (A), (B), or (C) who, in the
manner described therein, receives the income to
which the deduction relates, in the taxable year
when such income is received.

"(c) Deduction for Estate Tax—
"(1) Allowance of deduction—A person who in¬

cludes an amount in gross income under subsection
(a) shall be allowed, for the same taxable year, as
a deduction an amount which bears the same ratio
to the estate tax attributable to the net value for
estate tax purposes of all the items described in
subsection (a) (1) as the value for estate tax pur¬

poses of the items of gross income or portions there-
r of in respect of which such person included the

• ; amount in gross income (or the amount included in
gross income, whichever is lower) bears to the
value of estate tax purposes of all the items de¬
scribed in subsection (a) (1). ...

"(2) Method of computing deduction — For the
purposes of paragraph (1):

"(A) The term 'estate tax' means the tax im¬
posed upon the estate of the decedent under sec¬
tion 810 or 860, reduced by the credits against
such tax, plus the tax imposed upon the estate of
the decedent under section 935, reduced by the
credits against such tax.

"(B) The net value for estate tax purposes of
of all items described in subsection (a) () over

be the excess of the value for estate tax purposes
of all items described in subsection (a) (1) over

the deductions from the gross estate in respect of
claims which represent the deductions and credit
described in subsection (b).

"(C) The estate tax attributable to such net
value shall be an amount equal to the excess of
the estate tax over the estate tax computed with¬
out including in the gross estate such net value."

(f) Effective Date.of Amendments—The amendments
made by subsections (a) and (b) of this section shall be
applicable with respect to taxable years beginning after
December 31, 1942, and the amendments made by sub¬
sections (c), (d), and (e) of this section shall be ap¬

plicable with respect to taxable years ending after De¬
cember 31, 1942.

(g) Taxable Years Before 1943—In case the taxable
period in which falls the date of the death of the dece¬
dent began after December 31, 1933, and before January
1, 1943, the tax for such taxable period shall be computed
as if provisions corresponding to the provisions of sec- ;
lions 42 (a) and 43 of the Internal Revenue Code, as
amended by subsections (a) and (b) of this section, were
a part of the Revenue Act of 1934, the Revenue Act of
1936, the Revenue Act of 1938, or the Internal Revenue
Code, whichever is applicable to such taxable period.
In the case of the estate of such a decedent and of each

person who acquires by reason of the death of such
decedent or by bequest, devise, or inheritance from such/'
decedent the right to receive the amount of items of
gross income of the decedent which upon the application ,;,
of the preceding sentence are not properly includible )
in respect of the taxable period in which falls the date})
of the decedent's death or a prior period, the tax for
each taxable period ending on or after the date on
which the decedent died shall be computed by including
in gross income the amounts with respect to such dece¬
dent which would be includible, and by allowing as de¬
ductions and credits the amounts with respect to such
decedent which would be allowable, if provisions cor¬

responding to the provisions of the section inserted in
the Internal Revenue Code by subsection (e) of this
section were a part of the law applicable to such taxable
period. The provisions of this subsection shall not be
applicable unless there are filed with the Commissioner
(in accordance with regulations prescribed by the Com¬
missioner with the approval of the Secretary, and at the
time prescribed by such regulations) signed consents
made under oath by the fiduciary representing the estate
and by each such person (or if any such person is no
longer in existence or is under disability, by his legal
representative) that with respect to such amounts the
tax of the estate, or the tax of such person, as the case
may be, shall be computed under the provisions of this
subsection for each taxable period ending on or after the
date of the death of the decedent and the tax of the
decedent shall be computed under such provisions for
the taxable period of the decedent , in which falls the
date of his death. If such consent is filed after the time
lor the filing of the return with respect to any such tax¬
able period, the deficiency resulting from the failure to
compute the tax for such taxable period in accordance
with such consent shall be paid on the date of the filing
of the consent with the Commissioner, or on the date
prescribed for the payment of the tax for the taxable
period, whichever is later, and the period of limitations
provided in sections 275 and 276 of the Internal Revenue
Code or a corresponding provision of a prior revenue
law on the making of assessments and the beginning of
distraint or a proceeding in court for collection shall with
respect to such deficiency include one year immediately
after the date the consent was filed, and such assessment
and collection may be made notwithstanding any pro¬
vision of the internal revenue laws or any rule of law
which would otherwise prevent such assessment and
collection. The period within which claim for credit
or refund may be filed, or credit or refund allowed or
made if no claim is filed, with respect to any overpay¬
ment resulting from the failure to compute the tax for
any such taxable period (except the taxable period of
the decedent in which falls the date of his death) in ac¬

cordance with such consent shall include one year im¬
mediately after the date of the filing of the consent, and
credit or refund may be allowed or made notwithstand¬
ing any provision of the internal revenue laws or any
rule of law which would otherwise prevent such credit
or refund, but no interest shall be allowed or paid with
respect to any such overpayment. The provisions of
section 322 (b) (2) and (3) of the Internal Revenue
Code or a corresponding provision of a prior revenue
law shall not apply to the refund of any such overpay¬
ment. If the application of this subsection to the tax¬
able period of the decedent in which falls the date of
his death results in a deficiency for such taxable period,
and if the income tax of the decedent for such period
was deducted in computing the net estate of the dece¬
dent under Chapter 3 of the Internal Revenue Code or
under a corresponding title of a prior revenue law, and
if at the time such deficiency is assessed credit or refund
of any resulting overpayment in respect of the taxes
imposed by such Chapter 3 or corresponding title upon
such net estate is prevented by any provision of the in¬
ternal revenue laws or by any rule of law, then the
amount of such deficiency which is assessed and collected
shall be reduced by the amount of such resulting over¬
payment under such Chapter 3 or corresponding title
which would be credited or refunded if credit or refund
thereof were not so prevented. This subsection shall
not be deemed to change any provision of law limiting
the allowance of refund or credit with respect to over¬

payments for the taxable period of the decedent m which
falls the date of his death, and no interest shall be al¬
lowed or paid with respect to any overpayment resulting
from the application of this subsection to such taxable
period. If the application of this subsection to the tax¬
able period of the decedent in which falls the date of
his death results in an overpayment for such taxable
period, and if such overpayment was included as part of
the income tax of the decedent which was deducted in

computing the net estate of the decedent under Chapter
3 of the Internal Revenue Code or under a corresponding
title of a prior revenue law, and if, at the time such over¬

payment is credited or refunded the assessment and col¬
lection of deficiencies in respect of the taxes imoosed
by such Chapter 3 or corresponding title upon such net
estate is prevented by anv provision of the internal rev¬
enue laws or by any rule of law, then the amount of
such overpayment which is credited or.refunded shall
be reduced by the amount of the resulting deficiencies

under such Chapter 3 or corresponding title which would
be assessable if the assessment and collection thereof
were not so prevented.

SEC. 135. Returns for a Period of Less Than Twelve
Months

(a) Income Placed on an Annual Basis—Section 47
(c) is amended to read as follows: ;

"(c) Income Placed on Annual Basis—

"(1) General rule—If a separate return is made
under subsection (a) on account of a change in the
accounting period, the net income, computed on the

■ basis of the period for which separate return is
made (referred to in this subsection as 'the short

fvperiod'),<. shall be placed on an annual basis by
multiplying }the amount thereof by twelve, and di-

, viding by the number of months in the short period.
The tax shall be such part of the tax computed on
such annual basis as the number of months in the
short period is of twelve months.

"(2) Exception-—If the taxpayer establishes the
- amount of his net income for the period of twelve

months beginning with the first day of the short
, period, computed as if such twelve-month period

were a taxable year, under the law applicable to

p),; such year, then the tax for the short period shall
■ be reduced to an amount which is such pait of the

tax computed on the net income for such twelve¬
month period as the net income computed on the
basis of the short period is of the net income for the
twelve-month period. The taxpayer (other than a
taxpayer to which the next sentence applies) shall
compute the tax and file his return without the ap¬
plication of this paragraph. If the taxpayer (other

j " - than a corporation) was not in existence at the end
of the twelve-month period, or if the taxpayer is a
corporation and has disposed of substantially all its
assets prior to the end of such twelve-month period,
then in lieu of the net income for such twelve¬
month period there shall be used for the purposes
of this paragraph the net income for the twelve¬
month period ending with the last day of the short
period. The tax computed under this paragraph
shall in no case be less than the tax computed on
the net income for the short period without placing
such net income on an annual basis. The benefits
of this paragraph shall not be allowed unless the
taxpayer, at such time as regulations prescribed

'

hereunder require (but not after the time pre¬
scribed for the filing of the return for the first tax¬
able year which ends on or after twelve months
after the beginning of the short petiod), make3 ap¬
plication therefor in accordance with such regula-

\ tions. Such application, in case the return was
filed without regard to this paragraph, shall be con-

: sidered a claim for credit or refund with respect
to the amount by which the tax is reduced under
this paragraph. The Commissioner, with the ap¬
proval of the Secretary, shall prescribe such regu¬
lations as he may deem necessary for the applica¬
tion of this paragraph."

(b) Income for Certain Taxes Not Placed on Annual
Basis—

(1) Surtaxon Corporations)improperly Accumu¬
lating Surplus—Section 102 is amended by insert¬
ing at the end thereof the following new subsection;

<:"(f) Income Not Placed on Annual Basis—Section
47 (c) shall not apply in the computation of the tax im¬
posed by this section." , . .

, (2) Foreign Personal Holding Companies—Sec¬
tion 336 is amended by inserting at the end thereof
the following new subsection:

"(d) Income Not Placed on Annual Basis—'The net
income shall be computed without regard to section
47 (c)."

(3) Personal Service Corporations—Section 393
is amended by inserting at the end thereof the fol¬
lowing new sentence; "For the purposes of this sec¬
tion, the net income shall be computed without re¬
gard to section 47 (c)."

(4) Personal holding companies—Section 505 is
amended by inserting at the end thereof the fol¬
lowing new subsection:

"(e) Income Not Placed on Annual Basis—The net
income shall be computed without regard to section
47 (c)."

(c) Returns Where Taxpayer Not In Existence for
Twelve Months—Section 47 is amended by inserting at
the end thereof the following new subsection:

"(g) Returns Where Taxpayer Not In Existence For
Twelve Months—In the case of a taxpayer not in exist¬
ence during the whole of an annual accounting period
ending on the last day of a month, or, if the taxpayer
has no such annual accounting period or does not keep
books, during the whole of a calendar year, the return
shall be made for the fractional part of the year dur¬
ing which the taxpayer was in existence."

(d) Short Taxable Year—The second sentence of sec¬

tion 48 (a) is amended to read as follows: " 'Taxable
year' means, in the case of a return made for a frac¬
tional part of a year under the provisions of this chap¬
ter or under regulations prescribed by the Commissioner
with the approval of the Secretary, the . period for
which such return is made." V '

SEC. 136. Declaration That Return Made under Penal¬
ties for Perjury in Lieu of Oath

(a) Declaration on Returns—So much of the first
sentence of section 51 (relating to requirement of in¬
dividual returns) as reads as follows: "The following
individuals shall each make under oath a return stating"
is amended to read as follows: "The following indivi¬
duals shall each make a return, which shall contain or

be verified by a written declaration that it is made un¬

der the penalties of perjury, stating".
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(b) Penalty—Section 145 (relating to penalties) is
amended by inserting after subsection (b) the follow¬
ing new subsection:
."(c) Any individual who wilfully makes and sub¬

scribes a return which he does not believe to be true
and correct as to every material matter, shall be guilty
of a felony, and, upon conviction thereof, shall be sub¬
ject to the penalties prescribed for perjury in section
125 of the Criminal Code." :h;:.

- (c) Clerical Amendments—Section;145 (c) is amended
by striking out "(c)" and inserting in lieu thereof "(d)"
and section 145 (d) is amended by striking out "(d)"
and inserting in lieu thereof "(e)",
SEC. 137. Exemption of Voluntary Employees' Benefi-

• ■'
■ ciary Associations. '-.n'

'

(a) Exemption of Voluntary Employees' Beneficiary
Association—Section 101 (16) of the Internal Revenue
Code, and of the Pievenue Acts of 1938, 1936, and 1934,
and section 103 (16) of the Revenue Acts of 1932 and
1928, are amended to read as follows: .

"(16) Voluntary employees' beneficiary associa¬
tions providing for the payment of life, sick, acci-
dent, or other benefits to the members of such asso-
ciation or their dependents, if (A) no part of their

'

net earnings inures (other than through such pay-
, ments) to the benefit of, any private shareholder or

individual, and (B) 85 per centum or more of the
income consists of amounts collected from members

. and amounts contributed to the association by the
employer of the members for the sole purpose of
making such payments and meeting expenses;". ;

(b) Retroactive Effect—For the purposes of the In¬
ternal Revenue Code and the Revenue Acts of 1928,
1932, 1.934, 1936, and 1938, the amendments made to thb
Internal Revenue Code and those Acts by subsection (a)
of this section shall be effective as if they were a part
of the Internal Revenue Code and such revenue Acts
on the respective dates of their enactment.

• (c) Amendments Inapplicable to Employment Taxes
—The amendments made by this section shall not apply
to the employment taxes imposed by Subchapters A
and C of Chapter 9 of the Internal Revenue Code, or
the corresponding provisions of a prior law.
SEC. 138. Denial of Capital Loss Carry-Over to Section

; ; 102 Companies
That part of section, 102 (d) (1) (relating to defini¬

tion of section 102 net income) which precedes subpara¬
graph <A) is amended to read as follows:

. "(1) Section 102 Net Income—The term 'section
v

102 net income' means the net income, computed
V without the benefit of the capital loss carry-over

provided in section 117 (e) from: a taxable year
•

which begins after December 31, 1940, and computed
without the net operating loss deduction provided
in section 23 (s), minus the sum of—".

SEC. 139. Compensation for Services Rendered for A
Period of Thiryt-Six Months or More

a (a) Section 107 is amended to read as follows:
"SEC. 107. Compensation for Services Rendered For a

Period of Thiryt-Six Months or More
• "(a) Personal Services—If at least 80 per centum of

the total compensation for personal services covering a
period of thirty-six calendar months or more (from the
beginning to the completion of such services) is re-
ceivecl or accrued in one taxable year by an individual
or a partnership, the tax attributable to any part thereof
which is included in the gross income of any individual
shall not be greater than the aggregate of the • taxes
attributable to such part had it been included in the
gross income of such individual ratably over that part
of the period which precedes the date of such receipt or
accrual.

"(b) Patent, Copyright, Etc,—For the purposes of
this subsection, the term 'artistic work or invention, in
the case of an individual, means a literary, musical, or
artistic composition of such individual or a patent or
copyright covering an invention of or a literary, musi¬
cal, or artistic composition of such individual, the work
on which by such individual covered a period of thirty-
six calendar months or more from the beginning to
the completion of such composition or invention. If,
in the taxable year, the gross income of any individual
from a particular artistic work or invention by him is
not less than 80 per centum of the gross income in re¬
spect of such artistic work or invention in the taxable
year plus the gross income therefrom in previous tax¬
able jxars and the twelve months immediately succeed¬
ing the close of the taxable year, the tax attributable to
the part of such gross income of the taxable year which
is not taxable as a gain from the sale or exchange of
a capital asset held for mere than 6 months shall not
be greater than the aggregate of the taxes attributable
to such part had it been received ratably over that part
of the period preceding the close of the taxable year
but riot more than thirty-six calendar months.

v

"(c) Fractional Parts of a Month—For the purposes
of this section a fractional part of a month shall be dis¬
regarded unles it amounts to more than. ha If month
in which case it shall be considered as a month."

• (b) The amendment made by* subsection (a) shall be
applicable to taxable years beginning after December-
31 1940 but with respect to a taxable year beginning
after December 31, 1940. and not beginning .after De¬
cember 31, 1841, the period specified in such subsection
shall be sixty months in lieu of thirty-six months, and
the percentage specified in such subsection Shall be 75
per centum in lieu of 80 per centum.
SEC. 149. Certain Fiscal Year Taxpayers

(a) Computation of Tax for Year Ending/in. 1842—
The Internal Revenue Code is amended- by inserting
after section 107 the following new section:

"SEC, 108. Taxable Years Beginning In 1941 and Ending
After June 30, 1942

"(a) General Rule—:In the case of a taxable year be¬
ginning in 1941 ancl ending after June 30, 1942,Uhe tax
imposed by sections 11, 12, 13, 14, and 15 shall be— •

. "(1) Corporations—In the case of a corporation an
h/ amount equal to the sum of—

"(A) that portion of a tentative tax, computed
without regard to section 14.0 of the Revenue
Act of 1842,'which the number of days in such

■ taxable year before July 1, 1942, bears to the total
■

: mimber of days in such taxable year, plus
nl "(B) that portion of a tentative tax, computed

as if the amendments made by section 105 (a) and
the amendments made by sections 105 (b) (other

( , than those relating to dividends on the preferred
; v stock of public utilities) (c), (d), and (e) (1) of

• the Revenue Act of 1942 were applicable to such
taxable year, which the number of days in such

1. taxable year after June 30, 1942, bears to the total
number of days in such taxable year, hh::

• "(2) Taxpayers other than corporations—In the
•y. case of a taxpayer other than a corporation, an

amount equal to the sum of—
"(A) that portion of a tentative tax, computed

without regard to section 140 of the Revenue Act
of 1942, which the number of days in such tax¬
able year before July 1, 1942, bears to the total
number of days in such taxable year, plus

"(B) that portion of a tentative tax, computed
as if the amendments made by sections 102 and
103 of the Revenue Act of 1942 were applicable
to such taxable year, which the number of days

'

> , in such taxable year after June 30, 1942, bears to
the total number of days in such taxable year,

•// "(fr) Special Classes of Taxpayers—This section shall
not apply to an insurance company subject to Sup¬
plement G, an investment company subject to Supple¬
ment Q, or a Western Hemisphere Trade Corporation,
as defined in section 109."

g (b) Taxable Years to Which Amendment Applicable
—The amendment made by this section shall be applic¬
able to taxable years beginning in 1941 and ending after
June 30, 1942.

SEC. 141. Western Hemisphere Trade Corporations
The Internal Revenue Code is amended by inserting

after section ICS the following new section:

"SEC, 109. Western Hemisphere Trade Corporations
"For the purposes of this chapter, the term 'western

hemisphere trade corporation' means a domestic corpora-;
tion all of whose business is done in any country or
countries in North, Central, or South America, or in the:
"West Indies, or in Newfoundland and which satisfies
the following conditions:

"(a) If 95 per centum or more of the gross income of
such domestic corporation for the three-year period im¬
mediately preceding the close of the taxable year (or
for such part of such period during which the corpora¬
tion was in existence) was derived from sources other
than sources within the United States; and <

, "(b) If 90 per:-centum or more of its gross income
for such period or such part thereof was derived from
the active conduct of a trade or business."

SECL143. Nonrecognition of Loss and Determination of
Basis in Case of Certain Railroad Reorgani-

*y zations :
, (a) 'Nonrecognition of Loss in Railroacf,1Reorganiza¬

tions—Section 112 (b) . (relating to the recognition of
gain or loss upon the sale or exchange of property) is
amended by inserting at the end thereof the following
new paragraph:

"(9) Loss, not Recognized on Certain Railroad
Reorganizations—No loss shall be recognized if

. property of a railroad corporation, as defined in
section 77m of the National Bankruptcy Act, as

amended, is transferred, after December 31, 1939,
in pursuance of an order of the court having juris¬
diction of such corporation—

"(A) in a receivership proceeding, or

, ' "(B) in a proceeding under section 77 of the
National Bankruptcy. Act, a$L amended,

to a railroad corporation, as defined in section 77m
of the National Bankruptcy Act, as amended, or-'
ganized or made use of to effectuate a plan of re¬

organization approved by the court in such pro¬
ceeding. The term 'reorganization', as used in this
paragraph, shall not be limited by the definition of

V5'-such term in subsection (g)." • • ••
(b) Basis of Property Acquired by Certain Railroad

Corporations—Section 113 (a) (relating to the basis of
the property) is amended by inserting at the end thereof
the following new paragraph: >h-Vr: n

1 : "(20) Property Acquired by Railroad Corpora¬
tion—If the property of a railroad corporation, as

; ' defined in section 77m of the National Bankruptcy
Act, as amended, was acquired after December $1,
1939, in pursuance of an order of the court havihg
jurisdiction of such corporation—
; "(A) in a receivership proceeding, or:-i
J"" "(B) in a proceeding under section 77 of the

National Bankruptcy Act, as amended,
and the acquiring corporation is a railroad corpora¬

tion,as defined in section 77m of the NationfahBank-
ruptcy Act, as amended, organized, or made use of
to effectuate a plan or reorganization approved by
the court in such proceeding, the basis shall be the
same as it would be in the hands cf the railroad cor¬

poration whose property was so acquired. The term
'reorganization', as used in this paragraph, shall not
be limited by the definition of such term in section

' '

112 (g)."
(c) Easis of Property Acquired Pursuant to Railroad

Reorganization Under Section 77B of the National Bank¬

ruptcy Act, as Amended—Section 113 (a) (relating to the
basis of the property) is amended by inserting at the
end thereof the following new paragraph:"

"(21) Property Acquired by Street, Suburban, or
Interurban Electric Railway Corporation—If the

. property of any street, suburban, or interurban elec¬
tric railway corporation engaged as a common car¬
rier in the transportation of persons or property in
interstate commerce was acquired after December
31, 1934, in pursuance of an order of the court hav¬
ing jurisdiction of such corporation in a proceeding
under section 77B of the National Bankruptcy Act,
as. amended, and the acquiring corporation is a
street, suburban, or interurban electric railway en-

gaged as a common carrier in the transportation of
persons or property in interstate commerce, organ¬
ized or made use of to effectuate a plan of reorgan-

V ;■ ization approved by the court in such proceeding,
then, notwithstanding the provisions of section 270
of Chapter X of the National Bankruptcy Act, as

. ; amended, the basis, for any taxable year beginning
after December 31, 1939, shall be the same as it
would be in the hands of the corporation whose
property was so acquired, The term 'reorganiza-

■ ' .tion,' as used in this paragraph, shall not be limited
v by the definition of such term in section 112 (g)." .

\ ; (d) Taxable Years to Which Applicable—The amend¬
ments made by this section shall be applicable to taxable
years beginning after December 31, 1939.

SEC, 143. Basis of Gifts

(a) Gifts After December 31, 1920—The first sentence
of section 113 (a) (2) is amended to read as follows: "If
the property was acquired by gift after December 31.,
1920, the basis shall be the same as it would be in the
hands of the donor or the last preceding owner by whom
it was not acquired by gift, except that if such basis (ad¬
justed for the period prior to the date of the gift as pro-h
vided in subsection (b) is greater than the fair market
value of the property at the time of the gift, then for the
purpose of determining loss the basis shall be such fair
market value."

(b) Transfers in Trust After December 31, 1920—Sec¬
tion 113 (a) (3) is amended to read as follows:

"(3) Transfer, in Trust After December 31, 1920—
If the property was acquired after December 31,
1920, by a transfer in trust (other than by a transfer
in trust by a gift, bequest, or devise) the basis shall

'K- be the same as it would be in the hands of the grant¬
or,, increased in the amount of gain or decreased in
the amount of loss recognized to the grantor upon
such transfer under the law applicable to the year
in which the transfer was made."

SEC. 144. Basis of Property in Case of Optional Value for
Estate Tax Purposes . '■

(a) Basis of Property—Section 113 (a) (5) (relating
to basis of property transmitted at death) is amended
by adding at the end thereof the following new sentence:
"In the case of an election made by the executor under
section 811 (j), the time of acquisition of the property
shall, for the purpose of this paragraph, be the applicable
valuation date of the property prescribed by such section
in determining the value of the gross estate."

(b) Property to Which Amendment Applicable—The
amendment made by this section shall be applicable only
.with respect to property includible in the gross estate of

•ha decedent dying after the date of the enactment of this
Act.

SEC.- 145. Percentage Depletion for Coal, Fluorspar,
Sagger Clay, Rock Asphalt, and

Metal Mines and'Sulphur ' ...

(a) Percentage Depletion — Section 114 (b) (4) is
amended to read as follows:

"(4) Percentage depletion for coal, fluorspar, ball
T> 'rL' and stagger clay, rock asphalt, and metal mines and

sulphur—The allowance for depletion under section
23 (m) shall be, in the case of coal mines, 5 per
centum, in the case of metal mines, fluorspar, ball

Pf^v.and sagger clay or rock asphalt mines, 15 per centum,
and, in the case of sulphur mines or deposits, 23 per

centum, of the gross income from the property dur¬
ing the taxable year, excluding from such gross in¬
come an amount equal to any rents or royalties paid
or incurred bv the taxpayer in respect of the prop¬

erty. Such allowance shall not exceed 50 per centum
of the net income of the taxpayer (computed without

-: allowance for depletion) from the property, except
that in no case shall the depletion allowance under
section 23 (m) be less than it would be if computed
without reference to this paragraph."

(b) Discovery Depletion Not Applicable to Fluorspar,
Ball and Sagger Clay or Brick Asphalt Mines—Section
114 (b) (2) is amended by striking out "metal, coal, or
sulphur mines" and inserting in lieu thereof "metal, coal,
fluorspar, ball and sagger clay, rock asphalt, or sulphur
mines".

SEC. 140. Effect on Earnings anil Profits of Wash Sale
^...I Losses.'

(a) Wash Sale Losses Not Recognized—Section 115
(1) (relating to earnings and profits of corporations) is
amended by inserting after the third sentence thereof
the following new sentence: "For the purposes of this
subsection, a loss with reject to which a deduction is
disallowed under section 118, or a corresponding provi¬
sion of a prior income-tax law, shall not be deemed to
be recognized."

(b) Effective Date of Amendment—The amendment
made by this section shall be effective as if it were made
by section 501 of the Second Revenue Act of 1940.
SEC. 147. Distributions in Liquidation

Section 115 (c) is amended to read as follows:
"(c) Distributions in Liquidation—Amounts distrib-»
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uted in complete liquidation of a corporation shall be
treated as in full payment in exchange for the stock,
and amounts distributed in partial liquidation of a cor¬

poration shall be treated as in part or full payment in
exchange for the stock. The gain or loss to the dis¬
tributee resulting from such exchange shall be deter¬
mined under section 111, but shall be recognized only to
the extent provided in section 112. ... In the case of
amounts distributed (whether before January 1, 1939,
or on or after such date) in partial-liquidation (other
tnan a distribution to which the provisions of subsec¬
tion (h) of this section are applicable) the part of such
distribution which is properly chargeable to capital ac¬
count shall not be considered a distribution of earnings
or profits. If any distribution in partial liquidation or
in complete liquidation (including any one of a series
of distributions made by the corporation in complete
cancellation or redemption of all its stock) is made by a

foreign corporation which with respect to any taxable
year beginning on or before, and ending after, August
26, 1937, was a foreign personal holding company, and
with respect to which a United States group (as defined
in section 331 (a) (2)) existed after August 26, 1937, and
before January 1, 1938, then, despite the foregoing pro¬
visions of this subsection, the gain recognized resulting
from such distribution shall be considered as a gain from
the sale or exchange of a capital asset held for not more
than 6 months." " ' '

SEC, 148. Income from Sources Without United States
In Certain Cases

(a) Exclusion of Earned Income from Foreign Sources
—Section 116 (a) (relating to earned income from1
sources without the United States) is amended to read as

follows: .

"(a) Earned Income From Sources Without the United
States—

"(1) Foreign resident for entire taxable year—In-
• the case of an individual citizen of the United States,

who establishes to the satisfaction of the Commisy
ioner that he is a bona fide resident of a foreign
country or countries during the entire taxable year,'

•

amounts received from sources without the United
States (except amounts paid by the United States.

y or any agency thereof) if such amounts would
constitute earned income as defined in sectjori 25

■ (a) if received from sources within the United
States; but such individuals shall not be allowed as a

y. deduction from his gross income any deductions
properly allocable to or chargeable against amounts

j; f excluded from gross income under this subsection.

V J "(2) Taxable year of change of residence to United
States—In the case of an individual citizen of the

> United States, who has been a bona fide resident of-
a foreign country or countries for a period of at
least two years before the date on which he changes

> V; his residence from such country to the United States,
<; amounts received from sources without the United.

; States (except amounts paid by the United States
or any agency thereof), which are attributable to
that part of such period of foreign residence beforeV
such date, if such amounts would constitute earned,

■'*. income as defined in section 25 (a) if received from
• ■

y sources within the United States; but such individual"
shall not be allowed as a deduction from his gross,

• income any deductions properly allocable to or.

chargable against amounts excluded from gross in-,
come under this subsection."

(b) Taxable Years to Which Amendment Applicable—
The amendment made by subsection (a) shall be appli¬
cable with respect to taxable years beginning after De¬
cember 31, 1942, and so much of the amendment made
by subsection (a) as inserts paragraph (2) in section
116 (a) shall also be applicable to taxable years begin-;
hing in 1942.

SEC. 149. Reciprocal Exemption of Compensation: of
Employees of the Commonwealth of the
Philippines

(a) Section 116 (h) (relating to reciprocal exemption
of official compensation) is amended to read as follows:

. "(h) Compensation of Employees of Foreign Govern¬
ments or of the Commonwealth of the Philippines—

/; "(1) Rule for exclusion—Wages, fees, or salary of
an employee of a foreign government or of the Com¬
monwealth of the Philippines (including a consular
or other officer, or a nondiplomatic representative)

• v : received as compensation for official services to such
> government or such Commonwealth— : f
i "(A) If such employee is not a citizen of the

United States, cr is a citizen of the Commonwealth
of the Philippines (whether or not a citizen of

; the United States); and
"(B) If the services are of a character similar

to those performed by employees of the Govern—
• merit of the United States in foreign countries or

in the Commonwealth of the Philippines, as the
case may be; and y. .

'■[ "(C) If the foreign government, or the Com¬
monwealth of the Philippines, whose employee is
claiming exemption grants an equivalent exemp¬
tion to employees of the Government of the United
States performing similar services in such for¬
eign country or such Commonwealth, as the case
may be.
"(2) Certificate by Secretary of State—The Secre-'

tary of State shall certify to the Secretary of the
Treasury the names of the foreign countries which:
grant an equivalent exemption to the employees of

<• the Government of the United States performing*
services in such foriegn countries, and the character
of the services performed by employees of the-Gov¬
ernment of the United States in foreign countries.
If the Commonwealth of the Philippines grants an

•

equivalent exemption to the employees of the United

w States performing services in such Commonwealth
the Secretary of State shall certify such fact to tl^e

-

Secretary of the Treasury and the character-of the -

. services performed by employees; of the Govern-
^rnent of the United States in-such Commonwealth." ■

'(b)-The amendment made by this- section;.shall be v,
applicable only to taxable years beginning after Decem¬
ber 31, 1939. ■' ,-y

SEC. 150. Capital Gains and Losses 5y ••

'

, (a) Definitions.,— , y'y: yy, vyVl y \ CjJ y / y'y
| ; , (1) Holding period, short- and- longrterm ;gains ■:

and losses—Section 117 (a) is amended by striking ;;

... out "18 -months" wherever occuring^ therein and in- ..

■ serting in lieu thereqf "6 months". y , y'yF
: ' : (2) Net short-term gain—Section 117 (a) (6) is

'i ' amended to read as follows: >>VK;vr ■ ; :

"(6) Net short-term capital gain—The term 'net
* short-term capital gain* means the excess of short-
- term capital gains for the taxable- year over the

;; short-term capital losses for such year;", /;yj
C; (b) Definitions of "Net Capital Gain" and "Net Capi¬
tal Loss"—Section 117 (a) is amended by inserting at
the end thereof the following new paragraphs: v . ' ; ' ;

; y \ "(10) Net capital gain— / :.y ■
"(A) Corporations—-In the case of a corporation,

the term 'net' capital gain' means'; the excess of •

Fthe gains from sales or exchanges -of capital assets
r V over the losses from such sales .or exchanges; and

"(B) Other Taxpayers—In the case of a tax¬
payer other than a corporation, the term 'net cap¬
ital gain' means the excess of (i). the sum of the
gains from sales or exchanges of capital assets,
plus net income of the taxpayer or $1,000, which¬
ever is smaller, over (ii) the losses from such
sales or exchanges. For purposes of this sub-,
paragraph, net income shall be computed without
regard to gains or losses from sales; or, exchanges :;
of capital assets.' y' ; 'y y-y Xy.
"(11) Net capital-loss—The term 'net capital loss''

means the excess of the losses from sales or ex-.
! changes of capital assets over the sum allowed un- y

der subsection ,(d)7 For the purpose of determining F
losses under this paragraph, amounts which are
short-term capital losses under subsection (e) (1)

; shall.be excluded." F ;F;F ■F.FFF.) 'A-;
(c) Rule on Taxability, Limitation, on; Losses, and; ;:

Carry-Over—Section 117 (b), (c), (d),, and *(e); are, -

amended to read as follows:,. . . - , *'
, . F u

-"'(b) Percentage Taken Into Account—In the case of.
a taxpayer, other than a corporation, only the following
percentages of the gain or loss recognized upon the sale
or exchange of a capital asset shall* be taken into ac- •

count in computing net capital gain, net capital loss, and
net income:

.. FFry : ;; ; .' ..

F" F "ICO per centum if the capital-asset has been held
v; for not more than*6 months;1

. ;
'

"50 per centum if the capital asset has.been held'
' for more than 6 months. 1 . ;; '* :-

"(c) Alternative Taxes-— ;'FF.-VFvF:£F-^-FF • .F -F
"(1) Corporations—If for any taxable year the-

"

net long-term capital gain of any corporation ex-.
;-y. ceeds the net short-term capital loss," there shall be

levied, collected, and paid, in lieu, of the tax im- .

- posed by sections 13, 14, 15, 204, 207 (a) (1)" or,(3)y
y and 500, a tax determined as follows, if and only if

such tax is less than the tax imposed by such; sec-
! y tions: ' • ' ~ , ;

-Fy\ "A partial tax shall first be computed .upon the.
net income reduced by the amount of such excess,'
at the rates and in the manner as if this subsection*
had not been enacted, and the total tax . shall be the

- partial , tax plus 25 per centum -of- such excess, y S
"(2) Other taxpayers—If for any taxable year,-the

net long-term capital gain of any taxpayer (other
than a corporation) exceeds the net short-term cap¬
ital loss, there shall be levied,', collected,fand paid,
in lieu of the tax imposed by sections 11 and 12, a
tax determined as follows, if and only if such tax
is less than the tax imposed by such sections:

y:/; - "A partial tax shall first be computed ..upon the
y ' net income reduced by the amount .of such excess,

- at the rates and in the manner as if this subsection

; had not been enacted, and the total tax shall be, the
partial tax plus 50 per centum of such excess.

"(d) Limitation on Capital Losses—. •' : y . v -'

*

"(1) Corporations—In the case of a corporation,
losses from sales or exchanges of capital assets shall

:

be allowed only to the extent of gains from Such ;
* sales or exchanges. vyy' ;y':; V ; ■ - y;v .?

"(2) Other taxpayers—In the case of a taxpayer,-
other than a corporation, losses from sales* or- ex¬

changes of capital assets shall be allowed only to"the
y .extent of the gains from such sales or exchanges,

. plus the net income of the taxpayer of $1,000, which-
. - ever is smaller. For purposes of. this paragraph,

net income shall be computed without regard to .

■ * -gains or losses from sales or exchanges of capital
assets. ■ ; ' ""' ■ ''•••' " ;'

"(e) Capital Loss Carry-Over— ; ' ■ '
- - "(1) Method of computation—If for ';*any tax¬

able * year beginning after December . 31, 1941, the
, taxpayer has a net capital loss, the amount thereof

',y shall be a short-term capital loss in each of the five
* succeeding taxable years to the extent that such

amount exceeds the total of any, net capital gains1
of any taxable years intervening between the tax¬
able year in which the net capital, loss arose and
such succeeding taxable year. For purposes of this
paragraph a net capital gain shall be computed with¬
out regard to such net capital loss *or to < any - net
capital losses arising in any such intervening'tax-

•* able years. .... .*•
"(2) Rule for application of capital loss carry-;

over from 1941—The amount of the net short-term

yy capital loss of the last taxable year beginning in,
o' " 1941 (computed without regard to amounts treated

as short-term capital losses,from the preceding tax-
y y able, year), which is not in excess of the net income
; for such taxable year, shall,1 to the extent of the1
; y net short-term capital gain for the succeeding tax-

able year (computed without regard to this para-
; - - graph) , be a short-term capital loss of such succeed¬

ing taxable year..

y (d) Bonds, , Etc., Losses of Banks — Section 117 is
amended by inserting at the end thereof the following
new subsection: • ; : y. ;V:)'■

"(i) Bond, Etc., Losses' of Banks—For the purposes
of" this chapter, in the case of a bank, as defined in sec-,
tion 104, if the losses of the taxable year from sales or
exchanges of bonds, debentures, notes, or certificates, or
other evidence of indebtedness issued by any corpor¬
ation (including one issued by a government or political,
subdivision thereof) .with interest coupons or in regis¬
tered form exceed the gains of the taxable year from
such sales or exchanges, no such sale or exchange, shall'
be considered a sale or exchange of a capital asset." -v ;

.(e) Net Operating Loss Deduction — Section 122 (d)
(4) is amended to read as follows: :

"(4) Gains and losses from sales or exchanges of
capital assets shall be taken into account without

f regard to the provisions of section 117 (b). As so
. 1 * computed the amount deductible on account of such

' losses shall not exceed the amount includible on

; , account of such gains."

(f) Capital Gains and Losses of Common Trust
Funds— ' . ;:yy.'.. y '

5 (1) Income of participants in fund— ' » . j
• ;' ', (A) Section 169 (c) (1) (A) is amended to read

. as follows:
. * - .

"(A) As part of its gains and losses from sales
Fy -or exchanges of capital assets held for not more

yy . than 6 months, its proportionate share of the gains 4
y and losses of the common trust fund from sales or

, exchanges of capital assets held for not more than
* 6 months."- ; y y: *

(B) Section 189 (c) (1) (B) is amended to read
•v..'- as follows: 1

•; ."(B) As part of its gains and losses from sales
or exchanges of capital assets held for more than

y y; 6 months, its proportionate share of the gains and
. • losses of the common trust fund from sales or ex-

~
*

changes of capital assets held for more than 6
/ - months."

, I (2) Computation of common trust fund income-
Section 169 (d) (1) and (2) are amended to read as

■ •' r follows: y '
• "(d) Computation of Common Trust Fund Income-—

The net income of the common trust fund shall be com¬

puted in the same manner and on the same basis as in
the case of an individual, except that— *' « ...

.

5<(i) There shall be segregated the gains and losses
from sales or exchanges of capital assets;

;; ":(2) After excluding all items of gain and loss
(v ... from sales or exchanges of capital assets, there shall.

;*be computed— -Vy:
... "(A) An ordinary net income which shall, con¬

sist of the excess of the gross income over deduc¬
tions; or. 1 , v

" • "(B) An ordinary net loss which shall consist
, y -.. of the excess of the deductions over the gross in-1

:. • come;" ,

•_ (g) Capital Gains and Losses of Partners — y '
• -

(1) Tax of partners —

- y-y (A) Section 182 (a) is amended to read as fol-
y , lows:y;;iy«
;
"(a) As part of his gains and losses from sales or ex¬

changes of capital assets held for not more than 6 months,'
his distributive share of the gains aid losses of the part¬
nership from sales or exchanges of capital assets held,
for not more than 6 months."

(B) Section 182 (b) is amended to read as fol-
•"'V lows: * ' c •

"

"(b) As part of his gains and losses from sales or ex¬

changes of capital assets held for more than 6 months,
his ..distributive share of the gains and losses of the
partnership from sales or exchanges of capital assets held
for more than 6 months."

,

y (2) Computation of partnership income—
: (A) Section 183 (b) (1) and (2) are amended to

~

- ' read as follows:

|*"(b) Segregation of Items—
"(1) Capital gains and losses—There shall be seg¬

regated the gains and losses from sales or exchanges'
F'y - of capital assets. ;

"(2) Ordinary net income or loss—After excluding
y all items of gain and loss from sales or exchanges
V of capital assets, there shall be computed— ■

■ '

"(A) An ordinary net income which shall con-

) • sist of the excess of the gross income over the de-'
;y-- - ductions; or -

(B) An ordinary net loss which shall consist'
• v of the excess of the deductions over the gross in¬

come." y.

*; (h) Capital Losses of Foreign Personal Holding Com¬
panies—Section 336 (c) is amended to read as follows: . *

; "(c) 1941 Capital Loss Carry-Over Denied—The net
income shall be computed without regard to section 117
(e) (2)." . "... y . '
^(i).Capital Losses of Personal Holding Companies—1

Section 505 (d) is amended to read as follows:
. "(d) 1941 Capital Loss Carry-Over Denied—The net

income shall be computed without regard to section 117

(e) (2)."
(j) Cross Reference—Section 12 (c) is amended to1

read as follows:

"(c) Tax in Case of Capital Gains or Losses—For rate •

and computation of alternative tax in lieu of normal tax.
and surtax in the case of a capital gain or loss from the
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-sale or exchange of capital assets held.for more than 6
/months, see. section 117 (c).." j. J".J...

SEC. 151. Real Property; Involuntary Conversions; Etc.
(a) Real Property Not Treated as Capital Asset—Sec¬

tion 117 (a) (1) (relating to the definition of "capital
assets") is amended by inserting immediately before the

"semicolon at the end thereof a comma and the following:
"or real property used in the trade or business of the

/taxpayer". .

. (b) Gains and Losses From Involuntary Conversion
• and From the Sale or Exchange of Certain Property
."Used in the Trade or Business—Section 117 (relating to;
/capital gains and losses) is amended by inserting at the
Vend thereof the following new subsection: » v. ■

."(j) Gains ;.and Losses From Involuntary Conversion
; and From the Sale or Exchange of Certain/ Property
■Used in the Trade or Business— .

] , "(1) Definition of property, used in the trade or
.... business—For the purposes of this subsection,,-the

term 'property used, in the trade or business' means
property used in the trade or business, of a character
which is subject to the allowance, for depreciation
provided in section 23 (1), held for more than 6

; : months, and real property used in the trade/or busi-
V ness, held for more than 6 months, which is no.t (A)•

property of a kind which would properly be in¬
cludible in the inventory of the taxpayer if on" hand
at the close of the taxable year, or (B) property held

/ :by the taxpayer primarily -for. sale to customers in
| the ordinary course of his trade or business.

"(2) General rule—If, during the taxable year,
the recognized gains. upon sales or exchanges of
property used in the trade or business, plus, the rec¬
ognized gains from the. compulsory or involuntary

- conversion (as a result, of destruction in whole or
dn part, theft or seizure, or an exercise of the power

V of requisition or condemnation or the threat; or im¬
minence thereof) of property used in the trade or
(business and capital assets held for more than 6

•

months into other property or money, exceed the
recognized losses from such sales, exchanges, and

"

conversions, such gains and losses shall be consid-
■

ered as gains and losses from sales or exchanges of
capital assets held for more than 6 months. If such

• ;
gains do not exceed such losses, such gains and.
losses shall not be considered as gains and losses
from sales or exchanges of capital assets. • For the
purposes of this paragraph:

"(A) In determining under this. paragraph
whether gains exceed losses, the gains and losses
described therein shall be included only if - and to
the extent taken into account in computing, net*
income, except that subsections (b) and (d) shall
not apply.

"(B) Losses upon the destruction; in; whole/dr
in part, theft or seizure, or requisition or com-

,. , demnation of property used in the trade or busi¬
ness or capital assets held for more than 6 months
shall be considered losses- from a compulsory or

involuntary conversion."
(c) Holding Period of Property Acquired in Exchange

for Property Involuntarily Converted— •*'
. (!) In general—Section 117 (h) (1) is amended
by inserting after the period at the erid therebf/the
following new sentence: "For the purposes of this
paragraph, an involuntary conversion described in
section 112 (f) shall be considered an exchange; of
the property converted for the property acquired."

(2) Taxable years to which applicable — The
amendment made by paragraph (1) shall be ap¬
plicable with respect to taxable years beginning
after December 31, 1938.

(d) Recognition of Loss on Involuntary Conversions-—
Section 112 (f> (relating to the nohrecpghition of gain
and loss on involuntary conversions) is amended by;
striking out "no gain or loss shall be recognized'* and in¬
serting in lieu thereof "no gain shall be recognized, but
loss shall be recognized",

» (e) Partial Failure to Replace Property—The last sen¬
tence of section 112 (f) is amended to read as follows:
"If any part of the money is not so expended, the gain, if
any, shall be recognized to the extent of the money which
is r ot so expended (regardless of whether such money
is received in one or more taxable years and regardless
of whether or not the money which is not so expended
constitutes gain)."

SEC. 152. Holding Period of Stock Acquired Through
Exercise of Rights

Section 117 (h) (relating to the holding period of
capital assets) is amended by inserting at the end thereof
the following new paragraph: ,

"(6) In determining the period for which the tax¬
payer has held stock or securities acquired from a
corporation by the exercise of rights to acquire such
stock or securities, there shall be included only the
period beginning with the date upon which the
right to acquire was exercised."

SEC. 153. Two-Year Carry-Back of Net Operating Losses

(a) Determination of Carry-Back — Section 122 (b)
(relating to the amount of the net operating loss carry¬
over), is amended to read as follows: > • -

'

".(b) Amount of Carry-Back and Carry-Over— ;
"(1) Net operating loss carry-back—If for any

- taxable year beginning after December 31, 1941, the
taxpayer has a net operating loss, such net'operat¬
ing loss shall be a net operating loss carry-back for
each of the two preceding taxable years, except that
the carry-back in the case of the first preceding
taxable year shall be the excess if any; of the

- ' amount of such net operating loss over the,net in-'
A come for the second preceding taxable year com¬

puted (A) with the exceptions, additions, and lim¬
itations provided in subsection (d) (1),;(2), (4), and

. -, •- (6),- and (B) by determining the net operating loss
deduction for' such second preceding taxable-year

.. . .without regard to such net operating loss. ,.

• "(2) Net operating loss carry-over — If for any
f ; taxable year the taxpayer has a net operating: loss,

(A ,; such net operating loss shall be a net operating loss
carry-over for each of the two succeeding taxable

• years, except that the carry-over in the case of the
* '

second succeeding taxable year shall be the excess,
-* ; if any,'of the amount of such net operating loss over

the net income for the intervening taxable , year
*

computed (A) with the exceptionss, additions, and
" 1 limitations provided in subsection (d) (1), (2); (4),
*;" and (6), and (B) by determining the net operating

■ v loss deduction for such intervening taxable year
■ ■ "without regard to such net operating loss and with-

"

out regard to any net operating loss carry-back.
> For the purposes of the preceding sentence, the net

operating loss for any taxable year beginning after
December 31/1941 shall be reduced by the sum of
the net income for each of the two preceding taxable

*

'' years/; (computed for .each such preceding taxable
'

year with the exceptions, additions, and limitations
provided in subsection (d) (1), (2), (4), and (6),
and computed by/determining the net operating

;'VL loss deduction without regard to such net operating
; j'rioss or to the net operating loss for the succeeding

; taxable year')." *
L (b) Amount of Net Operating Loss Deduction—Sec¬
tion 122 (c), relating to the amount of the net operating*

loss deduction, is amended by inserting in lieu of
"amount of the net operating loss carry-over" the follow¬
ing: "aggregate of the net operating loss carry-overs and
of the net operating loss carry-backs to the taxable

. year." '
- (c); Section 122 (e) is amended to bead as follows:

- "(e) No Carry-Back to Year Prior to 1941—As used in
this, section, the term 'preceding taxable year' and the
term 'preceding taxable years' do not include any tax¬
able year beginning prior to January 1, 1941.''

'

(d) Limitation-on/ Interest; on Overpayment Caused
iby a .Carry-Back of Loss or Credit—Section 3771 (re¬
lating to interest on overpayments) is amended by in¬
serting at/the. end thereof the following:

•

"(e) Claims Based on Carry-Back of Loss or Credit—
- If - the Commissioner determines that any - part of an
•overpayment is attributable to the inclusion in comput¬
ing the net operating loss deduction for the taxable year
of any. part- of the net operating loss for a succeeding

• taxable year -or • to the inclusion in computing the un-
• used, excess .profits /credit adjustment for the takable
*

year of any part of the unused excess profits credit for
a succeeding taxable year, no interest shall be allowed

-or paid with respect to such part of the overpayment
//for any period before the filing of a claim for-credit or

refund of such part of the overpayment or the filing of a
•

petition with/the Board whichever js earlier." ; '
*

? (e) Effective Date-—The amendments made by this
- section shall:be.-applicable only.to taxable years begin¬

ning after December 31, 1940. '
, SEC. 154. Commodity Credit Loans

v (a) Taxable j-Years Subject to Code—Section 123 is
. amended , by-inserting at the end. thereof the following:
/A "(c);?The. election provided for in subsection (a)»with
/respect to taxable years beginning after December 31/
i 1938, apd before January 1, 1942, may be. exercised by
the taxpayer at, or at any time prior to, the time; pre¬
scribed, for .the filing of the taxpayer's return for the

. taxable year .of the taxpayer beginning in 1942, or if
- there is more: than one taxable year of the taxpayer
•

beginning in • 1942, for the last taxable year so begin¬
ning, provided the „records of the taxpayer are sufficient
• to permit an accurate computation of income for such
■ years, and the ^taxpayer consents in- writing to the as-;'

■

sessment, within such period as may be agreed upon,
•„of any deficiency for such years,-even though the statu¬
tory /period for ihei; assessment of; any such deficiency

: had expired prior to the: filing of such consent.";
i (b) taxable Years Subject, to Prior, Laws—-Section

223. (d) of the Revenue Act of 1939 is amended by strik¬
ing out "within one year from. the date of the enact-

. ment of this Act" and inserting in lieu thereof "at or
'. prior, to the time prescribed for the filing of the tax-
. payer's return for the taxable year of the taxpayer be-
: ginning in 1942, or ifl there is more than one taxable;
- year of the taxpayer beginning in 1942, for the last tax-
; able year/so beginning". ~

SEC. 155. Extension of Deduction for Amortization of

Emergency Facilities

//. (a) General Rule—The first sentence of section 124
(a) is amended to read as follows: "Every person, at

/ his election, shall be entitled to a deduction with respect
/to the r amortization of the adjusted basis (for deter-
f mining gain) of any emergency facility (as defined in
f subsection (e)),..based on a period of sixty months."
v > (b). Election of Amortization — Section 124 -(b) is
i amended by adding at the end thereof the following
V new sentence: "In the case -of an emergency facility
, completed or acquired (1) after December 31, 1939, and
j before June 11, 1940, by a corporation, or (2) after De-
j camber 31, 1939, and before January 1/ 1942, by a person
j other than a corporation, the taxpayer's election to take
c the amortization deduction and to begin such period
/with either the month following the month in which the
•(facility was.completed or acquired or with the succeed-
; ing taxable-year shall be made only by a statement in
.writing to. that effect to the Commissioner and shall be

., made before the expiration of six months after the date
- of enactment. of the Revenue Act of 1942."

, -(c) Termination of Amortization Period— . >

•f>':*■ (1), Section 124.,(d) (3)- is amended to read as fol-
■■•■■/.' lows: // /;\r

-
• :: :"(3) In the .case of a taxpayer which has not

• elected, in the manner prescribed in subsection (b),
to take an amortization deduction with respect to

•

an emergency facility, if the date of the proclama¬
tion or the date specified in the certificate, referred
to in paragraph (1) of-this subsection, whichever
is earlier, is before the expiration of sixty months
from the last day of the month in which such emer¬
gency facility was completed or acquired, then the
taxpayer may elect (in accordance with paragraph
(4) of this subsection) the amortization deduction

:/; provided in subsection (a), using an amortization
-

period beginning with the month following the
month in which the emergency facility was com-
pleted or acquired and ending as of the end of the
month within which such proclamation was issued
or within which occured the date specified in such
certificate, whichever is the earlier."

(2) Section 124 (d) is amended by inserting at
the end thereof the following new paragraph:

"(6) In the case of a taxpayer which has not
elected, in the manner prescribed in subsection (b),
to take an amortization deduction with respect to an

emergency facility, if the date of the proclamation
referred to in paragraph (1) of this subsection or
the date specified in the certificate referred to in
paragraph (1) of this subsection is before the com¬

pletion of such emergency facility, then the tax¬
payer may elect (in accordance with paragraph (4)
of this subsection) the amortization deduction pro¬
vided in subsection (a), using an amortization period

A beginning with the month in which the construction,
/ reconstruction, erection, or installation of the emer-

••

gency facility was begun and ending as of the end
of the month within which such proclamation was
issued or within which occured the date specified
in the certificate referred to in paragraph (1) of this
subsection, whichever is the earlier."

(d) Definitions—Section 124 (e) is amended to read
as follows::(I;#/® ■ J:;/:/v;':tjJ;-"..• *

"(e) Definitions— 1 ' •
• "(1) Emergency facility—As used in this section,

the term 'emergency facility' means any facility,
land, building, machinery, or equipment, or part
thereof, the construction; reconstruction,; erection,
installation, or acquisition of which was completed

z after December 31, 1939, and with respect to which
; a certificate under subsection (f) has been made.
: For the purposes of this section, the part of any

facility which was constructed, reconstructed,
erected, or installed by any person after December
31, 1939, and not earlier than six months prior to
the filing of an application for a certificate under

„ subsection (f), and with respect to which part a

yi-% certificate under subsection (f) has been made, shall
be deemed to be an emergency facility, notwith¬
standing that the other part of such facility was con-

/. - structed, reconstructed, erected, or installed earlier
. - than six months prior to the filing of such applica¬

tion. For the purposes of this section, the part of
any facility which was constructed, reconstructed,
erected, or installed by a corporation after Decem¬
ber 3i, 1939, and before June 11/1940, and with re¬

spect to which part a certificate under subsection (f)
has been made, shail be deemed to be an emergency
facility and to have been completed on June 10, 1940,
notwithstanding, that the entire facility was not
completed until after June 10; 1940.

"(2) Emergency period—As used in this section,
the term 'emergency period' means the period be¬
ginning January I, 1940, and ending on the date on
which the President proclaims that the utilization
of a substantial portion of the emergency facilities
with respect to which certifications under subsection
(f) have been made is no longer required in the in¬
terest of national defense."

(e) Determination of Adjusted Basis of Emergency
Facility—

(1) Section 124 (f) (1) is amended to read as
follows:

"(1) There shall be included only so much of the
amount otherwise constituting such adjusted basis
as is properly attributable to such construction, re¬

construction, erection, installation, or acquisition
after December 31, 1939, as either the Secretary of

- War or the Secretary of the Navy has certified as
; necessary in the interest of national defense during
the, emergency period, which certification shall be
under such regulations as may be prescribed from
time to time by the Secretary of War and the Secre¬
tary of ; the Navy; with the approval of the

.- President." J-;;/■>
(2) Section 124 (f) (3) is amended to read as fol-

'

lows:
• -

"(3) The certificate provided for in paragraph (1)
shall have no effect unless an application therefor

...is filed before the expiration of six months after
the beginning of such construction, reconstruction,

/!; erection, or installation or the date of such acquisi¬
tion, or before December 1, 1941, whichever is later,

• except that—
"(A) in the case of an emergency facility com¬

pleted or acquired by a corporation after Decem¬
ber 31, 1939. and before June 11,1940, such certifi¬
cate shall have no effect unless an application
therefor is filed before the expiration of six
months after the date of the enactment of the
Revenue Act of 1942, and

"(B) in the case of an emergency facility com¬

pleted or acquired after December 31, 1939, by a
'

person other than a corporation, such certificate
shall have no effect unless an application therefor
is filed before the expiration of six months after
the beginning of such construction, reconstruction,
erection, or installation or the date of such acqui¬
sition, or before the expiration of six months after
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the date of the enactment of the Revenue Act of

1942, whichever is later.
In no event and notwithstanding any of the other
provisions of this section, no amortization deduction
shall be allowed in respect of any emergency facility
for any taxable year— . ; .

"(C) unless a certificate in respect thereof un¬
der paragraph (1) shall have been made (i) prior
to the filing of the taxpayer's return for such tax¬
able year, or prior to the making of an election
pursuant to subsection (d) (3) or subsection (d)

, v (6) of this section to take the amortization de¬
duction, or (ii) before December 1, 1841, which-

'ever is later; or

"(D) In the case of an emergency facility com¬

pleted or acquired by a corporation after Decem¬
ber 31, 1839, and before June 11, 1940, unless a
certificate in respect thereof under paragraph (1)
shall have been made prior to the expiration of
twelve months after the date of enactment of the
Revenue Act of 1942; or fnf'Vnf

"(E) in the case of an emergency facility com- -;:
: pleted or acquired after December 31, 1939, and

before January 1, 1943, by a person other than a
; ' corporation, unless a certificate in respect thereof

under paragraph (1) shall have been made (i)
prior to the expiration of nine months after the
last date upon which an application for such cer¬
tificate may be filed, or (ii) prior to the expira¬
tion of twelve months after the date of enactment
of the Revenue Act of 1942, whichever is later."

(f) Life Tenant and Remainderman—Section 124 is
amended by inserting at the end thereof the following
new subsection:

"(i) Life Tenant and Remainderman—In the case of
property held by one person for life with remainder to
another person, the deduction shall be computed as if the
life tenant were the absolute owner of the property and
shall be allowable to the life tenant."

(g) Allowance to Estate or Trust—Supplement E (re¬
lating to estates and trusts) of Chapter 1 is amended by
inserting at the end thereof the following new section:

"SEC. 172. Allowance of Amortization Deduction

"The benefit of the deduction for amortization of

emergency facilities allowed by section 23 (t) shall be
allowed to estates and trusts in the same manner and to
the same extent as in the case of an individual. The
allowable deduction shall be apportioned between the
income beneficiaries and the fiduciary under regula¬
tions prescribed by the Commissioner with the approval
of the Secretary."

(h) Partnersnips—Supplement F (relating to partner¬
ships) of Chapter 1 is amended by inserting at the end
thereof the following new section: .

"SEC. 199. Allowance of Amortization Deduction

"In the case of emergency facilities of a partnership,
the benefit of the deduction for amortization allowed by
section 23 (t) shall not be allowed to the members of a

partnership but shall be allowed to the partnership in
the same manner and to the same extent as in the case

of an individual."

(i) Retroactive Application of Extension-—The amend¬
ments made by this section shall be effective as of Oc¬
tober 8, 1940. ■ h

(j) Overpayments—Where a tax paid under Chapter
1, Chapter 2B, or Chapter 2E of the Internal Revenue
Code is in excess of the tax which would have been paid <
had section 124 of the Internal Revenue Code, as prev¬

iously amended, been enacted on October 8, 1940. to read
as amended by this section, then credit or refund of such
excess may be made without interest, in accordance with
the provisions of law applicable in the case of erroneous
or illegal assessment or collection or overpayment of the
lax.

- h;

SEC. 156. War Losses

(a) Losses From War, Taxation of Property Recovered,
and Basis of Property—The Internal Revenue Code is
amended by inserting after section 126 the following new
section: ;

"SEC. 127. War Losses 1 '*

"(a) Cases in Which Loss Deemed Sustained, and Time
Deemed Sustained—For the purposes of this chapter—

"(1) Property not in enemy countries—Property
destroyed or seized on or alter December 7, 1941, in
the course of military or naval operations by the
United States or any other country engaged in the
present war shall be deemed to have been destroyed
or seized on a date chosen by the taxpayer in the
manner .provided in paragraph (4), which falls be¬
tween—

"(A) the latest date, as established to the satis¬
faction of the Commissioner, on which such prop¬

erty may be considered as not destroyed or seized,
and

"(B) the earliest date, as established to the sat¬
isfaction of the Commissioner, on which such prop¬
erty may be considered as having already been
destroyed or seized.

For the purposes of this paragraph property within
an area which comes under the control of a country
at war with the United States after the date war

with such country is declared by the United States
shall be deemed to have been destroyed or seized
in the course of military or naval operations by such
country, and the date specified in subparagraph (A)
shall not be later than the latent , date determined
by the Commissioner as the date on which such area

was under the control of the United States or a coun¬

try not at war with the United States, and the date
specified in subparagraph (B) shall not be later than
the earliest date determined by the Commissioner as

the date on which such area may be considered

under the control of the country which is at war
with the United States.

"(2) Property in enemy countries—Property with¬
in any country at war with the United States, or
within an area under the control of any such country
on the date war with such country was declared by
the United States, shall be deemed to have been de¬
stroyed or seized on the date war with such country
was declared by the United States.

"(3) Investments referable to destroyed or seized
property—Any interest in, or with respect to, prop¬

erty described in paragraph (1) or (2) (including
any interest represented by a security as defined in
section 23 (g) (3) or section 23 (k) (3)) which be¬
comes worthless shall be considered to have been

destroyed or seized (and the loss therefrom shall
be considered a loss from the destruction or seizure)
on the date chosen by the taxpayer which falls be¬
tween the dates specified in paragraph (1), or on
the date prescribed in paragraph (2), as the case may

be, when the last property (described in the ap-

plicable paragraph) to which the interest relates
would be deemed destroyed or seized under the ap¬

plicable paragraph. This paragraph shall apply only
if the interest would have become worthless if the

property had been destroyed. For the purposes of
this paragraph, an interest shall be deemed to have
become worthless notwithstanding the fact that such
interest has a vaiue if such value is attributable

solely to the possibility of recovery of the property,
compensation (other than insurance or similar in¬
demnity) on account of its destruction or seizure,
or both. Section 23 (g) (2) and (k) (2) shall not
apply to any interest which under this paragraph is
considered to have been destroyed or seized. Under
regulations prescribed by the Commissioner with
the approval of the Secretary, a taxpayer which
owns 100 per centum (excluding qualifying shares)
of each class of stock of a corporation may elect to
determine the worthlessness of its interest, described
in this paragraph, in or with respect to the property
of the corporation, without regard to the amount
of the property of such corporation which would be
excluded under subsection (e) (2) (A) in determin¬
ing the adjusted basis of all the assets of the corpo¬
ration for the purposes of subsection (e), but such
amount shall be treated under subsection (b) (1) as
a recovery by the taxpayer in the taxable year with

• respect to such interest •

"(4) Choice of date—The taxpayer's choice of a
date under paragraph (1) or (3) shall be effective
only if made within such time and in such manner

> as may be prescribed by regulations prescribed by
the Commissioner with the approval of the Secre¬
tary.V-;-:

"(b) Amount of Loss on Destroyed or Seized Property
—In the case of any property or interest in or with re¬

spect to property deemed to be destroyed or seized un¬
der subsection (a)—

"(1) The amount of the loss on account of such
property or interest shall be determined with re¬

gard to any recoveries with respect thereto in the
taxable year but without regard to any possibility
of recovering such property or interest, or of re¬

ceiving any compensation (other than insurance or
similar indemnity) on account of such property or
interest in the taxable year or in any future taxable
year. :v;

. ."(2) The1 taxpayer may choose to decrease the
amount of the loss by all obligations or liabilities of
the taxpayer with respect to such property or in¬
terest discharged or satisfied out of the property or
interest upon its destruction or seizure, if the Com¬
missioner is satisfied that such obligations or lia¬
bilities are So discharged or satisfied in a subse¬
quent taxable year, or that the taxpayer is unable
to determine whether or not such obligations or
liabilities are in fact discharged or satisfied.

No less shall be deemed to have been sustained upon the
destruction or seizure of such property or interest to the
extent that it is compensated for by the discharge or
satisfaction of obligations and liabilities of the taxpayer
out of such property or interest in the taxable year in
which such destruction or, seizure is deemed to have
occured. T^ : under this subsection
shall be effective only if made within such time and in
such manner as may be prescribed by regulations pre¬
scribed by the Commissioner with the approval of the
■Secretary. •• V.V ' • : 7.0 ■''[■ /•.

"(c) Recoveries Included in Gross Income—

"(1) General rule—Upon the recovery in the tax¬
able year of any money or property in respect of
property considered under subsection (a) as destroy¬
ed or seized in any prior taxable year,, the amount
of such recovery shall be included in gross income
to the extent provided in paragraph (2).

"(2) Amount of gain includible—The amount of
the recovery of any money or property in respect
of property considered under subsection (a) as des¬
troyed or seized shall be an amount equal to the
aggregate of such money and the fair market value
of such property, determined as of the date of the
recovery. To the extent that such amount plus the
aggregate of the amounts of previous such recoveries
do not exceed that part of the aggregate of the al¬
lowable deductions in prior taxable years on account
of the destruction or seizure of property described
in subsection (a) which did not result in a reduc¬
tion of any tax of the taxpayer under this chapter,
such amount shall not be includible in gross income
and shall not be deemed gain upon the involuntary
conversion of property as a result of its destruction
or seizure. To the extent that such amount plus
the aggregate of the amounts of previous such re¬
coveries exceed that part of the aggregate of such

deductions which did not result in a reduction of
any tax of the taxpayer under this chapter and do
not exceed that part of the aggregate of such de¬
ductions which did result in a reduction of any tax
of the taxpayer under this chapter, such amount shall
be included in gross income but shall not be deemed
a gain upon the involuntary conversion of property
as a result of its destruction or seizure. To the ex¬
tent that such amount plus the aggregate of the
amounts of previous such recoveries exceed the ag¬
gregate of the allowable deductions in prior taxable
years on. account of the destruction or seizure of

;. property described in subsection (a), such amount
shall be considered a gain upon the involuntary
conversion of property as a result of its destruction
or seizure and shall be recognized or not recognized
as provided in section 112 (f). If for any previous
.taxable year the taxpayer chooses under subsection
(b) to treat any obligations and liabilities as dis¬
charged or satisfied out of the property or interest
described in subsection (a), and if such obligations
and liabilities were not so discharged or satisfied,
the amount of such obligations and liabilities treated

-

as discharged or satisfied under subsection (b) shall
be considered for the purposes of this section as a
deduction by reason of this section which did not re¬

sult in a reduction of any tax of the taxpayer under
this chapter. For the purposes of this paragraph an
allowable deduction for any taxable year cn account
of the destruction or seizure of property described
in subsection (a) shall, to the extent not allowed in
computing the tax of the taxpayer for such taxable
year, be considered an allowable deduction which

7 did not result in a reduction of any tax of the tax¬
payer under this chapter.

"(3) Restoration of value of investments refer-
; : able to destroyed or seized property—For the pur¬

poses of paragraphs (1) and (2), the restoration in
whole or in part of the value of any interest de¬
scribed in subsection (a) (3) by reason of any re¬
covery of money or property in respect of property
to which such interest related and which was con¬

sidered under subsection (a) (1) or (2) as destroyed
or seized shall be deemed a recovery of property in

respect of property considered under subsection" (a)
as destroyed or seized.

"

"(d) Basis of Recovered Property — The unadjusted
basis of property recovered in respect of property con¬
sidered destroyed or seized under subsection (a) shall be
determined under this subsection. Such basis shall be
an amount equal to the fair market value of such prop¬
erty, determined as of the date of the recovery, reduced
by an amount equal to the excess of the aggregate of such
fair market value and the amounts of previous recoveries
of money or property in respect of property considered
under subsection (a) as destroyed or seized over the ag¬
gregate of the allowable deductions in prior taxable years
on account of the destruction or seizure of property de¬
scribed in subsection (a), and increased by that portion
of the amount of the recovery which under subsection
(c) is treated as a recognized gain from the involuntary
conversion of property. Upon application of the tax¬
payer, the aggregate of the bases (determined under the
preceding sentence) of any properties recovered in re¬

spect of properties considered under subsection (a) as
destroyed or seized may be allocated among the prop¬
erties so recovered in such manner as the Commissioner
may determine under regulations prescribed by him with
the approval of the Secretary, and the amounts so al¬
located to any such property so recovered shall be the
unadjusted basis of such property in lieu of the unad¬
justed basis of such property determined under the pre-

; ceding sentence.

"(e) Partial Worthlessness of Certain Investments in
Destroyed or Seized Property.

"(1) Destruction or seizure of investment — If a

taxpayer owns not less than 50 per centum of each
class of stock of a corporation, if such corporation

-••has property described in subsection (a) (1) or (2)
deemed to be destroyed or seized, the adjusted basis
for determining loss of which is at least 75 per
centum of the adjusted basis for determining loss of

'g;: all such corporation's property, and if such corpo¬
ration completely liquidates (by distributing all the
assets which it is able to distribute and all its rights
to assets which it is not able to distribute, including
the right to the recovery of the property described
in subsection (a) (1) and (2)) within one year after
such property is deemed to be destroyed or seized,
or within six months after the date of the enactment
of the Revenue Act of 1942, whichever is the later,
then-that part of the loss by the taxpayer on such
liquidation which would be attributable to the des¬
truction or seizure of such property, as established
to the satisfaction of the Commissioner, shall be
treated for the purposes of this chapter as a loss by
the taxpayer upon the destruction or seizure of the
part of the stock or other interest of the taxpayer
to which such loss is allocable. Such part of the
stock or other interest of the taxpayer shall be
treated for the purposes of subsections (b). (c), and
(d) as property described in subsection (a) (3).

"(2) Application of paragraph (1)—For the pur¬
poses of paragraph (1)—

"(A) In determining the adjusted basis of all
the property of the corporation, there shall be ex¬

cluded money in the United States, bank deposits,
the right to receive money from any person not
situated in a country at war with the United
States or in a territory under the control of such a

country, and obligations issued or guaranteed as
to principal or interest by the United States, ex¬
cept that there shall not be excluded any such
property which is destroyed or seized as described
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in subsection (a)- within- or before the taxable
; period. ■' ■■ ^•'

v

;' ' "(B) The adjusted basis of property of "such
- - corporation shall beH determined as of the date im-
"

mediately preceding the first date on which any
'

V 1 - property was destroyed or seized, as described in
v'• subsection (a), or as of any later date falling with-

in or before the taxable period on the basis of
which such determination will produce a greater
amount.1 rtv:-v':.

■ % "(f) Determination of Tax Benefits—The determina¬
tion as to whether and to what extent an allowable de¬
duction on account of the destruction or seizure of prop¬

erty described in subsection (a) did of did not result in
a reduction of any tax of the taxpayer under this chapter
shall be made in accordance with regulations prescribed
by the Commissioner with the approval of the Secre¬
tary.^- '
\ (b) Taxable Years to Which Amendments Applicable
-^-The amendments made1 by this section shall be appli¬
cable to taxable years-beginning after December 31,
1940. J: \v_: ■ ,

SEC. 157. Recovery of Unconstitutional Federal Taxes
• (a) In General—Chapter 1 of the 'Internal Revenue

Code is amended by inserting after section 127 the fol¬
lowing new section: • *■ • ' '

"SEC. 128. Recovery of Unconstitutional Federal Taxes
. "Income (excluding interest), attributable to the re¬

covery during the taxable year of a tax imposed by the
United States which has been held unconstitutional, and
in respect of which a deduction was allowed in a prior
taxable year may be excluded from gross income for
the taxable year, and the deduction allowed'in. respect
thereof in such prior taxable year treated as not having
been allowable, if—-yyyy'yj-';'• '•

"(a) The taxpayer elects in writing (at such time
j y and in such manner as may be prescribed by regula-
; -*■ tions prescribed by the Commissioner with the-ap-
; proval of the Secretary) to treat such deduction as

not having been allowable for such prior taxable
year, and . ' ,

"<b) The taxpayer consents in writing to the as-
•*- sessment, within such period as may be agreed upon,

• of any deficiencies resulting from such treatment,
even though the statutory period for the assessment

('■: of any such deficiency had expired prior to the filing
of such consent." y - -vv-v - 'V fk ■',< vw

(b) Taxable Years to Which Applicable—The amend¬
ment made by subsection (a) shall be applicable with
respect to taxable years beginning after December 31,
194°.

SEC. 158. Foreign Tax Credit

(a) Choice of Credit—Section 131 (a) (relating to al¬
lowance of credit for taxes of foreign countries and pos¬
sessions of the United States) is amended to read as fol¬
lows:

« "(a) Allowance of Credit—If the taxpayer chooses to
have the benefits of this section, the tax imposed by this
chapter, except the tax imposed under section 102 or
section 450. shall be credited with:

"(1) Citizens and domestic corporations—In the
case of a citizen of the United States and of a do¬
mestic corporation; the amount of any income, war-
profits, and excess-profits taxes paid or accrued dur-
ing the taxable year to any foreign country or to
any possession of the United States; and

"(2) Resident of United States—In the case of a
a resident of the United States, the amount of any
such taxes paid or accrued during the taxable year
to any possession of the United States; and

"(3) Alien resident of United States—In the case
of an alien resident of the United States, the amount
ofl any such taxes paid or accrued during the tax¬
able year to any foreign country, if the foreign
country of which such alien resident is a citizen or

- subject, in imposing such taxes, allows a similar
credit to citizens of the United States residing in such
country; and

y* ■ (4) Partnerships and estates-r—In the case of any
such individual who is a member of a partnership

. or a beneficiary of an estate or trust, his proportion-

. ate share of such taxes of the partnership or the
estate or trust paid or accrued during the taxable
year to a foreign country or to any possession of the
United States, as the case may be.

"Such choice may be made or changed at any time
prior to the expiration of the period prescribed for mak¬
ing a claim for credit or refund of the tax imposed by
this chapter.

(b) Deduction Denied if Credit Chosen—Section 23
(c) (1) (C) (relating to deduction from gross income
for taxes) is amended to read as follows:

"(C) income, war-profits, and excess-profits taxes
imposed by the authority of any foreign country or
possession of the United States, if the taxpayer
chooses to take to any extent the benefits of section
131." . ;

(c) The amendments made by subsections (a) and (b)
shall be applicable with respect to taxable years begin¬
ning after December 31, 1940.

(d) Limit on Credit in Case of Corporations—Section
131 (d) is amended to read as follows:

"(b) Limit on Credit—The amount of the credit taken
under this section shall be subject to each of the follow¬
ing limitations: ...

"(1) The amount of the credit in respect of the
tax paid or accrued to any country shall not exceed
the same proportion of the tax against which such
credit is taken, which the taxpayer's net income
from sources within such country bears to his entire

'

net income in the case of a taxpayer other than a
: ; corporation, or to the sum of the normal-tax net in-

: • come and the amount of the credit for adjusted ex-

; cess profits net income provided in section 26 (e), in
L „ the case of a corporation, for the same taxable year;

- :•■■■/. and1: ■«'' ..v. -'/ • ■ /■
•

v' * '"(2) The total amount of the credit shall not ex-
> ; ceed the same proportion of the tax against which
:

; ' • such credit is taken, which the taxpayer's net income
from sources without the United States bears to his

«. i • • entire net income, in the case of a taxpayer other
than a corporation, or to the sum of the normal-tax

: , - net income and the amount of the credit for adjusted
; excess profits net income provided in section 26 (e),

. .,: in the case of a corporation, for the same taxable
. year." . • •• \

; ' (e) Credit on Account of Subsidiary of Foreign Sub-
: sidiary—Section 131 (f) (relating to credit for taxes of

t<; a foreign subsidiary) is amended to read as follows:
"(f) Taxes of Foreign Subsidiary— ;

"(1) Foreign subsidiary of domestic corporation—
; For the purposes of this section, a domestic corpo¬

ration which owns a majority of the voting stock'

/ of a foreign corporation from which it receives div-
v,0 idends in any taxable year shall be deemed to have

. paid the same proportion of any income, war-profits,
or excess-profits taxes paid or deemed to be paid
by such foreign corporation to any foreign country
or to any possession of the United States, upon or
with respect to the accumulated profits of such for¬
eign corporation from which such dividends were

*

- paid, which the amount of such dividends bears to
. ' the amount of .such accumulated profits: Provided,

That the amount of tax deemed to have been paid
by such domestic corporation under this subsection

,• - V shall in no case exceed the same proportion of the
tax against which credit is taken which the amount
of such dividends bears to the amount of the normal-
tax net income of the domestic corporation in which
such dividends are included. The term 'accumulated

v,. profits' when used in this subsection in reference to
.

, a foreign corporation, means the amount of its gains,
^:-/vv profits, or income in excess of the income, war-

profits, and excess-profits taxes imposed upon or
"" with respect to such profits or income; and the

- Commissioner with the approval of the Secretary
shall have full power to determine from the accumu-

; lated profits of what year or years such dividends
„;■:» were paid; treating dividends paid in the first sixty

: ; ' days of any year as having been paid from the ac-
v cumulated profits of the preceding year or years
: :>■ (unless to his satisfaction shown otherwise), and in
-

. other respects treating dividends as having been
.: paid from the most recently accumulated gains,

profits, or earnings. In the case of a foreign cor-

e;/ poration, the income, war-profits, and excess-profits
taxes of which are determined on the basis of an

; . accounting period of less than one year, the word
v'year' as used in this subsection shall be construed

to mean such accounting period. V-
"(2) Foreign Subsidiray of Foreign Corporation.—

If such foreign corporation owns all the voting stock
(except qualifying shares) of another foreign cor¬

poration from which it receives dividends in any
taxable year it shall be deemed to have paid the

v same proportion of any income, war-profits, or ex¬
cess-profits taxes paid by' such other foreign cor-

., poration to any foreign country or to any possession
of the United States, upon or with respect to the

;v accumulated profits of the corporation from which
such dividends were paid, which the amount of

V such dividends bears to the amount of such accumu-

. lated profits." ' ; : :

(f) Credit for Taxes in Lieu of Income, Etc., Taxes.—
Section 131 (relating to credit for taxes of foreign coun¬
tries and possessions of the United States) is amended
by inserting at the end thereof the following new sub¬
section:

' (h) Credit for Taxes in Lieu of Income, Etc., Taxes.—
For the purposes of this section and section 23 (c) (1),
the term "income, war-profits, and excess-profits taxes'
shall include a tax paid in lieu of a tax upon income,
war-profits, or excess-profits otherwise generally im¬
posed by any foreign country or by any possession of
the United States."

SEC. 159. Extension of Consolidated Returns Privilege to
Certain Corporations

(a) General Rule.—Section 141 (relating to consol¬
idated returns of railroad corporations) is amended to

. read as follows:
j -

"SEC. 141. Consolidated Returns

"(a) Privilege to File Consolidated Income and Ex¬
cess-Profits-Tax Returns.—An affiliated group of cor¬

porations shall, subject to the provisions of this section,
have the privilege of making consolidated income and
excess-profits-tax returns for the taxable year in lieu
of separate returns. The making of consolidated returns
shall be upon the condition that the affiliated group shall
make both a consolidated income-tax return and a con¬

solidated excess-profits-tax return for the taxable year,
and that all corporations which at any time during the
taxable year have been members of the affiliated group

making a consolidated income-tax return consent to all
the consolidated income- and excess-profits-tax regula¬
tions prescribed under subsection (b) prior to the last
day prescribed by law for the filing of return. The mak¬
ing of a consolidated income-tax return shall be consid¬
ered as such consent. In the case of a corporation which
is a member of the affiliated group for a fractional part
of the year, the consolidated returns shall include the
income of such corporation for such part of the year as
it is a member of the affiliated group. In the case of a

corporation which is not a member of the affiliated
group after March 31,-1942, of the last taxable year of
such group which begins before April 1, 1942, such cor¬

poration shall not be considered a member of the affil¬
iated group for consolidated income-tax-return purposes
for such year but shall be considered a, member of such
group for consolidated excess-profits-return purposes
for such year, and the consent required in the case of
such corporation shall relate only to to the consolidated
excess-profits-tax regulations.

"(b) Regulations.—The Commissioner, with the ap¬
proval of the Secretary, shall prescribe such regulations
as he may deem necessary in order that the tax liability
of any affiliated group of corporations making consol¬
idated income- and excess-profits-tax returns and of
each corporation in the group, both during and after the
period of affiliation, may be returned, determined, com¬
puted, assessed, collected, and adjusted, in such manner
as clearly to reflect the income- and excess-profits-tax
liability and the various factors necessary for the deter¬
mination of such liability, and in order to prevent avoid¬
ance of such tax liability. Such regulations shall pre¬
scribe the amount of the net operating loss deduction of
each member of the group which is attributable to a de¬
duction allowed for a taxable year beginning in 1941 on
account of property considered as destroyed or seized
under section 127 (relating to war losses), and the allow¬
ance of the amount so prescribed as a deduction in com¬

puting the net income of the group shall not be limited
by the amount of the net income of such member.

"(c) Computation and Payment of Tax.—In any case
in which consolidated income-tax and excess-profits-tax
returns are made or are required to be made, the taxes
shall be determined, computed, assessed, collected, and
adjusted in accordance with the regulations under sub¬
section (b) prescribed prior to the last day prescribed
by law for the filing of such returns; except that the
tax imposed under section 15 or section 204 shall be in¬
creased by 2 per centum of the consolidated corporation
surtax net income of the affiliated group of includible
corporations. Only one specific exemption of $5,000 pro¬
vided in section 710 (b) (1) shall be allowed for the
entire affiliated group of corporations for the purposes
of the tax imposed by Subchapter E of Chapter 2.

"(d) Definition of 'Affiliated Group'.—As used in this
section, an 'affiliated group' means one or more chains
of includible corporations connected through stock
ownership with a common parent corporation which is
an includible corporation if—

yi "(1) Stock possessing at least 95 per centum of
the voting power of all classes of stock and at least
95 per centum of each class of the nonvoting stock
of each of the includible corporations (except the
common parent corporation) is owned directly by
one or more of the other includible corporations; and

"(2) The common parent corporation owns directly
stock possessing at least 95 per centum of the voting
power of all classes of stock and at least 95 per
centum of each class of the nonvoting stock of at

: least one of the other includible corporations.
As used in this subsection, the term 'stock' does not in¬
clude nonvoting stock which is limited and preferred as
to dividends.

; "(e) Definition of 'Includible Corporation'.—As used
in this section, the term "includible' corporation' means
any corporation except—

"(1) Corporations exempt under section 101 from
the tax imposed by this chapter.

; "(2) Insurance companies subject to taxation un¬
der section 201 or 207. ■: : ;

"(3). Foreign corporations. ^
. "(4) Corporations entitled to the benefits of sec¬

tion 251, by reason of receiving a large percentage
of their income from sources within possessions of
the United States.

"(5) Corporations organized under the China
Trade Act, 1922.

I "(6) Regulated investment companies subject to
tax under Supplement Q.

"(f) Includible Insurance Companies.—Despite the
provisions of paragraph (2) of subsection (e), two or
more domestic insurance companies each of which is
subject to taxation under the same section of this chap¬
ter shall be considered as includible corporations for the
purpose of the application of subsection (d) to such in¬
surance companies alone.

"(g) Subsidiary Formed to Comply With Foreign Law.
—In the case of a domestic corporation owning or con¬

trolling, directly or indirectly, 100 per centum of the
capital stock (exclusive of directors' qualifying shares)
of a corporation organized under the laws of a contiguous
foreign country and maintained solely for the purpose of
complying with the laws of such country as to title and
operation of property, such foreign corporation may, at
the option of the domestic corporation, be treated for
the purpose of this chapter and of Sub-chapter E of
Chapter 2 as a domestic corporation.

"(h) Suspension of Running of Statute of Limitations
—If a notice under section 272 (a) in respect of a de-
fiency for any taxable year is mailed to a corporation,
the suspension of the running of the statute of limita¬
tions provided in section 277, shall apply in the case of
corporations with which such corporation made a con¬
solidated return for such taxable year.

"(i) Allocation of Income and Deductions.—For allo¬
cation of income and deductions of related trades or

business, see section 45."
(b) Pan-American Trade Corporations.—Section 152

(relating to consolidated income-tax returns of Pan-
American trade corporations) shall not apply with re¬

spect to any taxable year beginning after December 31,
1941. •

(c) Foreign Corporations.—Section 238 (relating to
denial of affiliation of foreign corporations) is repealed.

(d) Section 251 Corporations.)—Section 251 (i) (re¬
lating to denial of affiliation of section 251 corporations)
is repealed, v : .

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



94 THE COMMERCIAL & FINANCIAL CHRONICLE , >. • Thursday; January 7, 1943

. (e) China Trade Act Corporations.^-Section 264 (re-;
lating to denial of affiliation of China Trade Act cor¬
porations) is repealed.

. (f) Cross-Reference.—Section 52 (b) is amended to
read as follows: ■

•

"(b) Cross-Reference.—For provisions relating to con¬
solidated returns, see section 141." /'V
SEC. 160. Aliens and Foreign Corporations Treated as.

■ Non-Residents t:- v-"

V (a) (1) Section 143 (a) (1) (relating to withholding
of tax on interest from tax-free convenant bonds) is
amended by striking out "and not. having any office or.
place of business therein" wherever occurring. therein.

. (2.) Section 143 (b) (relating to withholding of tlie
tax at the source on nonresident ailens) is amended by,
striking out "and not having any off ice or place of busi¬
ness therein", by striking out "and not having an office:
or place of business therein", and by striking out 'or -
has an office or place of business therein". • , . ,

. (3) Section 144 (relating to payment of corporation,
income tax at the source, is amended by striking put,
"and not having any office or place of business therein".;
^ (4) The amendments made by this subsection shall,

apply only with respect to the period beginning with the
tenth day after the date of the enactment of this Act. -

(b) Section 14 (c) (relating to tax on foreign corpor-,
ations) is amended— ■ ■.,V:; . "■/K;

- (1) by striking out in paragraph (1) thereof "or;
. having an office or place of business therein", and

(2) by striking out in paragraph (2) thereof; "and.
not having an oifice or place of business therein". ;

, (c) Section 119 (a) (1) (relating to interest, from,
sources in the United States) is amended by striking out;

"and not having an office or place of business therein"..
„ (d) Section 204 (d) (relating to deductions of foreign
corporations), section 211 (b) (relating to nonresident
alien individuals), section 231 (b) (relating to resident
foreign corporations), and section 251 (e) (relating to
deductions in the case of citizens and domestic corpora-,

tions entitled to the benefits of section 251) are amended
by striking out "or having an office or place of business
therein" wherever occurring therein.

•

(e) Section 211 (a) (1) and section 211 (c) (relating
to the imposition of tax on nonresident aliens) and sec¬
tion 231: (a) (relating to the imposition of tax on non¬
resident foreign corporations) are amended by striking'
out "and not having an office or place of business there¬
in" wherever occurring therein.

- (f) Section 219 (relating to nonresident alien members
of partnerships) is amended by striking out "and as hav¬
ing an office or place of business within the United
States if the partnership of which he is a memberJ has
such an office or place of business". . '

SEC. 161. Deductions for Estate Tax and Income Tax of
■ Estate.. irySS

(a) Double Deductions Denied—Section ,162 (related
to net income of estates and trusts) is amended by in¬
serting at the end thereof the following new subsection:,

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

(b) Taxable Years to Which Amendment Applicable—
The amendment made by subsection (a) insofar as it
relates to section 23 (a) (2) shall be applicable with re¬

spect to the same taxable years and the same revenue
laws as the amendments made by section 121 (relating
to non-trade or non-business deductions) of this Act;
and the other provisions shall be applicable to taxable
years beginning after December 31, 1941, • - •>

SEC. 162. Pension Trusts
4

(a) Exemption of Trusts,—Section 165 (relating to em¬

ployees' trusts) is amended to read as follows: . .

"SEC. 165. Employees' Trusts
"(a) Exemption From Tax.-—A trust forming part of a

stock bonus, pension, or profit-sharing plan of an em¬

ployer for the exclusive benefit of his employees or their
beneficiaries shall not be taxable under this supplement
and no other provision of this supplement shall apply ;;
with respect to such trust or to its beneficiary—

"(1) if contributions are made to the trust by
such employer, or employees, or both, for the pur¬
pose of distributing to such employees or their ben¬
eficiaries the corpus and income of the fund accumu¬
lated by the trust in accordance with such plan; ;

"(2) if under the trust instrument it is impossible,
: at any time prior to the satisfaction of all liabilities

with respect to employees and their beneficiaries
under the trust, for any part of the corpus or in¬
come to be (within the taxable year or thereafter)
used for, or diverted to, purposes other than for the
exclusive benefit of his employees or their bene-

•

ficiaries; •*" ; '■
"(3) if the trust, or two or more trusts, or the

trust or trusts and annuity plan or plans are desig¬
nated by the employer as constituting parts of a
olan intended to qualify under this subsection which
benefits either—■

"(A) 70 per centum or more of all the em-
. ployees or 80 per centum or more of all the em¬

ployees who are eligible to benefit under the plan
if 70 per centum or more of all the employees are
eligible to benefit under the*plan, excluding in
each case employees who have been employed not
more than a minimum period prescribed by the.
plan, not exceeding five years, employees whose

customary .employment > is ; for not., more than
twenty hours in any one .week, and employees

; whose , customary. employment is .for; not morev

than five months in any calendar year,.or;,..-' \
; "(B) such employees as qualified under a classi¬
fication set up by the employer and, found by> the
Commissioner not to be discriminatory, in favor of

•: .employees who are officers, shareholders, persons V
whose principal duties consist in. supervising - the
work of other employees, or highly .compensated
employees; . ......

and . .

"(4) if the contributions -or benefits provided un¬
der the plan do not discriminate, in favor ^ of em-

1. ployees who are officers, shareholders; persons, whose
^principal duties consist in supervising the work of;
other, employees,, or highly compensated employees..

"(5) A classification shall not be considered, dik~
4 criminatory" within the meaning of paragraphs (3)

(B) or (4) of this subsection,merely because, it;ex- f
eludes employees the whole of whose remuneration i

;; constitutes "wages' under section' 1426 (a): (1) (re¬
lating to the Federal Insurance- Contributions Act),
or merely because it is limited to salaried or clerical
employees. Neither shall a plan be;. considered dis¬
criminatory within the meaning; of such; provisions
merely because the contributions' or ■ benefits -of or
on behalf of the employees. under the plan bear a

: uniform relationship to the total'compensationV or

; : the basic or regular rate of compensation, of such *
( employees, or merely because the jiCpntributions or

; - benefits based on that part of/an employee's remu-
;

neration which is excluded from 'wages' by-section
"1426 (a) (1) differ* from the contributions or ben-
refits based on employee's remuneration not so;• ex-i

- eluded, or differ because of any retirement benefits
created under State or Federal law, - 4 * '•

,

- "(6) A plan shall be considered as meeting the '
requirements of paragraph (3) of this 'subsection
during the whole of any:taxable year of the plan

?•; if on one day in each quarter it satisfied such re-
v quirements. " . •• ' 0 / ; , .

"(b) Taxability of Beneficiary.—-The -amount actually
distributed or made available to any distributee by.any
such trust shall be taxable to him, in the year in which
so distributed or made available, under section 22 (b)
(2) as if it were an annuity the consideration, for which
is the amount contributed by the. employee, except that.
if the total distributions payable with respect, to any
employee are paid to the distributee within one - taxable
year of the distributee on account of the . employee's ;

separation from the service, the. amount of such distri'ou-
tion to the extent exceeding the amounts contributed by
the employee;; shall be considered a gain from the Bale
or exchange of a capital asset held for more than 6 ;

months. .. ; . -

;. "(c) Treatment of Beneficiary of Trust Not Exempt
Under Subsection (a).—Contributions to a trust made

by-an employer during a taxable,year of the employer
which ends within or with a taxable year of the trust
for which the trust is not exempt under section 165 (a)
shall be Included in the gross . income of an employee .

for the taxable year in which the contribution is made ;
to the trust in the ease of an employee whose beneficial
interest in.such contribution is nonforfeitable at the time
the contribution is made." . ;

(b) Deduction Allowed Employer,-^Section . 23 >(p) „

(relating to deduction for amounts paid to pension trusts),
is amended to read as follows: , . ..

- "(p) Contributions of an Employer to an Employees'
Trust or Annuity Plan and Compensation iUnder a

Deferred-Payment Plan.— ... * )
> "(1) General rule—If contributions are paid by an -

employer to or under a stock bonus, pension, .profit-
-

. sharing, or annuity, plan, or if compensation; is paid
. or accrued on account of any employee under:a plan;;

- .. deferring the receipt of such compensation, such
contributions or compensation shall not be deduct-:
ible under subsection, (a) but shall be deductible,,
if deductible under subsection, (a) without regard;

- "to this subsection, under this subsection but only to;
, the following extent: ....

"(A) In the taxable year wheh paid,-if the con-;
tributions are paid into a pension trust, and if

- such taxable year ends within or. with sf taxable
year of the trust for which the trust . is exempt

> under section »165 (a), in am*amount^determined;
as follows: ■ . . - • ,

"(i) an amount not in excess of 5 per centum-
of the compensation otherwise paid or accrued-

. -■ r ; during the taxable year to all the employees
under the trust, but such amount may" be re¬
duced for future years if found by the "Commis-; /

; -, , sioner upon periodical examinations1 at" not less- .

, than five-year intervals to be more than the;
amount reasonably necessary to provide the'
remaining unfunded cost of* past and current
service credits of all employees under the plan,"

. plus :\:;VVV: ; -/<./■
; . "(ii). any excess over the amount allowable" -
r

, ; • under.clause (i) necessary to provide with re-'
'

, ; spect to all of the employees under the, trust the
; remaining unfunded cost of' their past and cur-*
"

. rent service credits distributed* as a . level
. ; amount, or a level percentage of compensation,

over the remaining future service of each, such;
employee, as determined under regulations pre¬
scribed by the Commissioner with the approval
of the Secretary, but if such remaining unfunded-
cost with respect to any three-individuals is.
more than 50 per centum .of such, remaining .

. . unfunded • cost, the amount of such unfunded,
cost attributable; to such individuals shall be'

; distributed over a period of vat least 5 taxable
. years, or .

k • -> j •"(iii) in lieu of the.amounts allowable under
» (i) and (ii) above, an amount equal to the nor-

•: mal cost of the plan, as determined under regu-
,> ; la tions prescribed by the Commissioner with the

*

-;
, approval of the Secretary,; plus, if past service

v ;. or other supplementary pension or annuity
. credits, are provided by the plan, an amount not

V M excess:of 10 per centum of the cost which
-,: . would be required to completely fund or pur¬

chase such pension or annuity credits as of the
. - ;date., when they ace included in ' the plan, as
/ .determined under regulations, prescribed by the5
/ : :; Commissioner with the approval of the Secre-

,; . tary, except that in no.case shall a deduction be'
; - \ ,, allowed for any amount (other, than the normal',

cost) paid in after such pension or annuity
; :; , credits are completely funded or purchased. :

"(iv) Any amount paid in a taxable year in'
.. , excess of; the amount deductible in such year'

? \ ■' - under the foregoing limitations shall be deduct- :
•. .. ■ ible in the succeeding taxable years in order of
t •: "• time to the extent of the difference between the'

.amount paid and deductible in each such sue-
. v ; : ceeding year and the maximum amount deduct-
. - ible for such year in accordance with the fore-'
y ' going limitations. . '

"(B). In the taxable year when paid, in an ;
; amount determined in accordance with subpara-

7;::. graph (A) of this paragraph, if the contributions'
*1 : - are paid towai'd the purchase of retirementsan-

nuities and such purchase is a part of a plan
r which meets the requirements of section 165 (a)/

' (3), (4), (5), and (6),.and if refunds:of premiums,:
- « any, are applied. within the current taxable

: ■ : • year or next succeeding taxable year towards the
purchase of such retirement annunities.

"

(C) In the taxable year when paid, if the con-'
? :; tributions are paid into a stock bonus or profit-
. sharing trust, and if such taxable year ends within
- or with a taxable year of the trust with respect
i , r. to which the trust is exempt under section 165

... (a), in an amount not in excess of 15 per centum
' ' of the compensation otherwise paid or accrued
■. - - during the taxable year to all employees under

~ the stock bonus or profit-sharing plan. If in any
v taxable year beginning after December 31, 1941,

\ there is paid into the trust, or a similar trust then
in effect, amounts less than the amounts deduct¬
ible under the preceding sentence, the excess, or

. - . if no amount is paid, the amounts deductible.
. shall be carried forward and be deductible when

. paid in the succeeding taxable years in order of
time, but the amount so deductible under this
sentence in any such succeeding taxable year shall
not exceed 15 per centum of the compensation1

^
r • otherwise paid or accrued during such succeeding

. r taxable year to the beneficiaries under the plan,'
. In addition, any amount paid into the trust in a-

taxable year beginning after December 31, 1941,,
r' - in bxeess of the amount allowable with respect to
: - ^ such year under the preceding provisions of this"

, , subparagraph shall be deductible in the suceed-'
^ v ing taxable years in order of time, but the amount,
r ' so.deductible under this sentence in any one such
• » -.suceeding taxable year together with the amount

• allowable under the first sentence of this sub- 5
• • paragraph shall not exceed 15 per centum of the
< : . .compensation otherwise paid or accrued during

such taxable year to the beneficiaries under the
r-~ plan; The term 'stock bonus or profit-sharing

- - • trust,' as used in this subparagraph, shall not in-
• elude any trust designed to provide benefits upon

retirement and covering a period of years, if under
/ - ,the plan the amounts to be contributed by the
;• *- employer can be determined actuarily as provided
m&g in subparagraph (A). If the contributions are
'

. , made to two or more stock bonus or profit-sharing %
. - trusts, such trusts shall be considered a single

> a- trust for the purposes of applying the limitations
in this subparagraph.

"(D) In the taxable year when paid, if the plan
- * " is not one included in paragraphs (A), (B), or

» -
. (C), if; the employees' rights' to or derived from

- - such employer's contribution or such compensa-
-

: tion are nonforfeitable at the time the contribu-
t; * tion or compensation is paid,
'*■ * ' /"(E) For the purposes of subparagraphs (A),

(B), and (C), a taxpayer on the accrual basis shall
. ; "be deemed to have made a payment on the last

. 'day of the year, of accrual if the payment is on
1

- account of such taxable year and' is piade within
sixty days after the close of the taxable year of
accrual.

t. ; . f'(F) If amounts are deductible under subnara-
.

t graphs (A) and (C)„ or (B) and (C), or (A)f (B),;
; v. .and (C), in connection with two or. more trusts,' *

or one or more trusts and an annuity plan, the
*

. total amount deductible in a taxable year under
;

, r such trusts and plans shall not exceed. 25 per

v centum of the compensation otherwise paid or ac-
crued during the taxable year to the persons who

" '

are the. beneficiaries of the... trusts or plans. In
K;: addition, any amount paid into such trust or un~

1 • der such annuity plans in a taxable year beginning.
rV. after December 31, 1941, in excess of the amount"

,. allowable with respect to such year under the
preceding provisions of this subparagraph shall

, v be deductible, in the succeeding taxable years in
order of time, but the amount so deductible under
this sentence in any. one such succeeding taxable

~ year together with the amount allowable under
. . the first sentence of this subparagraph shall not

exceed 30 per centum of the compensation other-
wise paid or aqcrued during such taxable years
to the beneficiaries under the trusts or plans. This
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subparagraph shall not have the effect of reducing
the amount otherwise deductible under subpara- ;

graphs (A), (B), and (C), if no employee is a
beneficiary under more than one trust, or a trust'
and an annuity plan." ;:V< ''r'-.

If there is no plan but a method of employer con-
tributions or compensation has the effect, of a stock f
bonus, pension, profit-sharing, or annuity plan, or

''r 'V *

and upon the adjusted corporation surtax net income
(as defined in section-203), of every life insurance
Company'taxes at the rates provided in section 13 or 1
sectioh 14 (b) and in section 15 (b). ~ ' 'V'

(2) Foreign life insurance companies.—A foreign \
life insurance company carrying on a life insurance

/'business within the United States if with respect lo *,
its United States business it would qualify as a life **

similar plan deferring the receipt of compensation, ; insurance); company under subsection (b) shall be
this paragraph shall apply as if there were such a • taxable in the same manner as a domestic life insur- ;

*• if.plan. • - ■ * • 'anee company except that the determinations neces- '
- "(2) Deductions Under Prior Income Tax Acts.— ' • *ary tor-the purposes of this chapter shall be made

Any deduction allowable under section 23 (q) of the on.ft.e-_ basis-iof ft® income, disbursements, lassets, •
:' Revenue Act of 1923 (45 Stat. 802), or the Revenue habilities .reported m the annual statement for

anf 10*^9 C47 <5tnt 1R2Y vnr the Rpvenufe Act of t *ne taxable year of the United States business of *
; V (: 1934^48 Stat. 691 imd^ section 23 (pi of the Rev^g®| such company on the form approved for life insur-

enue Act of 1936 (49 Stat. 1681), or the Revenue - ance,companies by the National Association of In-v
■ 1 Act of 1938 (52 Stat. 464), or' the Internal 'Revenue : / ;,1 surance Commissioners.

Code for a taxable year beginning before'January "(3) No , United States insurance business.—
1, 1943, which under such section was apportioned Foreign fife, insurance companies not carrying on
to any taxable year beginning after December 31, " an insurance business within the United States shall :
1942, shall be allowed as a deduction for the years • „ )not be taxable under this section but shall be tax- *
to which so apportioned to the extent allowable un- ' "" able as other foreign corporations,
der such section if it had remained in force with ^ J "(b) Definition of Life Insurance Company.—When ;

-

, respect to such year,".';7;7rused in this chapter, the term 'life insurance company' '
(c) Employees' Annuities—Section 22 (b) \(2) (re- r,means' an insurance;company which is engaged in the *

lating to taxation of annuities) is amended by inserting. , business, of issuing life insurance and annuity contracts
at the end thereof the. following new subparagraph: •; (««"* separately or combined with health and acci- y

• - "(B) Employees'- Annuities.—If an annuity con-&;dentinsurance), or noncancellable contracts of health _

; ' tract is purchased by an employer for an employee * and accident . insurance, and the life nsurance reserves |
' "

under a plan with respect to which the employer's^-(as defined;in subsection (c) (2)) plus unearned pre-;
• "contribution is deductible under section 23 (p) (I) . miums and unpaid losses on noncancellable life, health,

(B), or if an annuity contract is purchased for an &or accident policies not included m life insurance re-
.. . employee by an employer exempt under section °f which comprise more than 50 per centum of ,;>

101 (6), the employee shall include in his income' reserves. For the purpose of this subsection
the amounts received under such .contract for the; raean?, Me Nsurance resenies TOearned
year received except that if the employee paid. P^mmms and unpaid losses not included in l.fe mpr-;
S-hv nf fhfl Y.nnQiHArnfinrt w thp flnnnitv the an-#' ance reserves> and all, other insurance reserves required
nnJty°shan ^** taxable years beginning after December 31,'
in cuhnaracrrarth r a ^ nf thic naratfranh the con- 1943> a burial or funeral benefit insurance company en-j
sideration for such annuity being considered the' *^1 klRSS! *

t-Mi- amount contributed by the employee. In-all other;;- ,■ - - ■ o :;fv"™ (
leases, if the employee's rights under the contract £ th^s ^section, but shall be taxable under sec-

. are nonforfeitable except for failure to pay future ' * ^v.;'* T ..• . - - -
- premiums, the amount contributed by the" em-c .: ' . ,(c) Other Definitions.—In the case of a life insur-v
ployer for such annuity contract on or after such - ance company . ■!:!!-;'.v

••.j rights become nonforfeitable shall be included in^;^;;C^""(l)^Gross income.—-The term'gross income',
the income of the employee in the year in which - - means the gross amount of income received during1
the amount is contributed," which amotrnt together J". < the .tuxablb year from interest "dividends,: and rents. |

; - ' ■ with any amounts contributed by the employee^-:"(2) 'life insurance reserves.—1The term '.life in-*}
- - shall constitute the consideration paid for the an-.

. ' ' nuity contract in determining the amdunt- of theg ^
- annuity required to be included in the income of"
"m "( i r the employee under subparagraph (A) of'this par-^::?

'

i agraph." ; J J •
'

(d) Taxable Years to Which Amendments Applicable. *
—The amendments made by this section shall be ap- -

plicable as to both the employer and employees only: ; ^
with respect to taxable years of the employer beginning >y ^

or the performance of funeral services shall not be tax-

after December 31, 1941,-except that-
"

(1) In the case of a stock bonus, pension, profit-shar-;
ing, or annuity plan in effect on or before September,
i, 1942,- --v * ' • ' •-; - *

(A) such a plan shall not become subject to the .

requirements of section 165 (a) (3), (4); (5), and
.. V (6) until the beginning of the first taxable year,

beginning after December 31, 1942. - t
(B). such a plan shall be considered as satisfying

the requirements of section 165 (a) (3),• (4), (5),.
, v and (6) for the period beginning with the begin¬

ning of the first taxable year following December-
1 31, 1942, and ending December 31, 1943, if the
v . plan satisfies such requirements by December 31,;

: ; 1943, ^ :

(C)if the contribution of an employer io such a,
plan . in. the employer's taxable year'beginning in^ .

1942 exceeds the maximum amount deductible for;
such year under section 23 (p) (1), as amended- >
by this section, the amount deductible in such,
year shall be not less than the sum of— v

(i) the amount paid in such taxable year
prior to September 1, 1942, and deductible un¬
der section 23 (a) or 23 (p) prior to amendment,
by this section, and - . - s

(ii) with respect to the amount paid in such; .

taxable year on or after September 1, 1942, that,
proportion of the amount deductible for the tax-, ,

, able year under section 23 (p) (1), as amended.
by this section, which the number ; of -months

-

. - after August 31, 1942, in the taxable year bears-
to -twelver - -r<: ••: •":

(2) In the case of a stock bonus, pension, profit shar-.; r
ing or annuity plan put into effect after September lrl
1942, such a plan shall be considered as satisfying Ihe.
requirements of section 165 (a) (3), (4), (5). and (6)
for the period beginning with the date such, plan is put y
into effect and ending December 31, 1943, if the. plan.
satisfies such requirements by December 31, 1943.

* (e) Technical Amendment- to Investment- Company-
Act of 1940.—Section 3 (c) (13) of the Investment Com-. -

pany Act of 1940 is amended to read as follows; . 3 \
: 1 "(13) Any employees stocky bonus, pension, >orc fr

profit-sharing' trust which meets the conditions of
section 165 of the Internal Revenue Code, as;
amended." ■

. , - ;

SEC. 163. Life Insurance Companies ..r;1
(a) Sections 201, 202, and 203 (relating to life insur¬

ance companies) are amended to read as follows:

"SEC. 201. Life Insurance Companies

"(a) Imposition of Tax.— ' , . .

"(1) In general.—There shall be levied, collected,
and paid for each taxable year upon the adjusted
normal-tax net income (as defined in section 202)'

surance ■ reserves' - means amounts which are com- ]
puted or-estimated on the basis of recognised mor-.
tality or;, morbidity tables and assumed rates of in-.
terest/.and which are set asidevto mature or liqui- y.

date, y either - by ' payment; or, reinsurance, future.
St- unaccrued- claims arising from life insurance, annu-,

•ity,:and noncancellable health'and accident insur-,
;■ ance contracts'*(including life insurance or annunity.

contracts combined with noncancellable health and
.accident insurance) involving, at the time With re-»

: spect to which the reserve is computed, life, health,!
or a'ccident contingencies. ; Such life insurance re-,

y serves; except in the case of policies covering life,!
health, ' and accident insurance combined in one >

policy issued On the weekly premium, payment plan, /
continuing.for life and not subject to cancellation,
and except as hereinafter provided in the case of!
assessment life insurance, must also be required by,
law. In. the case t)f an assessment life insurance

company or association the term 'life insurance re-,
serves': includes sums actually deposited , by such
company or association with State or Territorial
officers pursuant to law as guaranty or reserve -

funds, and any funds maintained under the charter r
or articles of incorporation or association, or bylaws
approved by State Insurance Commissioner of such
company or association exclusively for the payment,
of claims arising under certificates of membership
or policies issued upon the assessment plan and not

'

subject to any other use.

"(3) Adjusted reserves.—The term 'adjusted re¬
serves' meUns life insurance reserves plus' 7 per

centum of that portion of such reserves as are com-.
puted on a preliminary term basis.

"(4) Reserve earnings rate.—The term 'reserve
earnings rate' means a rate computed by adding (
2.1125 per centum (65 per centum of 3!/4 per cen-.
turn) to 35 per centum of the average rate of inter¬
est assumed in computing life'insurance reserves..
Such average rate shall be calculated by multiplying •

"

each assumed rate 6i interest by the means of the ;
amounts of the adjusted reserves computed at that
rate at the beginning and end of the taxable year"
and dividing the sum of the products by the mean
"of the total adjusted reserves at the beginning and
respect to such year,". ' ..!;J!

v

(5) Reserve for deferred dividends.—The term
- "reserve for'deferred' dividends1 means'sums held at

the-end of the1 taxable year as a reserve .for divi¬
dends'(other'than'dividends payable during the .

year following the taxable year) the payment of
'

which is deferred for a period of not less than five
years from the date Of the policy contract. ;

(6Interest paid—The term 'interest paid':
means—••.'•*r..t . ' V;

-

"(A) All interest paid within the taxable year,
- on indebtedness, except on indebtedness incurred

or continued-to purchase; or carry obligations'
•

(other than obligations of the United States issued"
-.after September 24; 1917, and originally subscribed
for by the taxpayer) the interest upon which is*
wholly exempt from taxation under this chapter,,
and "

"(B) All-"amounts in the nature of interest,-
• whether or not guaranteed, paid within the tax¬

able year on insurance or annuity contracts (or
contracts arising out of insurance or annuity con-

.b'/r...'; tracts) which do not involve, at the time of pay-
i;' !' ment, life, health, or accident contingencies. ";,

"• "(7) Net income.—The term 'net income' means
.the gross income less—

"(A) Tax-free Interest.—The amount of inter-
est received during the taxable year which under

•
• section 22 (b) (4) is excluded from gross income;

'i^.^ ■ /v.:/i B):. Investment Expenses.—Investment ex-"

penses paid during the taxable year. If any gen-
•

, eral expenses are in part assigned to or included
in the investment expenses, the total deduction
under this subparagraph shall not exceed one-

• •': •/ fourth of 1 per centum of the mean of the book
value of the invested assets held at the beginning

1

. and end of the taxable year plus one-fourth of the
amount by which net income computed without

\J;any 'deduction for investment expenses allowed by
this subparagraph, or for tax-free interest allowed

; ;; by subparagraph (A), exceeds 3% per centum of
^ • the book value of the mean of the invested assets
: ; held at the beginning and ; end of the taxable

1

year; ■■ .
* ."{C) Real Estate Expenses.—Taxes and other

"?.s'.V;!i expenses paid during the taxable year exclusively
upon or with respect to the real estate owned by

; the company, not including taxes assessed against
;' ' ! local benefits of a kind tending to increase the

; value of the property assessed, and not including
any amount paid out for new buildings, or for per¬
manent improvements cr betterments made to in-

-

•r crease the'value of any property. The deduction
;:;!;.;!/ allowed by this paragraph shall be allowed in the

: case of taxes imposed upon a shareholder of a

company upon his interest as shareholder, which
are paid by the company without reimbursement

r ■% , from the shareholder, but in such cases no deduc-
; . tion shall be allowed the shareholder for the

amount of such taxes;
"(D) Depreciation.—A reasonable allowance, as

provided in section 23 (1), for the exhaustion,
wear and tear of property, including a reasonable

r'
„ * allowance for obsolescence.

■r "(d) Rental Value of Real Estate.—The deduction un¬
der subsection (c) (7) (C) or (c) (7) (D) of this section
on account of any real estate owned and occupied in
whole-or in part by a life insurance company, shall be

-limited to an amount which bears the same rato to such
deduction1 (computed without regard to this subsection)
as the rental value of the space not so occupied bears
to the rental value of the entire property.

"(e) Amortization of Premium and Accrual of Dis-
CO'unt.-^The gross income, the deduction provided in

>section 201 (c)- (7) (A) and the credit allowed against
net income in section 26 (a) shall each be decreased by

; the appropriate amortization of premium and increased
by the appropriate accrual of discount attributable to

;the taxable year on bonds, notes, debentures or other
evidences of indebtedness held by a life insurance com¬

pany; 'Such amortization and accrual shall be deter¬
mined (1) in accordance with the method regularly em¬

ployed by such company, if such method is reasonable,
and (2) in all other cases, in accordance with regulations

-prescribed by the Commissioner with the approval of
; the Secretary. ■ ■'!•; '■ ■'"v'"

"(f) Double Deductions.—Nothing in this section or in
section 202 or 203 shall be construed to permit the same

items to be. twice deducted.
"(g) Credits Under Section 26.—For the purposes of

this section, in computing normal tax net income and
corporation surtax net income, the credits provided ■ in
section 26 shall be allowed in the manner and to the
extent provided in sections 13 (a) and 15 (a)."

"SEC. 202. Adjusted Normal-Tax Net Income

"(a) Definition.—For the purposes of section 201, the
term 'adjusted normal-tax net income' means the nor¬
mal-tax net income minus the reserve and other policy
liability credit provided in subsection (b) and plus the
amount of the adjustment for certain reserves provided
in subsection (c). "V;) .!■

"(b) Reserve and Other Policy Liability Credit.—As
used in this section the term 'reserve and other policy
liability credit' means an amount computed by multi¬
plying the normal-tax net income by a figure, to be de¬
termined and proclaimed by the Secretary for each tax¬
able year. This figure shall be based on such data with
respect to life insurance companies for the preceding
taxable year as the Secretary considers representative
and shall be computed in accordance with the follow¬
ing forhiula: The ratio which (1) the aggregate of the
sums of (A) 2 per centum of the reserves for deferred
dividends, (B) interest paid, and (C) the product of (i)
the mean of the adjusted reserves at the beginning and
end of the taxable year and (ii) the reserve earnings
rate bears to (2) the aggregate of the excess of net in¬
comes computed without any deduction for tax-free in¬
terest, over the adjustment for certain reserves pro¬
vided in subsection (c).

-

"(e) Adjustment for Certain Reserves.—In the case of
a life insurance company writing contracts other than
life insurance or annuity contracts (either separately or
combined with noncancellable health and accident in¬
surance), the term 'adjustment for certain reserves'
means an amount equal to 3% per centum of the un¬
earned premiums and" unpaid losses on such other con¬
tracts which are not included in life insurance reserves.

For the purposes of this subsection such unearned pre¬
miums shall not be considered to be less than 25 per

centum-of the-net premiums written during the taxable
year on such other contracts.

"SEC. 203. Adjusted Corporation Surtax Net Income
"(a) Definition.—For the purposes of section 201, the

term 'adjusted corporation surtax net income' means the
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corp'oration and surtax net income minus the reserve
and other policy liability credit and plus the adjustment
for certain reserves provided in section 202 (c).

"(b) Reserve and Other Policy Liability Credit.—As
used in this section, Athe term 'reserve and other policy
liability credit' means an amount computed by multi¬
plying the corporation surtax net income by the figure
determined and proclaimed under section 202 (b)."

(b) Technical Amendments.— f

: (1) Section 103 (relating to rates of tax on citizens ;

and corporations of certain foreign countries) is A
amended by striking out "201 (b)" wherever appear¬
ing therein and inserting "201 (a)". » ;. Av /

"(2) Normal-tax and corporation surtax net in-;,
is repealed.

SEC. 164. Insurance Companies Other Than Life or
A Mutual and Mutual Marine Insurance Com-

; j.;yv panies A A■ \■ .'-.-A:A'AA a"';^ /AAA' .'A.Av A A;::A:o.A AAV
(a).Section 204 (a) (relating to tax on insurance com¬

panies other than life or mutual) is amended to read
as follows:

"(a) Imposition of Tax.—
"(1) In general.—There shall be levied, collected,

and paid for each taxable year upon the normal-
tax net income and upon the corporation surtax net
income of every insurance company (other than a
life or mutual insurance company and every mutual
marine insurance company taxes at the rates speci-
ficd in section 13 or section 14 (b) and in section
15 (b). A A A. / " • • : 't :

"(2) Normal-tax and corporation surtax net in¬
come of foreign insurance companies other than life
or mutual and foreign mutual marine.—In the case
of a foreign insurance company (other than a life

/ or mutual insurance company) and a foreign mutual
marine insurance company, the normal-tax net in¬
come shall be the net income from sources within
the United States minus the credit provided in sec¬
tion 26 (a), the credit provided in section 26 (b), and A

A . the credit for income subject to the tax imposed by
Subchapter E of Chapter 2 provided in section 26 (e) ..

'A and the corporation surtax net income shall be the
net income from sources within the United States
minus the credit provided in section 26 (b) (com¬
puted by limiting such credit to 85 per centum of A
the net income: reduced by the credit for income
subject to the tax imposed by Subchapter E of
Chapter 2 in lieu of 85 per centum of the adjusted
net income so reduced), and minus the credit for

: income subject to the tax imposed by Subchapter E
of Chapter 2 provided in section 26 (e).

"(3) No United States Insurance Business—For¬
eign insurance companies (other than a life or
mutual insurance company) and foreign mutual ma-

•' rine insurance companies not carrying on an insur-
'

ance business within the United States shall not be
taxable under this section but shall be taxable as

other foreign corporations."
(b) Section 204 (b) (5) (relating to definition of

premiums earned) is amended by striking out the semi¬
colon at the end thereof and inserting a period and the
following new sentence: "For the purposes of this sub-
section, .unearned premiums shall include life insurance
reserves, as defined in section 201 (c) (2), pertaining to
the life, burial, or funeral insurance, or annuity business
of an insurance company subject to the tax imposed by
this section and not qualifying as a life insurance .com¬
pany under section 201 (b);"

(c) Section 204.(c) (relating to deductions) is amend¬
ed as follows: .

(1) by changing paragraph (5) to read:
"(5). Capital Losses—Capital losses to the extent

provided in section 117 plus losses from capital
r assets sold or exchanged in order to obtain funds-

to meet abnormal insurance losses and to provide •
for the payment of dividends and similar distribu¬
tions to policyholders. Capital assets shall be con-

> sidered as sold or exchanged in order to obtain funds
to meet abnormal insurance losses and to provide
fpr the payment of dividends and similar distribu¬
tions to policyholders to the extent that the gross
receipts from their sale or exchange are not greater
than the excess, if any, for the taxable year of the
sum of dividends and similar distributions paid to
policyholders in their capacity as such, losses paid,
and expenses paid over the sum of interest, divi¬
dends, rents, and net premiums received. In the ap¬
plication of section 117 (e) for the purposes of this
section, the net capital loss for the taxable year shall
be the amount by which losses for such year from
sales or exchanges of capital assets exceeds the sum
of the gains from such sales or exchanges and which¬
ever of the following amounts is the lesser:

"(A) the corporation surtax net income (com¬
puted without regard to gains or losses from sales
or exchanges of capital assets); or

"(B) losses from the sale or exchange of capital
assets sold or exchanged to obtain funds to meet
abnormal insurance losses and to provide for the
payment of dividends and similar distributions to
policyholders." A" . A 'AAAA;

and (2) by striking out the period at the end thereof
and inserting a semicolon and the following new
paragraph:

"(11) Dividends and similar distributions paid or
declared to policyholders in their capacity as such.
The term 'paid or declared' shall be construed ac¬

cording to the method of accounting regularly em¬
ployed in keeping the books of the insurance com¬

pany.";
(d) Section 204 is amended by adding at the end

thereof the following new subsection:
"(f) Credits Under Section 26—For the purposes of

this section, in computing normal tax net income and

corporation surtax net income, the credits provided in •

section 26 shall be allowed in the manner and to the ex¬

tent provided in sections 13 (a) and 15 (a)."
; (e) Cross Reference—For stamp tax on policies writ¬

ten by foreign insurers, see section 502 of this Act.

Sec. 165. Mutual Insurance Companies Other Than Life
or Marine ;.aaa

. •' ' v,

(a) Exempt Companies—Section 101 (11) is amended
to read as follows:-, AAAr-AAA 'AA-; -/"aaaa -A aa;A;Avaa- v "A-A

"(11) Mutual insurance companies or associations
, • other than life or marine (including interinsurers-

v A-and reciprocal underwriters) if the gross amount re- y
AAA ceived during the taxable year from interest, divi- «

:
, dends, .rents, and premiums (including deposits and

a" assessments) does not exceed $75,000;". .. -A *

(b) Taxable Companies—Section 207 (relating to tax-.;
ation of mutual insurance companies other than life) is *

amended to read as follows:

"Sec. 207. Mutual Insurance Companies Other than Life
A;AAA AAA A:'AA or Marine. •

"(a) Imposition of Tax.—There shall be levied, col- ■

lected, and paid for each taxable year upon the income
of every mutual insurance company (other than a life
or a marine insurance company and other than an inter-
insurer or reciprocal underwriter) a tax computed under
paragraph (1) or paragraph (2) whichever is the greater
and upon the income of every mutual insurance com¬

pany (other than a life or a marine insurance company)
which is an interinsurer or reciprocal underwriter, a
tax computed under paragraph (3):

"

"(1) If the corporation surtax net income is over

$3,000 a tax computed as follows: .

"(A) Normal Tax.—A normal tax on the nor¬

mal-tax net income, computed at the rates pro¬
vided in section 13 or section 14 (b), or 30 per

;. : A centum of the amount by which the normal-tax
A A net income exceeds $3,000, whichever is the lesser;

-
v .. plus >•>>,%:;-yA: A>'iV; :aA-AA;a.:. AA 'v:;aAaA A'AA-a

. i < "(B) Surtax.—A surtax on the corporation sur¬
tax net income, computed at the rates provided in

., A section 15 (b), or 20 per centum of the amount by
A . .which the corporation surtax net income exceeds

,AA AAA $3,000, whichever is the lesser. -••••' •.aa'-'-'avaa' 'a.--'"'
:. "(2) If for the taxable year the gross amount of
income from interest, dividends, rents, and net pre¬
miums, minus dividends to policy holders, minus the
interest which under section 22 (b) (4) is excluded
from gross income, exceeds $75,000, a tax equal to
the excess of— 1

, ^ ' ; - . •

"(A) 1 per centum of the amounts so computed,
or 2 per centum of the excess of the amount so

computed over $75,000, whichever is the lesser,
over ' '■ >; A a'.' ■

"(B) the amount of the tax imposed under Sub-
* 1

chapter E of Chapter 2. ■•^-•^aAaA.'aAA/^'^Aaa
"(3) In the case of an interinsurer or reciprocal

underwriter, if the corporation surtax net income
is over $50,000 a tax computed as follows:

"(A) Normal Tax—A normal tax on the nor-5
mal-tax net income, computed at the rates pro¬
vided in section 13 or section 14 (b), or 48 per •
centum of the amount by which the normal-tax
net income exceeds $50,000, whichever is the
lesser; plus *

"(B) Surtax—A surtax on the corporation sur¬
tax net income, computed at the rates provided
in section 15 (b), or 32 per centum of the amount
by which the corporation surtax net income ex¬

ceeds $50,000, whichever is the lesser.
"(4) Gross amount received over $75,000, but less

than $125,000—If the gross amount received during
the taxable year from interest, dividends, rents and
premiums (including deposits and assessments) is
over $75,000 but less than $125,000, the amount as¬
certained under paragraph (1), paragraph (2) (Al¬
and paragraph (3) shall be an amount which bears
the same proportion to the amount ascertained under
such paragraph, computed without reference to this
paragraph, as the excess over $75,000 of such gross
amount received bears to $50,000.

"(5) Foreign mutual insurance companies other
than life or marine—In the case of a foreign mutual
insurance company (other than a life or marine in¬
surance company), the net income shall be the net
income from sources within the United States and'
the gross amount of income from interest, dividends,
rents, and net premiums shall be the amount of such
income from sources within the United States.

"(6) No United States insurance business—For¬
eign mutual insurance companies (other than a life
or marine insurance company) not carrying on an
insurance business within the United States shall
not be taxable under this section but shall be taxable
as other foreign corporations.

"(b) Definition of Income, Etc.—In the case of an
insurance company subject to the tax imposed by this
section—

"(1) Gross investment income—'Gross investment
income' means the gross amount of income during
the taxable year from interest, dividends, rents, and

A ' gains from sales or exchanges of capital assets to
the extent provided in section 117;

"(2) Net premiums—'Net premiums' means gross
premiums (including deposits and assessments)
written or received on insurance contracts during
the taxable year less return premiums and premiums
paid or incurred for reinsurance. Amounts returned
where the amount is not fixed in the insurance con¬

tract but depends upon the experience of the com¬
pany or the discretion of the management shall not
be included in return premiums but shall be treated
as dividends to policyholders under paragraph (3);

"(3) Dividends to policyholders—'Dividends to
policyholders' means dividends and similar distri¬

butions paid or declared to policyholders.. The term
'paid or declared' shall be construed according to
the method regularly employed in keeping the books
of the insurance company; A A ; A , A

AAA "(4) Net income—The term 'net income' means

AA the gross investment income less— A:A a
A, ,;A A."(A) Tax-free Interest—The amount of interest

:;/A A which under section 22 (b) (4) is excluded for the
taxable year from gross income; A , A A

A "(B) Investment Expenses — Investment ex-
AAl: penses paid or accrued during the taxable year.

AAAAAv.A If any general expenses are in part assigned to or
AAincluded in the .investment expenses, the total

V4 „, deduction under this subparagraph shall not exceed
A „\AA' one-fourth of 1 per centum of the mean of the

A; * . book value of the invested assets held at the be-
A'VaA'J ginning and end of the taxable year plus one-

■ At" •' fourth of the amount by which net income com¬

puted without any deduction for investment ex-

»v-' ...A? penses allowed by this subparagraph, or for tax-
free interest allowed by subsection (b) (4) (A),
exceeds 3% per centum of the book value of the
mean of the invested assets held at the beginning

A AA a: and end of the taxable year; .

, "(G) Real Estate Expenses—Taxes and other
A>r - expenses paid or accrued during the taxable year

exclusively upon or with respect to the real estate
- owned by the company, not including taxes

assessed against local benefits of a kind tending
to increase the value of the property assessed, and
not including any amount paid out for new build¬
ings, or for permanent improvements or ' better¬
ments made to increase the value of any property.,
The deduction allowed by this paragraph shall be

■ A allowed in the case of taxes imposed upon a share¬
holder of a company upon his interest as share-

A holder, which are paid or accrued by the company
without reimbursement from the shareholder, but
in such cases no deduction shall be allowed the

,, AA; shareholder for the amount of such taxes;
A AA A "(D) Depreciation—A reasonable allowance, j as

provided in section 23 (1), for the exhaustion,
,.a>aa wear and tear of property, including a reasonable

v allowance for obsolescence; ' A,:AA''V'
"(E) Interest Paid or Accrued—All interest paid

or accrued within the taxable year on indebted-
. ness, except on indebtedness incurred or continued

to purchase or carry obligations (other than obli-
v

. gations of the United States issued after Septem¬
ber 24, 1917, and originally subscribed for by the
taxpayer) the interest upon which is wholly ex¬
empt from taxation under this chapter. ,

"(F) Capital Losses—Capital losses to the ex¬
tent provided in section 117 plus losses from capi-

t tal assets sold or exchanged in order .to obtain
AAA.; funds to meet abnormal insurance losses and to

Aa provide for the payment of dividends and similar
distributions to policyholders. Capital assets shall
be considered as sold or exchanged in order to ob¬
tain funds to meet abnormal insurance losses and
to provide for the payment of dividends and simi¬
lar distributions to policyholders to the extent
that the gross receipts from their sale or exchange
are not greater than the excess, if#ny, for the tax¬
able year of the sum of dividends;and similar dis-

AAAA a tributions paid to policyholders, 'losses paid, and
expenses paid over the sum of interest, dividends,
rents, and net premiums received., In the applica-

A - A , tion of section 117 (e) for the purposes of this sec-

tion, the net capital loss for the taxable year shall
be the amount by which losses for such- year from

, , sales or exchanges of capital assets exceeds the
. .. c. sum of the gains from such sales or exchanges

and whichever of the following amounts. is the
lesser: t ' ■ ■

"(i) the corporation surtax net income (com-
< puted without regard to gains or losses from

- - • sales or exchanges of capital assets); or .

"(ii) losses from the sale or exchange of
capital assets sold or exchanged to obtain funds
to meet abnormal insurance losses and to pro-

•lipAAAA vide for the payment of dividends and similar
A distributions to policyholders.

"(c) Rental Value of Real Estate—The deduction un¬
der subsection (b) (4) (C) or (b) (4) (D) of this section
on account of any real estate owned and occupied in
whole or in part by a mutual insurance company other

A than life or marine, shall be limited to an amount which
bears the same ratio to such deduction (computed with¬
out regard to this subsection) as the rental value of the
space not so occupied bears to the rental value of the
entire property/.' A 'AAAA-.;A' A"'"'

"(d) Amortization of Premium and Accrual of Dis¬
count—The gross amount of income during the taxable
year from interest, the deduction provided in subsection
(b) (4) (A), and the credit allowed against net income
in section 26 (a) shall each be decreased by the appro¬
priate amortization of premium and increased by the
appropriate accrual of discount attributable to the tax¬
able year on bonds, notes, debentures or other evidences
of indebtedness held * by a mutual insurance company
other than life or marine. Such amortization and ac¬
crual shall be determined (1) in accordance with the
method regularly employed by such company, if such
method is reasonable, and (2) in all other cases, in ac¬
cordance with regulations prescribed by the Commis¬
sioner with the approval of the Secretary.

"(e) Deductions of Foreign Corporations—In the case
of a foreign corporation the deductions allowed in this
section shall be allowed to the extent provided in Sup¬
plement I in the case of a foreign corporation engaged in

. trade or business within the United States.
"(f) Double Deductions—Nothing in this section shall

be construed to permit the same item to be twice de¬
ducted.
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/'(g) Credits Under Section 26—For the purposes of
this section, in computing normal tax net income and
corporation surtax net income, the credits provided in
section 26 shall be allowed in the manner and to the ex¬
tent provided in sections 13 (a) and 15 (a)."

(c) Cross Reference—For stamp tax on policies writ¬
ten by foreign insurers, see section 502 of this Act.
SEC. 166. Technical Amendment to Definition of "Divi¬

dend"

Section 115 (a) (relating to definition of dividends) is
amended by striking out "(except in section 203 (a) (3)
and section 207 (c) (1), relating, to insurance com¬
panies)" and inserting the following "(except in section
201 (c) (5), section 204 (c) (11) and section 207 (a) (2)
and (b) (3) (where the reference is to dividends of in¬
surance companies paid to policyholders) )."
SEC. 167. Transactions in Stocks, Securities, and Com-

v - modities Not Considered Engaging in Trade :

or Business in Certain Cases - 1

The last sentence of section 211 (b) (relating to defini¬
tion of being engaged in trade or business in the United
States) is amended to read as follows: "Such phrase
does not include the effecting, through a resident broker,
commission agent, or custodian, of transactions in the
United States in commodities (if of a kind customarily,
dealt in on an organized commodity exchange, if the
transaction is of the kind customarily consummated at
such place, and if the alien, partnership, or corporation
has no office or place of business in the United States at
any time during the taxable year through which or by
the direction of which such transactions in commodities
are effected), or in stocks or securities." . : . .

SEC. 168. Period for Filing Petition Extended in Certain
VA'yA . Cases /.P/d/ Pp//pP-v;. • ///

(a) Period Extended—Section 272 (a): (1) "(relating
to period for filing petition with Board of Tax Appeals)
is amended by inserting at the end thereof the following
new sentence: "If the notice is addressed to a person

outside the States of the Union and the 'District
of Columbia, the period specified in this paragraph shall
be one hundred and fifty days in lieu of ninety days."

(b) Effective Date—The amendment made by this *
section shall be applicable with respect to notices of de¬
ficiency mailed after the date of the enactment of this /•
Act. .' '. < ,. ' : '

SEC. 169. Statute of Limitations on Refunds and Credits

(a). Limit on Amount of Credit or Refund—Section /■
322 (b) (2) is amended to read as follows:,:./ .

"(2) Limit on amount of credit or refund—The -

amount of the credit or refund shall not exceed the /
/ * / portion of the tax paid— • ■ 4 »

1 1

"(A) If a return was filed by the taxpayer; and >

the claim was filed within three years from-the *

: - * time the return was filed, during the three years/
, immediately preceding the filing of the claim. ■

"(B) If a claim was filed, and (i) no return was
/; filed, or (ii) if the claim was not filed within three •
/' / years from the time the return was filed by the

taxpayer, during the two years immediately pre-
/ ceding the filing of the claim.

"(C) If no claim was filed and the allowance of
/' credit or refund is made within three years from

the time the return was filed by the taxpayer,
, during the three years immediately preceding the

' •

allowance of the credit or refund.
: "(D) !tf no claim was filed, and (i) no return,
was filed or (ii) the allowance of the credit or

// refund is not made within three years from the
. time the return was filed by the taxpayer, dur¬

ing the two years immediately preceding the
i allowance of the credit or refund.

"(3) Exceptions in the case of waivers—If both
. the Commissioner and the taxpayer have, within the

period prescribed in paragraph (1) for the filing of
a claim for credit or refund, agreed in writing under
the provisions of section 276 (b) to extend beyond
the period prescribed in section 275 the time within
which the Commissioner may make an assessment,
the period within which a claim for credit or refund
maw be filed, or credit or refund allowed or made
if rip claim is filed, shall be the period within which
the Commissioner may make an assessment pursuant
to such agreement or any extension thereof, and six
months thereafter, except that the provisions of
paragraph (1) shall apply to any claim filed, or
credit or refund allowed or made, before the execu¬

tion of such agreement. > The amount of the credit
or refund shall not exceed the total of the portions

///, of'tax paid (A) during the two years immediately
preceding the execution of such agreements or, if

. such agreement was executed within three years
from the time the return was filed, during the three

f years immediately preceding the execution of such
agreement, (B) after the execution of the agreement

. and before the expiration of the period within which
the Commissioner might make an assessment pur¬

suant to such agreement or any extension thereof,
and (C) during six months after the expiration of
such period, except that the provisions of paragraph
(2) shall apply1 to any claim filed, or credit or re-

, ■ fund allowed/'before the execution of the agree-
r ment. If any portion of the tax is paid after the
, expiration of the period within which the Commis¬

sioner might make an assessment pursuant to such
, - -agreement, and if no claim for credit or refund -is

filed after the time of such payment and before the*
y. end of six months after the expiration of such pe-*
r riod, then credit or refund may be allowed or made

/ if a claim therefor is filed by the taxpayer within *'

six months from the time of such payment, or, if no
. claim is filed within such six-month period after the.
, payment, if the credit or refund is allowed or made-^
V within such period, but the-amount of the credit or-,

refund shall not exceed the portion of the tax paid
during the six months immediately preceding the
filing of the claim, or, if no claim was filed (and the

y credit or refund is allowed after six months after
the expiration of the period within which the Com¬
missioner might make an assessment), during the
six months immediately preceding the allowance of
the credit or refund.

"(4) Return considered filed on due date—For
the purposes of this subsection, a return filed before
the last day prescribed by law for the filing thereof
shall be considered as filed on such last day. For
the purposes of paragraph (2) and (3) of this sub¬
section, and for the purposes of subsection (d) of this
section, an advance, payment of any portion of the

• tax made at the time such return was filed shall be
considered as made on the last day prescribed by //
law for the payment of the tax or, if the taxpayer
elected to pay the tax in installments, on the last
day prescribed for the payment of the first install¬
ment. For the purposes of this paragraph, the last
day prescribed by law for filing the return or pay-

/ ing the tax shall be determined without regard to
any extension of time granted the taxpayer.

•/;;/./ "(5) Special period of limitation with respect to
bad debts/and worthless securities—If the'claim
for credit or refund relates to an overpayment on
account of—

/ "(A) the deductibility by the taxpayer, under
section 23 (k) (1), section 23 (k) (4), or section

/ ' 204 (c), of a debt as a debt which became worth¬
less, or, under section 23 (g) (2) or (k) (2), of a /

/' loss from worthlessness of a security, or

"(B) the effect that the deductibility of a debt
or loss described in subparagraph (A) has on the /
application to the taxpayer of a carry-over or of

'* ' 4
a carry-back,

//.in lieu of the three-year period of limitation pre-
• ' scribed in paragraph (1), the period shall be seven
: years from the date prescribed by law for filing the

; return for the year with respect to which the claim
:)■ is made. In the case of such a claim, the amount of

' / the credit or refund may exceed the portion of the
tax paid within the period provided in paragraph

W:(2) or paragraph (3), whichever is applicable, to
~

the extent of the amount of the overpayment at¬
tributable to the deductibility of items described in
this paragraph."

'

(b) Overpayment Found by Board—Section 322 (d)
is amended to read as follows:

"(d) Overpayment Found by ' Board—If the Board
finds that there is no deficiency and further finds that
the taxpayer has made.an overpayment of tax in respect
of the taxable year in respect of which the Commis¬
sioner determined the deficiency, the Board shall have
jurisdiction to determine the amount of such overpay¬

ment, and such amount shall, when the decision of the
Board has become final, be, credited or refunded to the
taxpayer. No such credit or refund shall be made of
any portion of the tax unless the Board determines as

part of its decision (1) that such portion was paid (A)
within two years before the filing of the claim, the mail¬
ing of the notice of deficiency, or the execution of an

agreement by both the Commissioner and the taxpayer
pursuant to section 276 (b) to extend beyond the time
prescribed in section 275 the time within which the
Commissioner might assess the tax, whichever is earliest,
or (B) within three years before the filing of the claim,
the mailing of the notice of deficiency, or the execution
of the agreement, whichever is earliest,, if the claim was
filed, the notice of deficiency mailed, or the agreement
executed within three years from the time the return
was filed by the taxpayer, or (C) after the execution of
such an agreement and before the expiration of the pe¬
riod within which the Commissioner might make an
assessment pursuant to such agreement or any exten¬
sion thereof, or (D) after the mailing of the notice of
deficiency; or (2), if such portion was not paid within
the period described in clause (1), but the notice of defi¬
ciency was mailed within seven years from the time pre¬
scribed for the filing of the return, or a claim described
in subsection (b) (5) was filed, that such portion does
not exceed the amount of the overpayment attributable
to the deductibility of items described in subsection

(b) (5)."
: ; (c) Effective Date of Amendment—The amendment
inserting paragraph (5) of section 322 (b) shall be ap¬

plicable to taxable years beginning after December 31,
1938.

SEC. 170. Regulated Investment Companies

(a) Definition and Rates of Normal Tax and Surtax
—Supplement Q of Chapter .1 is amended to read as
follows:

j -

^ "Supplement Q—Regulated Investment
/./"P • •, . Companies
"SEC. 361. Definition n

"(a) In General—For the purposes of this chapter, the
term 'regulated investment company' means any domes¬
tic corporation (whether chartered or created as an in¬
vestment trust, or otherwise), other than a personal
holding company as defined in section 501, which at all
times during the taxable year' is registered under the
Investment Company Act of 1940 (54 Stat. 789, 15 U. S.
C., 1940 ed., sees. 80 a—1 to 80 b—2), or that Act, as

amended, either as a management company or as a unit
investment trust, or which is a common trust fund orr
similar fund excluded by section 3 (c) (3) of such Act
from the definition-of 'investment company' and-is not
included in the definition of 'common trust fund' by
section 169.'., •

, "(b) Limitations—Despite the provisions of subsec-
.tion (a), a .corporation shall not be considered a regu¬
lated investment company for any taxable year unless—

"(1) At least 90 per centum of its gross income
is derived frqjn dividends, interest, and gains from

/ the sale or other disposition of stock or securities;
and :

"(2) Less than 30 per centum of its gross income
is derived from the sale or other disposition of stock
or securities held for less than three months; and

"(3) At the close of each quarter of the taxable
year (A) at least 50 per centum of the value of its
total assets is represented by cash and cash items
including receivables), Government securities, se¬
curities of other regulated investment companies,
and other securities for the purposes of this calcula¬
tion limited in respect of any one issuer to an
amount not greater in value than 5 per centum of
the value of the total assets of the taxpayer and to
not more than 10 per centum of the outstanding vot¬
ing securities of such issuer, and (B) not more than
25 per centum of the value of its total assets is in¬
vested in the securities (other than Government se¬
curities or the securities of other regulated invest¬
ment companies) of any one issuer, or of two or
more issuers which the taxpayer controls and which
are determined, under regulations prescribed by the
Commissioner with the approval of the Secretary,
to be engaged in the same or similar trades or busi¬
nesses or related trades or businesses. For the pur-

, . poses of clause (B), in ascertaining the value of the
taxpayer's investment in the securities of an issuer,
there shall be included its proper proportion of the
investment of any other corporation, a member of a
controlled group, in the securities of such issuer, as
determined under regulations prescribed by the
Commissioner and approved by the Secretary. The
term 'controls,' as used in this paragraph, means the
ownership in a corporation of 20 per centum or more
of the total combined voting power of all classes of
stock entitled to vote. The term 'controlled group,'
as used in this paragraph, means one or more chains
of corporations connected through stock ownership
with the taxpayer if (i) 20 per centum or more of
the total combined voting power of all classes of

: . stock entitled to vote of each of the corporations
(except the taxpayer) is owned directly by one or
more of the other corporations, and (ii) the tax-.

/ payer owns directly 20 per centum or more of the
total combined voting power of all classes of stock

/ entitled to vote, of at least one of the other corpora¬
tions. The term 'value' as used in this paragraph

J - means, with respect to securities (other than those
of majority-owned subsidiaries) for which market
quotations are readily available, the market value
of such securities; and with respect to other securi¬
ties and assets, fair value as determined in good faith
by the board of directors, except that in the case of

• securities of majority-owned subsidiaries which- are
investment companies such fair value shall not ex¬
ceed market value or asset value, whichever is
higher. All other terms used in the preceding pro¬
visions of this paragraph shall have the same mean¬

ing as when used in the Investment Company Act
of 1940, or that Act as amended. A corporation
which meets the foregoing requirements of this
paragraph at the close of any quarter shall not lose
its status as a regulated investment company because,
of a discrepancy during a subsequent quarter be¬
tween the value of its various investments and such

requirements unless such discrepancy exists imme¬
diately after the acquisition of any security or other

; / property and is wholly or partly the result of such
acquisition. A corporation which does not meet
such requirements at the close of any quarter by
reason of a discrepancy existing immediately after
the acquisition of any security or other property
which is wholly or partly the result of such acquisi-
tion during such quarter shall not lose its status
for such quarter as a regulated investment company
if such discrepancy is eliminated within thirty days
after the close of such quarter and in such cases it

p shall be considered to have met such requirements
at the close of such quarter for the purposes of

tv/-' applying the preceding sentence. ' A corporation
which meets such requirements at the close of its
first full quarter after the date of the enactrhent of
the Revenue Act of 1942, or eliminates any dis¬
crepancy between the value of its investments and
such requirements existing at the close of such
quarter within thirty days thereafter, shall be
deemed to have met such requirements at all pre¬
vious times';. and ' //;:/// ■ , , • ^ / ' ' •

"(4) It files with its return for the taxable year
an election to. be a regulated investment company or
has made such election for a previous taxable year
which began after December 31, 1941.

"Sec. 362. Tax on Regulated Investment Companies

■p "(a) Earnings and Profits—The earnings and profits
of a regulated investment company for any taxable year
beginning after December 31, 1941 (but not its accumu¬
lated earnings and profits) shall not be reduced by any
amount which is not allowable as a deduction in compute
ing its net income for such taxable year.

-"(b) Method of Taxation of Companies and Share¬
holders—In the case of a regulated investment company
which distributes during the taxable year to its share¬
holders as taxable dividends other than capital gain
dividends an amount not less than 90 per centum of its
net income for the taxable year computed without regard
to net long-term and net short-term capital gains, and
complies for such year with all rules and regulations
prescribed by the Commissioner, with the approval of
the Secretary, for the purpose of ascertaining the actual
ownership of its outstanding stock:

"(1) Its Supplement ^ net income shall be its
adjusted net income (computed by excluding the

;
-excess, if any, of the net long-term capital gain over
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the net short-term capital loss, and without the net
opex-ating loss deduction provided m section 23 (s))

* minus the basic surtax credit (excluding capital gain
dividends) computed under section 27 (b) without
the application of paragraphs (2) and (3). For the

"

purposes of this paragraph, the net income shall be
computed without regard to section 47 (c).

"(2) Its Supplement Q surtax net income shall be
its net income (computed by excluding the excess, if
any, of the net long-term capital gain over the net
short-term capital loss, and without the net operat-

'

ing loss deduction provided in section 23 (s) ) minus
the dividends (other than capital gain dividends)
paid during the taxable year increased by the con¬
sent dividends credit provided by section 28. For

'

the purposes of this paragraph and paragraph (5)
the amount of dividends paid shall be computed in

; " the same manner as provided in subsections (d),
i (e), (f), (g), (h), and (i) of section 27 for the pur-

] pose of the basic surtax credit provided in section
i ' 27. For the purposes of this paragraph the net in-
\ come shall be computed without regard to section 47

(c). • ■■ - ■

i "(3) There shall be levied, collected, and paid
for each taxable year upon its Supplement Q net

l;\ income a tax equal to 24 per centum of the amount:
'

thereof.

"(4) There shall be levied, collected, and paid for
each taxable year upon its Supplement Q surtax
net income a tax equal to 16 per centum of the

'

amount thereof. v

"(5) There shall be levied, collected, and paid for
I". each taxable year a tax of 25 per centum of the ex-
f V! cess, if any, of the net long-term capital gain over

)V ; the sum of the net short-term capital loss and the
I amount of capital gain dividends paid during the
* : ' year. * ../-.XX' X ;'X
? "(6) A capital gain dividend shall be treated by

j • the shareholders as gains from the sale or exchange
i . of capital assets held for more than six months. /

} "(7) A capital gain dividend means any dividend
i or part thereof which is designated by the company

| ; as a capital gain dividend in a written notice mailed
f ' to its shareholders at any time prior to the expira-
'!" tion of thirty days after close of its taxable year,
t If the aggregate amount so designated with respect
A.' to a taxable year of the company is greater than the
j ' excess of the net long-term capital gain over the net
; ' short-term capital loss of the taxable year, the por¬

tion of each distribution which shall be a capital
} > gain dividend shall be only that proportion of the
\ : amount so designated which such excess of the net

long-term capital gain over thenet short-term eapi-
-

tal loss bears to the aggregate amount so desig-
■ nated." '

•

(b) Technical Amendments—
i.: V (1) Section 4 (relating to applicability of supple-

.X * ments) is amended by striking out "(j) Mutual in¬
vestment companies,—Supplement Q" and inserting

; in lieu thereof "(j) Regulated investment companies,
X , •—Supplement Q." ::.'X.:; ": .X1,Xv;'X^';':'XXXA

(2) Section 14 (e) (relating to tax on corpora¬
tions) is amended to read as follows: - r X~:X'-

; "(e) Regulated Investment Companies—In the case of
aVorporation subject to the tax imposed by Supplement
Q (relating to regulated investment companies), the .tax!
shall be as provided in such supplement."s X ">■
.7 " (c) Retroactive Provisions Relating to Earnings and
Profits—For any taxable year beginning after December
31, 1935, and before January 1, 1942, of a corporation
\yhich filed an income tax return as a mutual invest¬
ment company, the earnings and profits of such corpora¬
tion for such taxable year (but not its accumulated earn¬

ings and profits) shall not be reduced by any amount
which is not allowable as a deduction in computing its %
net income for such taxable year; except that this sub¬
section shall not result in earnings and profits of the
taxable year in excess of the aggregate of the distribu¬
tions made by the corporation to its shareholders during
the taxable year exclusive of the amounts, if any, which
the corporation advised its shareholders to be nontaxable
for Federal income tax purposes. . ;•*

Sec. 171. Amendments To Supplement R; :

(a) Exchanges and Sales of Property—Section 371 (b)
(relating to exchanges of property for property) is
amended to read as follows: , ■ '

"(b) Exchanges and Sales of Property by Corporations
-"-No gain shall be recognized to a transferor corporation
which is a registered holding company or an associate
company of a registered holding. company, if such cor¬

poration, in obedience to an order of the Securities and
Exchange Commission transfers property in exchange
for property, and such order recites that such exchange
by the transferor corporation is necessary or appropriate*
to the integration or simplification of the holding com¬
pany system of which the transferor corporation is a
member. If any such property so received is non-exempt
property, gain shall be recognized unless such non- •

exempt property or an amount equal to the fair mar-.
ket value of such property at the time of the transfer'
is, within 24 months of the transfer, under regulations'
prescribed by the Commissioner with the approval of.
the Secretary, and in accordance with an order of the"
Securities and Exchange Commission, expended for
property other than nonexempt property or is invested
as a contribution to the capital, or as paid-in surplus '
of another corporation, and such order recites that such :
expenditure or investment by the transferor corporation;
is necessary or appropriate to the integration or simpli¬
fication of the holding company system of which the
transferor corporation is a member. If the fair market
value of such nonexempt property at the time of the
transfer exceeds the amount expended and the amount
invested, as required in the second sentence of this para- *

graph, the gain, if any, to the extent of such excess, shall

be recognized. - Any gain, to the extent that it cannot
be applied in reduction of basis under section 372 (a) (2)
shall be recognized. For the purposes of this subsection,
a distribution in cancellation or redemption .(except a
distribution having the effect of a dividend) of the whole
or a part of the transferor's own stock (not acquired on
the transfer) and a payment in complete or partial.re¬
tirement or cancellation, of securities , representing , in¬
debtedness of the transferor or a complete-or. .partial
retirement or cancellation of such securities which is a

part of the consideration for the transfer, shall be con¬
sidered an expenditure for property other than non-

exempt property, and if, on the transfer, a liability of the
transferor is assumed, or property of the transferor is
transferred subject to a liability, the amount of such
liability shall be considered to be an expenditure by the
transferor for property other than-nonexempt property. 5
This subsection shall not apply unless the transferor cor-:* (g) Technical Amendment
nnratinn pnnwnts nt siirh timp and in surh • mariner amended by Striking Out "or (b)". «'

(h) Basis—Section 113 (a)-'; (17) is amended to read
poration consents, at such time and in . such manner as
the Commissioner,' with the approval of the Secretary,
may by regulations. prescribe, to the regulations pre¬
scribed under section 372 (a) (2) in effect at the time of
filing its return for the taxable year in which the trans¬
fer occurs."''.XX;.' ■■■•-XXX1

/(b). Amendment of Section 371 (f)-—Section 371 (f) is
amended to read as follows: , .

j "(f) Application of Section—The provisions of this
section shall not apply to an exchange, expenditure, 'in¬
vestment, distribution, or sale unless (1) the order of
the Securities and Exchange Commission in obedience to
which such exchange, expenditure, investment, distribu¬
tion, or sale was made recites that such exchange, ex¬

penditure, investment, distribution, or sale is necessary
or appropriate to effectuate the provisions of section';
11 (b) of the Public Utility Holding Company Act of
1935, 49 Stat;820 (U. S. C., title 15, sec. 79k (b) ), (2)
such -order specifies and itemizes the stock and secur¬

ities and other property which are ordered to be. ac¬

quired, transferred, received, or sold upon such ex¬

change, acquisition," expenditure, distribution,-or, sale,
and, in the case of an investment, the investment to be
made, and (3) such exchange, acquisition, expenditure,;"
investment, distribution or sale was made in obedience
to such order, and was completed within the time pre¬
scribed therefor." ' V :' " /'X ;■ ' yJC- J ^ VV', - ■ ■ '

i(c) Amendment of Section 372 (a)—Section 372 (a) is
amended— ' ; / XX-X XVI.X'.'i- X 'X

v ) XD by inserting after "(a) Exchange GenerallyX"
the following: , . '

*
-

"(1) Exchanges'subject to the Provisions of Sec-
; tion 371 (a).—"; 'X . :.-V/XX;X"

: (2) by striking out "371 (a), (b), or (e)," and in-

■ brances subject to which the property was trans-
,;*■ ferred)'". ■ i

(f) Amendment of Section 373 (e) (4)—Section 373
(e) (4) is amended to read as follows:

. "(4) Stock or securities which were acquired from
: \ a registered holding company or an associate com-
X pany of a registered holding company which ac-
;.; quired such stock or securities after February 28,
/X:' 1938, unless such stock or securities (other than
X • obligations described as- nonexempt property in

paragraph (1), (2), or (3)) were acquired in obedi-
, ence to an order of the Securities and Exchange
v Commission or were acquired with the authoriza¬

tion or approval of the Securities and Exchange
X Commission under any section of the Public Utility
X Holding Company Act of 1935, 49 Stat. 820 (U. S.

■
. C., title 15, sec. 79k (b));'\

Section 371 . (e) is

as follows!

Xx■ "(17) Property acquired in connection with ex-
; ; changes and distributions in obedience to certain

orders of the Securities and Exchange Commission—
■

r. If the property was acquired in a taxable year be-
V ginning before January 1, 1942, in any manner

described in section 372 prior to its amendment by
the Revenue Act of 1942, the basis shall be that

■:X:; prescribed in such section (prior to its amendment
by such Act) with respect to such property^ If the
property was acquired in a taxable year beginning

.XX after December 31, 1941, in any manner described
: in section 372 (other than subsection (a) (2)) after
X;, its .amendment by such Act, the basis shall be that
>' prescribed in such section (after its amendment by

such Act) with respect to such property."
"

(i) Cross Reference—For exemption from stamp tax
on certain transactions described in this section, see
section 507 of this Act.

SEC. 172. Temporary Income Tax on Individuals .

;(a) The Internal Revenue Code is amended by insert-r
ing at the end of Chapter 1 the following new sub¬
chapter: |'S9

."Subchapter D—Victory Tax on Individuals
"PART I—RATE AND COMPUTATION OF TAX J

"SEC 450. Imposition of Tax

"There shall be levied, collected, and paid for each
taxable-year beginning after December 31, 1942, a vic¬
tory tax of 5 per centum upon the victory tax net income

. ... .,, , , J . ... , of every individual (other than a nonresident alien sub^
rertog in lieu thereof "371 (a) and by strikp>: ject ta the tax imposed by section 211 (a)). . '
ing out "371 (a) or (b)" and inserting in lieu thereof v-, ^ : - ■
"371 (a)"; and ;• "SEC. 451. Victory Tax Net Income -X,-'.,vr>.
,.. (3) by inserting at the end thereof the-following: ; :-"(a) ^Definition—'The term Victory tax net income^ in

,t"(2). Exchanges subject to. the Provisions o£ ,Sec-.t- the cdse of any taxable year means (except as provided
* tion 371 (b)—The gain not recogmzed upon a trans^;/ in subsection <c)) the: gross income for such year (not:

fer by reason of section 371 ,(b) shall be tappliedXoii including gain ;from the sale or exchange of capital
reduce the basis for determining, gain or loss on sale 1-assets as defined in section 117, or interest allowed as a
or, exchange of the following: categories,iof ^ prop- f icfedit against net income under section 25. (a) (1) and
erty in the hands of the transferor immediately after X(2), or amounts received as compensation for injury or

; the transfer, and property acquired within.-34 months * sickness which are-included in gross'income by reason
after such transfer by an expenditure on investment y of the exception contained in section 22 (b)(5)) minus

71 (b) relates on.account of .the the sum of the following deductions:,XX./-''XXXy jyto which section 371

Expenses—The expenses, allowable as a de-*
section 23(a) (1) and (2)^:

Interest—Interest allowable as a deduction

■(3.) Property with respect to which;a^deduction r > management, conservation, or maintenance of prop-
vbutXr>r » 'erty held forVhe production of incomerv\! *
■■/ a ii'/r, m - ' a ui. j - j i.:

;-V;: "(3) Taxes—Amounts allowable as a deduction by
.section 23 (c), to the extent such amounts are paid
r or incurred in connection with the carrying on of a

for depletion: is allowable under; section 23;(m)
not allowable under section 114 (b) (2)v X3), or (4);

; ,; "(4) Stock and securities of corporations not mem-
v bers. of the system group of which thetransferor is y : .

a member (other than stock or. securities> of) a cor-. trade or business, or in connection with property
poration of which the transferor, is; a subsidiary); X- • used in the trade or business, or in connection with

"(5) Securities (other than stockj of corporations : property used in the trade or business. or in- con-
which are /members of the system ' group -of which . nection with property held for the production of
the transferor is a member (other: fhurt ^securities of v k. ; incorae; - ; J v ': * v ; r ' * * k ^t ^ m ;v. »

the transferor or of a corporation of which the trails- ; (4) Losses—Losses (other, than losses from the
feror is a subsidiary); : /).

"(6) Stock of corporations which are members of *

the system group of which the transferor is a mem- v

ber (other than stock of the transferor or /of a cor- ?

poration of which the transferor * is. a / subsidiary);

sale or exchange of capital assets) allowable as a
deduction under section 23 (e) -(l), subject to the
limitation provided in section 23 (h)...,-_r-
A "(5) Bad debts—The amount allowable by section
23 (k). (l).

"(7) All. other remaining property of/the.-.trans-n. ,. ; - r "(6) Depreciation—The amount allowable by sec-
feror (other than stock or securities of the transferor ' ;tion 23 (1). - - '

/' or of a corporation - of which / the transferor is a i;
"asubsidiary). . -y* •>>■!/\yX-:.;.V.

The manner and amount of the reduction "to be;applied ^'
to particular property within any of the categories de¬
scribed in paragraphs (1) to (7.),"'inclusive,- shall be ?

determined under regulations prescribed by the • Com¬
missioner with the approval of the Secretary;''' "A

r (d)- Amendment of Section 373.'(a)—Section. 373 (a)
is amended to read as follows: ;'V;

- "(a) The term 'order of the Securities and'Exchange :
Commission' means an order issued after May 28, 1938,.
by the Securities and Exchange Commission which re- -

quires, authorizes, . permits, or approves n. transactions
described in such order to effectuate the provisions of
section .11 (b) of. the Public Utility Holding Company
Act of 1935, 49 Stat. 820 (U. S. C., title 15, sec. 79k (b)),.
which has become or becomes final in accordance with •.

law"
, - -:

(e) Amendment of Section 373.(e)/,(1),—Section 373 ■'

(e) (1) is amended to read as followsv." r. - •;

"(1) Any consideration in-the:form of evidences :
*

of indebtedness owed by the Aransferori or v^. can-...

-The amount allowable by section

-The amount allowable ' by

"(7) Depletion-
£: 23 (m) and (n)i
XX;-S(8>. Pension trusts-

. section 23 (p). X"..
'

"(9) Net operating loss—The net; operating loss
•- .deduction allowable by section 23 (s). . :

X V "(10) Amortization—The amount allowable by
X;: section 23 (t).

, ' v; "(11) Alimony—The.amount allowable by section
.' 23 (u).

"(12) Special deduction—The amount allowable
"

. by section 120. - -X-
-'

.. •• "(13) Estates and trusts—In the case of an estate
/; or trust, the amount allowable by subsection (a)

.. '. of section 162 in addition to the amounts allowable

j X: by subsections (b) and (c) of such section. ; , v. '
".(b) Items Not Deductible—The deductions allowable

by subsection (a) shall be subject to, the limitations con¬

tained in section 24 and Supplement J and, in the case
of nonresident aliens subject to the victory, tax, shall
be subject to the limitations contained in Supplement H.

■/.v.! "(c) " Supplement T Taxpayer—If for any taxable
year a taxpayer makes his return and pays his tax under;

cellation or assumption of debts or other.Tliabilities ^. Supplement T„: the term Victory tax net income' means
of the transferor (including a continuance of-encum- V1 the gross income for* such year." * ; ? .. . ' >
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; "(d) Basis for Determining Loss—The-basis for de¬
termining ;the amount of deduction for losses sustained,
to fee allowed under paragraph; (4)- of subsection (a), and

, for bad debts, to be allowed under paragraph (5) of sub-
1

section (a), shall be the adjusted basis provided in sec¬
tion 113 (b) for determining the loss from the sale or

- other disposition of property. -VCV,;; ■■'.y *..lv
■

?'"'(e)' Rule Applicable to Participants in a Common
Trust Fund—In , the case of a participant in a common
trust fund, he shall in respect of the common trust fund

/ income include in computing his Victory tax net income,
v
whether or not distributed and whether or not distribut-

m ' able, only his proportionate share of the ordinary net
, income- or the ordinary net loss of the common trust

1
fund, computed as provided in section 169 (d). ; y'

"(f) Rule Applicable to Partners—In the case of an
individual carrying on business in partnership, he shall
in respect of the partnership income include in comput¬
ing his victory tax net income, whether or not distribu-

■

> tion is made to him, only' his distributive share of the
ordinary net income or the ordinary net loss of the part-
nership, computed as provided ,in section 183 (b).
"Sec. 452. Specific Exemption ■■).v y.-.y ;-;>y.y'y.

y "In the case of every individual there shall be allowed
'

as a credit against the victory tax net income a specific
exemption of $624. In the case of a husband and wife
filing a joint return under section 51 (b), if the victory
tax net income of one spouse is less , than $624, the aggre-

;
gate specific exemption of both spouses shall be limited
to $624 plus the victory tax net income of such spouse.

"Sec. 453. Credit Against Victory Tax ^ y

•: "(a) Allowance of Credit—There shall be allowed as
a credit against the victory tax for each taxable; year:

, . "(1) The amount paid by the taxpayer during the
taxable year as premiums on life insurance, In force
on September 1, 1942, upon his own life, or upon the

, life of his spouse, Or upon the life of any dependent
of the taxpayer specified in section 25.(b) (2) (A);
and the amount paid during the taxable year as

; premiums on life insurance which is a renewal or
, , , conversion of such life insurance in force on Sep-
' tember 1, 1942, to the extent that such premiums do

not exceed the premiums payable on such life insur¬
ance in force on September 1, 1942.

"(2) The amount by which the smallest amount
. ' of indebtedness of the taxpayer outstanding at any

time during the period beginning September' 1, 1942,
y and ending with the close of th% preceding taxable
; year, exceeds the amount of indebtedness of the

> - taxpayer outstanding at the close of the taxable
year. ,

, , "(3) The amount by which the amount of obli¬
gations of the United States owned by the .taxpayer
on the last day of .the taxable' year exceeds the

^ greater of (A) "the amount of such obligations owned
by the taxpayer on December 31, 1942, or (B) the

; highest amount:of such obligations owned by the
•! ;. taxpayer on the last day of any preceding taxable

.

... year ending after December 31, 1942. As used in
- this paragraph (i) the term 'owned by the tax-

; payer' shall include the amount of the obligations
] f ■' owned solely by the taxpayer and one-half of the

• amount of the Obligations owned jointly by the tax-
y . , payer with one other person, but: shall not include

such obligations acquired by the taxpayer by gift,
. .[ ,, or inheritance, or otherwise than,by purchase; (ii)

, . the term: 'obligations of the United States' means
-

f; t such obligations of the United Statea as-the; Secre-:'

v, iary may by regulations prescribe,■and as are pur-
chased in such manner and under such terms and
conditions as he may specify,*; and (iii) the term
'amount of obligations of the United States' means

J the amount paid for. such obligations.
* "(b) Limitation on Credit—The amount of such credit
for the taxable year shall not exceed the amount of the
post war credit or refund allowed by section 454 for

; such taxable year. ■_"

"Sec. 454. Post War Credit or Refund of Victory Tax

, "(a) Allowance of Credit—As soon as practicable after
date of cessation of hostilities in the present war (as
defined in section 475 (b)), the following amount of the
victory tax paid for each taxable year beginning after
December 31, 1942, shall be credited against any income
tax,or installment thereof then due from the taxpayer,

'

and any balance shall be refunded immediately to the
taxpayer: ' . .

.... . "(1) In the case of a single person or a married
person not living with husband or wife, 25 per cen-

, turn of the victory tax or $500, Whichever is the
lesser. . .

•, ■ "(2) In the case of the head of a family, 40 per

y centum of the victory tax or $1,000, whichever is
the lesser. In the case of a married person living

■■■; with husband or wife where separate returns are
filed by each spouse, 40. per centum of the; victory

: ; > tax or $500, whichever is the lesser. In the case of
. - a married person living with husband or wife where

a separate return is filed by one spouse and no re¬
turn is filed by the other spouse, or in the case Of a

v. I husband and wife filing a joint return under- section
51; (b), only, one such credit shall be allowed - and

,

r such credit shall not exceed 40 per centum of the
f . victory tax or $1,000, whichever is the- lesser; V

"(3). For • each dependents specified - in sections 25
*

v * (b), excluding as a dependent,: invthe case, of a head
of a family, one who. would be excluded - Under sec-

?>vr tion 25; (fe) (.2) .(B); 2 per centummf the,victory tax
• • v • ~ or $100, whichever is. the-lesser.' v

. ' "(b) Change* of Status—If for any taxable' year* the
* status of the. taxpayer (other than a taxpayer who makes

,• • his,return and . pays his iax ,under Supplement T) with
; respect . to his marital relationship - on, with respect. to his

;v dependents, changed during the .taxable year; the amount
. . ;»t of the credit or refund provided by-this section for such

- taxable"year shall be apportioned, under rules and regu-
: lations ■ prescribed by * the Commissioner with the ap-
•

proval Of the Secretary, in accordance with the number
of months before and after such change; For the pur-

; pose;of such'apportionment a fractional part of a month
shall be disregarded unless it amounts to more than half

- a month in which case it shall be considered as a month.
• "(c) Status of Supplement T Taxpayer—If for any
•

taxable> year, a taxpayer makes his return and pays his
: tax; under Supplement T, for the purpose of the credit or
: refund providedfey'this- section, his status for such year
;,With respect; t6: his mari relationship or with respect

to- his7 dependents-: shall be determined in accordance
with the provisions of section 401, ,

"(d) Period of Limitation—No post war. credit or re-
•

fund: of anypart of the victory tax provided <in this sec-
''

tion shall be allow^d or made after 7 years from the date
:■ of cessation of hostilities in the present war, unless claim

'

for credit or refund is filed before" the expiration of such
, date;; No: interest: shall fee allowed on such credits or

refunds;v '* : '
_ v-?.., • 'V:':-;' 1

ef Limitatiom'.of • Credit-^The post war credit or
refund alidwed by this section shall be reduced by the

> amount of any credit allowed under section 453. w.'
5

"SEC. 455. • Returns.;'-: ■ ' : ' ' . ;/* ■"
1; "(a) Individual • Returns—Every individual having a
'

gross income in excess of $624 for the taxable year, shall
make, under regulations prescribed by the Commissioner

; f with the approval- of the Secretary, a return, which shall
contain, or be verified fey a written declaration that it is

. made under the, penalties of perjury, stating specifically
the items of his gross income and the deductions and
credits allowed under this subchapter. ...

„ "(b) Fiduciary Returns—Every fiduciary (except a
receiver appointed by authority of law in possession of

•

part only of the property-of an individual) shall make,
under regulations prescribed by the Commissioner with

r the approval of the -Secretary, a return under oath, for
> any individual, estate, or trust for which he acts, if the
gross income of such individual, estate, or trust is in

i excess of $624 for . the taxable'year, stating specifically
the items of gross income and the deductions and credits

■ allowed under this subchapter. The provisions of sec¬
tion 142 (b) shall be applicable with respect to any

-^.return required to. be made under this subsection. '

"SEC. 456. Limitation on Tax '

t •; "The tax imposed by section 450 (victory tax), com¬
putedwithout regard to the credits provided in sections

,; 453* 454; and-466 (ej, shall not exceed the excess of 90
a per centum of the jiet income of "the taxpayer for the
taxable -yearwTertlie tax imposed by sections 11 (normal

tax) and 12 (surtax); "computed without regard to the
credits provided in sections 31, 32, and-466 (e). V

C: "PART II—COLLECTION OF TAX AT SOURCE >ON

; v,../WAGES' ?
. * "SEC 465. ; Definitions i

: ; A'Asfesed; in1* this part— - iJZ

\ v " (a) Pay-Roil. Period—The termv. 'pay-roll period'
; nieans ;a periofe for which a payment of wages is ordi-
*

harily made to theemployee by his- employer.; -:

/ _ "(b) W.ages^THe ^ term 'wages' means all remunera-
nvtion. (other ihan:lees paid to a public official) for ser-

vices performed: by:an employee for his employer, in-
^ eluding the cash value of all remuneration paid in any

; rmedium otherAharf cash; except that such term shall not
include remuneration paid (1) for services performed

j as a member * of • the military or naval forces of the
'

: United .-States; other than pensions and retired pay, (2)
for*-'agricultural-^iaboF (as defined in section; 1426s (h)),
(3) for domestic- service in a private home, local college
Club,- or local chapter of a college fraternity or sorority,

.(4) for casual labor not in the course of the employer's
-. trade orj business, (5) for services as an employee of a

; nonresident alien' individual, foreign partnership, or
; foreign corporation, if such individual, partnership, or

corporation is not engaged in trade or business in the
; United States, (6) for Services as an employee of a
'. foreign government or any wholly owned instrumen-
; tality thereof, or (7) for services performed as an em¬

ployee while outside the United States (as defined in
section 3797 (a) (9)), unless the major part of the ser¬

vices performed during the calendar year by such em¬

ployee for his employer are performed within the United-
States.- • -

"

"(c) Withholding Agent—The term 'withholding
> agent' means any person required to Withhold, collect,

and pay the tax under section 466. ; :
' c "(d) Employee—The term 'employee' includes 1 an

•f officer, employee, or elected official of the United States,
a State, Territory, or any political subdivision thereof,

. or the District of Columbia^ or any agency or instru-
/ mentality fef pany7 one or more of the foregoing,v The

term 'emplbyee^alsmincludes an officer of a corporation.
; "(e) 'Empl6yer^-The term 'employer' includes any
person for whom an individual performs any service, of

, whatever nature, as the employee of such person.

v "SEC. 466.^Tax Collected at Source
; " (a ) t Requirement, of Withholding—There * shall be

^ withheld^ collectedi -and paid upon all wages of OVery
\ person,- to" the ^extent that such wages are includible in
x gross income^ a tax; equal to 5 per -centum of the excess

of ;each-payment of such wages over the withholding
deduction'allowable- under this part. . This subsection

> and ^subsection (c) shall not be applicable hi any case
^ provided forHn section 143,-except in the case of wages

- paid* to residents of a contiguous country who enter and
cleave the;united States at frequent intervals. - >

^^b>;Withholding-Deduction— ^

I)* In^computing the tak required to be with-
•'.?V.*/ held .under;subsectiori (a), there shall be allowed as

-t a: 'deduction ;< against thtr wages paid for each pay¬

roll period, an amount determined in accordance
with the following schedule:

Withholding
Pay-roll period deduction

Weekly - —... $12
Biweekly 24
Semimonthly 26
Monthly 52 :

Quarterly — 156
Semiannually 312
Annually; _L - l i-.--*-^ ^ - - - - * 624 '

"(2) If a pay-roll period in respect of any wages
v is less than one week, the excess of the aggregate of

the wages paid during each calendar week over the
deduction allowed by this subsection for a weekly
pay-roll period shall be used in computing the tax
required to be withheld.

; "(3) If a pay-roll period in respect of any wages,
or any other period with respect to which wages
are paid, is not otherwise specifically provided for in

; this subsection, the deduction allowable against each
payment of such wages shall be the deduction allow-

. able in the case of an annual pay-roll period divided
by 365 and multiplied by the number of days in such
period, including Sundays and holidays.

"(4) In any case in which wages are paid by an
-

employer without regard to any pay-roll period or
• other period, the deduction allowable against each
: payment of such wages shall be the deduction allow¬

able in the case of an annual pay-roll period divided
• by 365 and multiplied by the number of days (in¬

cluding Sundays and holidays) which have elapsed
since the date of the last payment of such wages by
such employer during the calendar year, or the date
of commencement of employment with such em¬

ployer during such year, or January 1 of such year,
? whichever is the later.

- "(5) The deduction allowable under this subsec-
tion in respect of any individual for any calendar
year shall not exceed the total deduction which
would have been allowable under paragraph (1)
if the only pay-roll period of such individual had
been an annual pay-roll period.

"(c) Wage Bracket Withholding—
: : "(1) At the election of the employer, if his pay¬
roll period with respect to an employee is weekly,
biweekly, semimonthly, or monthlv, there sh°ll be
withheld,-collected, and paid upon the wages of such
employee a tax determined in accordance wicn uie

following tables, which shall be in lieu of the tax
, required to be withheld under subsection (a):

-—For weekly pay-roll period-- --For biweekly pay-roll peHod—
■r •*\ ■ -. - ■ - The amount The amount

of tax to of tax to
the wages BUt be withheld If the wages BUt be withheld
are over not over ; shall be are over not over shall be:

$12 $16 V
. $0.10 $24 ; $30 $0.10

is 20 .30 30 40 .50
: 20 24 .50 40 50 1.00

■

24 ' 28 .70 50 60 1.50
28 32 .90 * 60 ■ 70 100
32 36 mo 70 80 2.50

.36 40 1.30 80 100 3.30
40 50 1.60 100 120 4.30
50 60 r; 2.10 120 140 5.30
so 70 2.60 140 160 6.30
70 80 : 3.10 160 180 7.30

80 .
: 90 3.60 180 200 8.30

: 90., 100 4.10 200 220 9.30
. 100 110 ; , ; - 4.60 ; . 220 240 10.80

110
v

120 5.10 . 1 240 260 11.30

120 130 5.60
1

260 280 : : 12.30
*

130 140 6.10 280 300 13.30

; 140 150 6.60 300 320 ^

, " 14.30
150 * . *160' :■ 7.10 320 340 15.30

160 ' 170
"

7.60 340 360 16.30
: :i. 170 180 8.10 360 380 17.30

180 : 190 i
, 8.60 380 400 18.30

190 200
' '

9.10 : 400 420 19.30
200 * $9.40 plus 5C'r 420 440 20.30

of the excess 440 • 460 21.30
over $200. 460 480 22.30

480 500 23.30
500

'

— $23.80 plus 5r,i>
of the excess

-For semimonthly pay-roll period-— ,—For monthly pay-roll period-
The amount The amount

: ::::x of tax to of tax to
If the wages But be withheld If the wages But be withheld

are over not over shall be are over not over shall be'

$26 $30 ,, $0.10 $52 $60 $0.20
30 40 .40 60 80 '■ .90

"

40 50 v: v;.:- .90 80 100 1.90

50 60 1.40 100 120 2.90
60 70 1.90 120 140 3.90

70 80 2.40 140 160 4.90

80 100 3.20 160 200 6.40

X .100 120 4.20 200 240 8,40
*

120 140 5.20 240 280 10.40

140 160 6.20 280 320 12.40
160 180 ' 7.20 320 360 14.40

180 200 8.20 360 400 16.40

200 . 220 9.20 400 440 18.40

220 240 10.20 440 480 20.40

240 260 11.20 480 520 22.40

260 280 12.20 520 560 24.40

280 300 13.20 560
'

600 26.40

300 320 14.20 600 640 28.40

320 340 15.20 640 680 30.40

340 360 16.20 680 720 32.40
*

360 - 1 380 17,20 720 760 34.40

380 400 18.20 760 800 36.40
"400 420 19.20 800 840 38.40

420 440 20.20 840 880 - 40.40

440 - 460 21.20 880 920 42.40

460 480 22.20 920 960 44.40

480 500 23.20 960 1,000 40.40

500 S23.70 tilUs 5% 1,000 $47,40 plus 5rA
; of the excess of the excess

over $500. over $1,000.

/ "(d) Tax Paid by Recipient—If any tax required
, under this part to be withheld and collected is paid by
the recipient of the (income, it shall not be re-collected

-from the "withholding agent; but such payment shall in
no case relieve the withholding agent from liability for

^interest or additions to the tax otherwise applicable in
; respect of the tax imposed, by this, chapter, ,
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"(e) Credit for Tax Withheld at Source—The tax
withheld and collected under this part shall not be al¬
lowed as a deduction either to the withholding agent oar11
to the recipient of the income in computing net income;
but the amount of the tax so withheld and collected shall
be allowed as a credit against the tax imposed by this
chapter upon the recipient of the income. Such credit
shall be allowed first against the victory tax imposed by
section 450 (adjusted for the credit allowed by section
453) and the excess of such credit, if any, over, the vic¬
tory tax, so adjusted, shall be allowed against the tax
imposed by sections 11 and 12 or section 400, as the case
.may' be.: .■ '* y'-'.-.. ' ■ ■',■ ^

"(f) Refunds—Where there has been an overpayment
of tax under this part, any refund or credit made under
the provisions of section 322 shall be made to the reci¬
pient of the income; buty in any case in which such tax
was not so withheld by the withholding agent, such
refund or credit shall be made to the withholding agent;

"(g) Included and Excluded Wages—If the remuner¬
ation paid by an employer to an employee for services
performed during one-half or more of any pay-roll pe¬
riod constitutes wages, all the remuneration paid by such
employer to such employee for such period shall be
deemed to be wages; but if the remuneration paid by an
employer to an employee for services performed during
more than one-half of any such pay-roll period does not
constitute wages, then none of the remuneration paid by
such employer to such employee for such period shall be
deemed to be wages. •

, \ »

"SEC. 467, Withholding Agent
"(a) Collection of Tax—The tax required to be with¬

held by section 466 shall be collected by the person hav¬
ing control of the payment of such wages by deducting
such amount from such wages as and when paid. As
used in this subsection, the term 'person'includes officers
and employees of the United States, or of a State, Terri¬
tory, or any political subdivision thereof, or of the Dis¬
trict of Columbia, or any agency or instrumentality of
any one or more of the foregoing.

"(b) Indemnification of Withholding Agent—Every
person required to withhold and collect any tax under
this part shall be liable for the payment of such tax,
and shall not be liable to any person for the amount
of any such payment. '.'■'vi' -k. :vy.,

"(c) Adjustments—If more or less than the correct
amount of tax is withheld or paid for any quarter in any
calendar year, proper adjustments, with respect both to
the tax withheld or the tax paid, may be made in any

subsequent quarter of such calendar year, without inter¬
est, .in such manner and at such times as may be pre¬
scribed by regulations made by the Commissioner, with
the approval of the Secretary. : '

"SEC. 468. Return and Payment by Withholding Agent
"In lieu of the time prescribed in sections 53 and 56

for the return and payment of the tax imposed by this
chapter, every person required to withhold and collect
any tax under section 466 shall make a return and pay
such tax on or before the last day of the month follow¬
ing the close of each quarter of each calendar year.
Every such person shall include with the final return
for the calendar year a duplicate copy of each receipt
required to be furnished under section ,469. Every such
person shall also keep such records and render under
oath such statements with respect to the tax so withheld
and collected as may be required under regulations pre¬
scribed by the Commissioner, with the approval of the
Secretary. , ,

"SEC. 469. Receipts
'

"(a) Wages—Every employer required to withhold
and collect a tax in respect of the wages of an employee
shall furnish to each such employee in respect of his
employment during the calendar year, on or before
January 31 of the succeeding year, or, if his employ¬
ment is terminated before the close of such calendar
year, on the day on which the last payment of wages is
made, a written statement showing the period covered
by the statement, the wages paid by the employer to
such employee during such period, and the amount of
the tax withheld and collected under this part in respeet
of such wages. . .

"(b) Regulations—The statements required to be fur¬
nished by this section shall be in lieu of the return
required to be furnished by the employer with respect
to his employee under section 147 and shall be furnished
at such other times, shall contain such other informa¬
tion, and shall be in such form as the Commissioner,
with the approval of the Secretary, may by regulations
prescribe., . -v

"(c) Extension of Time—The Commissioner, under
such regulations as he may prescribe with the approval
of the Secretary, may grant to any employer a reason¬
able extension of time (not*in excess of 30 days) with
respect to the statements required to be furnished to
employees on the day on which the last payment of
wages is made.

"SEC. 470. Penalties

"(a) Penalties for Fraudulent Receipt or Failure to
Furnish Receipt—In lieu of any , other penalty provided
by law (except the penalty provided by subsection (b)
of this section), any person required under the provi¬
sions of section 469 to furnish a receipt in respect of tax
withheld pursuant to this part who wilfully furnishes
a false or fraudulent receipt, or who wilfully fails to
furnish a receipt in the manner, at the time, and showing
the information required under section 469, or regula¬
tions prescribed thereunder, shall for each such failure,
upon conviction thereof, be fined not more than $1,000,
or imprisoned for not more than one vear. or both.

"(b) Additional Penalty—In addition to the penalty
provided by subsection (a) of this section, any person
required under the provisions of section 469 to furnish
a receipt in respect of tax withheld pursuant to this part

who wilfully furnishes a false or fraudulent receipt, or
who wilfully fails to furnish a receipt in the manner, at
the time, and showing the information required under
section 469, or regulations prescribed thereunder, shall
for each such failure be subject to a civil penalty of not
more than $50. V7 :

"(c) Failure of Withholding Agent to File Return—
In case of any failure to make and file return required
by this part, within the time prescribed by law or pre¬
scribed by the Commissioner in pursuance of law, unless
it is shown that such failure is due to reasonable cause

and not due to wilful neglect, the addition to the tax
provided for in section 291 shall not be less than $5. , ■

"PART III—EXPIRATION DATE AND DEFINITIONS

"SEC. 475. Definitions

"(a) Net Income—When used in this title, where not
otherwise distinctly expressed, or manifestly incompat¬
ible with the intent thereof, the term 'net income' shall
be construed to mean Victory tax net income' for the
purposes of this subchapter. ' V" V'1 ;"v-

"(b) Date of Cessation of Hostilities in the Present.
War—As used in this subchapter, the term 'date of ces-'
sation of hostilities in the present „ war' means the date;
on which hostilities in the present war between the
United States and the governments of Germany/Japan,
and Italy cease, as fixed by proclamation of the Presi¬
dent or by concurrent resolution of the two Houses of
Congress, whichever date is earlier, or in case the hostili¬
ties between the United States and such governments do
not cease at the same time, .such date as may be so fixed
as an appropriate date for the purposes of this sub-
chapter. kk V,
"SEC. 476. Expiration Date

"The taxes imposed by this subchapter shall not apply
with respect to any taxable year commencing after the
date of cessation of hostilities in the present war." : *

(b) Classification of Provisions—Section 3 is amended
by adding at the end thereof the following new

; paragraph: . . y:'~:
"Subchapter D—Victory tax on individuals, divided

into parts and sections." ■ ; ^ y ,

(c) Rates of Tax on Citizens of Certain Foreign 'Coun¬
tries—Section 103 is .amended by striking out "and 362"
and inserting "362, and 450"; and by striking out "or
362" and inserting "362, and 450." ■■k

(d) Foreign Tax Credit—" y'V: ..; ■■ y ;yy; v-.yy
Section 131 is further amended by adding at the

end thereof the following new subsection: y

"(i) Tax Withheld at Source—For the purposes of this
supplement the tax imposed by this chapter shall be the
tax computed without regard to the credit provided in
section 32 and section 466 (e)." 5 -

'

(e) Refunds and Credits— .v'-;-'/-. *.--.--.yy:.>y>-y".vy
(1) Section 322 (a) is arpended to read as. follows:

"(a) Authorization— 'yi•!k^kk'lkk--: 'k.-'ik*■
"(1) Overpayment—Where there has been an

overpayment of any tax imposed by this chapter,
the amount of such overpayment shall be credited
against any income, war-profits, or excess-profits

;. tax or installment thereof then due from the tax-
%M.i payer, and any balance shall be refunded immedi-

. ately to the taxpayer. "
"(2) Excessive withholding—Where the amount

of the tax withheld at the source under Part II of
Subchapter D exceeds the tax imposed by this chap¬
ter (after allowance of the credits provided by sec¬
tions 31, 32, and 453), the amount of such excess
shall be credited against any income tax or install¬
ment thereof then due from the taxpayer, and any
balance thereof shall be refunded immediately to -

. the taxpayer." v

(2) Section 322 (e) is amended to read as follows:
"(e) Presumption as to Date of Payment—For the

purposes of this section, any tax actually withheld and
collected at the source under Part II of Subchapter D
shall, in respect of the recipient of the income, be
deemed to have been paid by him on the fifteeth day
of the third month following the close of his taxable
year in which such tax was so withheld and collected;
except that in the case of a nonresident alien individual,
it shall be deemed to have been paid by him on the
fifteenth day of the sixth month following the close of
his taxable year. m i , . <

"(f) Tax Withheld at Source—For refund or credit in
case of withholding agent, see sections 143 (f) and ',?■
466..(f)." : ■„,v-:-

(f) Cross References— - ' •'./ ^
(1) Payment of tax—Section 56 (f) is amended to

read as follows: ' ;

"(f) Tax Withheld at Source—For requirement of
withholding tax at; source, see sections 143, 144, arid
Part II of Subchapter D." • .

(2) Credits against tax—The Internal Revenue
Code is amended by adding after section. 33 the
following new sections: -

"SEC. 34. Credits Against Victory Tax
"For credits against victory tax, see sections 453, 454,

and 466 (e).

"SEC. 35. Credit for Tax Withheld on Wages

"For credit against the tax for tax withheld on wages,
see section 466 (e)."

(3) Penalties—Section 145 (d) is amended by
inserting "(1)" before the first paragraph and by
adding the following new paragraph:

"(2) For additional penalties for fraudulent re¬
ceipts or failure to furnish receipts required by sec¬
tion 469, see section 470."

(4) Minimumvpenalty for failure to file return-
Section 291 is amended by inserting "(a)" before
the first paragraph and by adding the following new
subsection:

"'(b) For minimum addition to the tax^for failure of ^

withholding agent to make and file return required by
Part II of Subchapter D, see section 470 (c),"

(5) Interest on overpayments—Section 3771 is
; amended by adding at the end thereof the following
"

new subsection: . .\j :

"(e) Tax Withheld at Source—For date of payment in
respect of tax withheld at source under Part II of Sub¬
chapter D, see section 322 (e)."

(g) Effective Date—The provisions of , this section
shall take effect on January 1, 1943, and shall be applic¬
able tp all wages (as defined in Part II of Subchapter D)

V paid on or after such date. < ' ;

PART II—PERSONAL HOLDING COMPANIES

SEC. 181. Rates of Personal Holding Company Tax
The rate schedule of section 500 (relating to tax on

personal holding companies) is amended to read as
follows: /<"•:■■v;!:: ...;

; :V;"(1) 75 per centum of the amount thereof not in
• .excess of $2,000; plus v'-. v.;V:'
■*k. "(2) 85 per,; centum of the amount thereof in

.. excess of $2,000." ■ V'V?', - v>.'/%}'■.: ,■ '■ • .*

SEC. 182. Exemption of Certain Corporations from
• Personal Holding Company Tax ...

"v (a) Exemption of ; Certain Loan and Investment Cor-
. porations—Section 501 (b) (relating to exemptions from
t personal holding company . tax) is amended to read as
follows: v.... .; ■ ;

"(b) Exceptions—The term 'personal holding com¬

pany' does not include— v¥; ,'v *■ W-& k-
: ; ^ : "(1) A corporation exempt from taxation under
: i. •, section 101. :1v ?

:. l; "(2) A bank as defined in section 104. ; rA
! : . "(3) A life insurance company.

, "(4) ;A surety company. ■ ■.

;/-P., , "(5) A foreign personal ; holding .. company as
kck defined in section 331. ■ ^kkyfikk^''
i "(6):^' A licensed personal finance company under
• / . State supervision, at least 80 per centum of the gross
• ; income of which is lawful interest received from
c . . individuals each of whose indebtedness to such com-

-. . pany did not at any time during the taxable year
exceed $300 in principal amount, if such interest is

y^ not payable in advance or compounded and is com-
. • .puted only on unpaid balances. , r

"(7) A loan or investment corporation, a;,sub-r
.. stantial part»of the business of which consists of

V ; receiving funds not subject to. check and evidenced
by installment or fully paid certificates of indebted-

- ness or investment, and making loans and discounts,
- . and the loans to a person who is a shareholder in
■H:k. such corporation during such taxable year by or

'

: for whom 10 per centum or more in value of its out¬
standing stock is owned directly or indirectly (in-

; i eluding in the case of an individual, stock owned
by the members of his family as defined in section

f 503 (a) (2)) outstanding at any time during such
year do not exceed $5,000 in principal amount." '

(b) Taxable Years to Which Amendment Applicable—
The amendment made by this section shall be applicable
to taxable years beginning after .December 31, 1941,

'

except that if a taxpayer, within the time and in the
manner and subject to such regulations as the Commis-

> sioner with the approval of the Secretary prescribes,
elects to have such amendments apply retroactively to
all taxable years of the taxpayer beginning\after Decem-

•

ber 31, 1938, and not beginning after December 31, 1941,
such amendments shall be applicable to such taxable

'

years.

; SEC. 183. Consolidated Income

Section 501 (c) is amended by inserting at the end
thereof the following: "The preceding sentence shall

I apply only if the common parent corporation is a com-
> mon parent of an affiliated group of railroad corpora-r

tions which would be eligible to file consolidated returns
under section 141 prior to its amendment by the Revenue
Act of 1942.

'[ SEC. 184. Computation of Undistributed Subchapter a

^xVy'Vy/.r^Net Income ' ^ 1
^ (a) Section 504 (relating to deductions from subchap-
; ter A net income) is amended by adding at, the end
thereof the following:

"(d) Amounts distributed before January 1, 1944, in
redemption of preferred stock outstanding before Janu-

, ary 1, 1934 (including any preferred stock issued after
• January 1, 1934, in lieu of such previously outstanding

preferred stock) if such distributions are made by a cor¬

poration the aggregate of whose gross sales and gross
receipts arising from manufacturing, commercial, pro¬
cessing, and service operations; during the four-year

; period immediately, before January 1,1934, exceeded the
•

aggregate of its gross receipts from dividends, interest,
; royalties, annuities, and gains from the sale or exchange
, of stock or securities during such period."

'

(b) The amendment made by this section shall be
applicable to taxable years beginning after December

'

31, 1940. '
- SEC. 185. Deficiency Dividends of Personal Holding

Companies >A-.
■i''• -Section 506 (relating to credits and refunds in case of

deficiency dividends) is amended by inserting at the
end thereof the following new subsections:

"(g) Rate for Taxable Years 1939, 1940, and 1941—If
the deficiency, is established or determined for a taxable
year which begins after December 31, 1939, and does not
begin after December 31, 1941, the rates under subsec¬
tions (a) and (b) used in determining the amount of
the credit or refund shall be HVz per oentum in lieu of
65 per centum and 82^ per centum in lieu of 75 per
centum.

"(h) Hate for Taxable. Years After 1941—If the defi-.
i ciency is.established or determined for a taxable year.
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which begins after December 31, 1941, the rates under
subsections (a) and (b) used in determining the amount
of the credit or refund ..shall be 75 per centum in lieu
of 65 per centum and 85 per centum in lieu of 75 per

■ centum." y' v ■ [yy

SEC. 186. Distributions by Personal Holding Companies

(a) Definition of Dividend—
(1) Amendment to Internal Revenue Code—Sec¬

tion, 115 (a) of the Internal Revenue Code (relating
to definition of dividend) is amended by inserting
at the end thereof the following new sentence:
"Such term also means any distribution to its share-

: holders, whether in money or in other property,
made by a corporation which, under the law applic¬
able to the taxable year in which the distribution is
made, is a personal holding company, or which, for
the taxable year in respect of which the distribution
is made under section 504 (c) or section 506 or a

corresponding provision of a prior income tax law,
: is a personal holding company under the law applic-

v v' able to such taxable year." i ^ V • : . r
(2) Amendment to Revenue Act of 1938—Section

115 (a) of the Revenue Act of 1938 (relating to
definition of dividend) is amended by inserting at
the end thereof the following new sentence: "Such
term also meaiis any distribution to its shareholders,

: 1 whether in money or in. other property; made by a
V:..y.;■>corporation which, under the law applicable to the

taxable year in which the distribution is made, is a
personal holding company, or which, for the taxable

: year 4n respect of which the distribution is made
• under section 405 (C) or section 407 is a personal
; ; holding company under the law applicable to such

. taxable year." -

:y[[Cy; (3) Amendment to Revenue Act of 1936—Section
115 (a) of .the Revenue Act of 1936 (relating to
definition of dividend) is amended by inserting at
the end thereof the following new sentence: "Such
term also means any distribution to its shareholders,
whether in money or in Other property, made by a

corporation in a taxable year of the corporation
; beginning after December 31, 1936, which, for such

a year, is a personal holding company."
(b) Personal Holding Company Dividends Not Applied

in Reduction of Basis—Section 115 (b) (relating to
source of distributions) of the Internal Revenue Code,
the Revenue Act of 1938, and the Revenue *Act of 1936,
are amended by inserting at the end of such subsection
the following new sentence: "The preceding sentence
shall not apply to a distribution which is a dividend
within the meaning of the last sentence of subsection

(c) Dividends Paid After Close of Taxable Year-
Section 504 (c) of the Internal Revenue Code and sec¬
tion 405 (c) of the Revenue Act of 1938 (relating to
credit for dividends paid after close of taxable year) are
amended as follows:

,

(1) By amending subsection (c) (1) and (2) to
read as follows:

"(c) Dividends paid after the close of the taxable year
and before the 15th day of the third month following the
close of the taxable year, if claimed under this subsec¬
tion in the return, but only to the extent to which such
dividends would nave been includible in the computa¬
tion of the basip, surtax credit, for the taxable year if
distributed during such taxable year; but the amount
allowed under this subsection shall not exceed either:

. "(1) The undistributed Subchapter A net income
for the taxable year computed without regard to
this subsection; or";

(2) And by striking out "(3)" and inserting in
lieu thereof "(2)".

, (d) Deficiency Dividends—
(1) Amendment of Internal Revenue Code—The

first sentence of section 506 (e)(1) is amended to
^ read as follows: "For the purposes of this sub¬

chapter, the term 'deficiency dividends' means the
amount of the dividends paid, on or after the date
of the closing agreement or on or after the date the

:[y decision of the Board or the judgment:becomes final,
as the case may be, and prior to filing claim under
subsection (d), which would have been includible
in the computation of the basic surtax credit for the

y taxable year with respect to which the deficiency
was asserted if distributed during such taxable
year."

(2) Amendment of Revenue Act of 1938—The first
sentence of section 407 (c) (1) of the Revenue Act
of 1938 is amended to read as follows: "For the

purposes of this title, the term 'deficiency dividends'
;[:y+: means the amount of the dividends paid, on or after

the date of the closing agreement or on or after the
date the decision of the Board or the judgment be¬
comes final, as the case may be, and prior , to filing
claim under subsection' (d), which would have been
includible in the computation of the basic surtax

credif for the taxable year with respect to which the
deficiency was asserted if distributed during such
taxable year."

(3) Amendment of Revenue Act of 1936—Title 1A
of the Revenue Act of 1936, as amended (relating to
surtax on personal holding companies), is further

- amended by, adding at the end thereof the following
new section:

"SEC. 361. Deficiency Dividends
"The' provisions of section 407 of the Revenue Act of

1938, as amended by section 185 (d) (2) of the Revenue
Act of 1942 shall be applicable with respect to a defici¬
ency established or determined under this title for any
taxable year beginning after December 31, 1936, and
before January 1, 1938."

(e) Consent Dividends—
(1) Section 28 (d) (1) of the Internal Revenue

Code and section 28 (d) (1) of the Revenue Act of
1938 are amended to read as follows:

"(1) Unless it files (in accordance with regula- .

tions prescribed by the Commissioner with the ap¬

proval of the Secretary) with its return for such
year, or within one year after the date of enactment
of the Revenue Act of 1942, in the case of a corpora¬
tion which is a personal holding company for the
taxable year with respect to which it claims the
benefits of this section, signed consents made under
oath by persons who were shareholders, on the last. •

day of the taxable year, of the corporation, of any
class of consent stock; and"

(2) For the purposes of this section, section 28
of the Revenue Act of 1938, as amended by this sub¬
section, shall be applicable with respect to a cor¬

poration for any taxable year beginning after De¬
cember 31, 1936, and before January 1, 1938, for
which it was, under the applicable law, a personal

. holding company, and to its shareholders. Such
; section 28 shall be applied as though the phrase

, "basic surtax credit'* in subsection (c) thereof were
"dividends paid credit." ■■lyyy'-^y y ';/;y '. ' ' ■

(f) Effective Date of Amendments—The amendments
made by subsections (a) to (e), inclusive, shall be effec¬
tive as of the date of enactment of the laws amended '
thereby.

(g) Retroactive Applicationr—The amendments made
by subsections (a) to (d), inclusive, shall not apply with
respect to any distribution, which is a dividend solely
by reason of the last sentence of section 115 (a) of the
applicable revenue law, made prior to the date of enact¬
ment of this Act by a corporation which, under thef law
applicable to the taxable year in which the distribution
is made, is a personal holding company, or which', for
the taxable year in respect of which it is made under
section 504 (c) or section 506 or a corresponding pro¬
vision of a prior income tax law, is a personal holding
company under the law applicable to such taxable year,
unless—

(1) The corporation (under regulations prescribed
by the Commissioner with the approval of the Sec¬
retary) files, within one year after the date of the
enactment of this Act, a claim for the benefit of this
section on account of such distribution;

(2) Such claim is accompanied by signed consents
made under oath by each person to whom the cor¬

poration made such distribution agreeing to the in-
, elusion of the amount of such distribution to him

in his gross income as a taxable dividend. If any
such person is no longer in existence or is under
disability then the consent may be made by his legal
representative; and '

(3) Each such consent filed is accompanied by
cash, or such other medium of payment as the Com¬
missioner may by regulations authorize,, in an
amount equal to the amount that would be required
by section 143 [(b) or 144 of the applicable revenue
law to be deducted and withheld by the corporation

' if the amount of the distribution to the shareholder
had been paid to the shareholder in cash as a divi¬
dend. The amount accompanying such consent shall
be credited against the tax under the applicable
revenue law imposed by section 211 (a) or 231 (a)
upon the shareholder.

(h) Overpayments and Deficiencies—If the refund or
credit of any overpayment for any taxable year, to the
extent resulting from the application of subsections (e)
and (g) of this section is prevented on the date of the
enactment of this Act or within one year from such date,
then, notwithstanding any other provision of law or rule
of law (other than this subsection and other than section
3761 of the Internal Revenue Code or section 3229 of the
Revised Statutes, or such section as amended by section
815 of the Revenue Act of 1938, relating to compro¬

mises), such overpayment shall be refunded or credited
in the same manner as in the case of an income tax er¬

roneously collected if claim therefor is filed within one
year from the date of the enactment of this Act. If the
assessment or collection of any deficiency for any tax¬
able year, to the extent resulting from the application of
subsections (e) and (g) of this section, is prevented on
the date of the filing of the shareholders' consents
referred to in subsection (e) or on the date of filing of ;

the claim referred to in subsection (g) (1) or within one

year from the date of filing of such consents or claim,
as the case may be, then, notwithstanding any other pro¬
vision of law or rule of law, such deficiency shall be ;
assessed and collected if assessment is made within one

year from the date of the filing of such consents or claim,
as the case may be. The failure of a shareholder to in¬
clude in his gross income for the proper taxable year
the amount specified in the consent made by him re¬
ferred to in subsection (g) (2) shall have the same effect,
with respect to the deficiency resulting therefrom, as is
provided in section 272 (f) of the applicable revenue law
with, respect to a deficiency resulting from a mathemati¬
cal error appearing on the face of the return.

(i) Additional Credit or Refund for Prior Years-
Section 506 of the Internal Revenue Code (relating to
deficiency dividends) is amended by adding at the end
thereof the following new subsection:

"(j) Additional Credit or Refund for Prior Taxable
Year— - [ y ,■■■■•.•>'y-[::y<'. ny--

"(1) Election to have a certain dividend consid- .

-yered as a deficiency dividend—If a corporation was
a personal holding company for any taxable year
beginning after December 31, 1936, and prior to
January 1, 1942, and its adjusted net income, Title
1A net income or Subchapter A net income, in the
case of a tax imposed by Titles 1A of the Revenue
Acts of 1936 and 1938, or Subchapter A of the In¬
ternal Revenue Code, as the case may be, exceed*
the sum of (A) the earnings and profits accumulated
afte** February :28, 1913. as of the beginning of the
taxable year, and (B) the earnings .and profits of s

the taxable year (computed as of the close of the
taxable year without diminution by reason of any
distributions made during the taxable year) and if
prior to the date of enactment of the Revenue Act
of 1942, the corporation paid all or any portion of
the tax imposed by Title 1A or Subchapter A for
any such taxable year or years then the corporation

- may elect, within six months after the date of en¬
actment of the Revenue Act of 1942 to have the
amount of a dividend paid within such six-month
period considered as a deficiency dividend. Such

[ election must be made by the filing of a claim
(under regulations prescribed by the Commissioner
with the approval of the Secretary) within such six-
month period and after the payment of the dividend,
specifying the taxable year or years with respect to
which such dividend applies, setting forth the
amount of the dividend to be apportioned to each
taxable year, and claiming the benefit of this sub¬
section by reason of such dividend.

"(2) Effect of election—If the corporation exer¬
cises the election authorized under paragraph (1)
of this subsection—.

"(A) The credit or refund shall be computed,
; and credited or refunded without interest, as pro¬

vided in subsection (b) and at the rates provided
therein or in subsection (g), as the case may be,
but shall be subject to the limitations in.subsec-

.<>. tion (f). In any case where a dividend, is appor¬
tioned to more than one taxable year the credit

. or refund shall be determined for each taxable

/'"yy ■ year on the basis of the amount of the dividend
apportioned thereto; and 1 ;

"(B) The dividends paid credit for the taxable
year in which paid and for a prior taxable year
or years shall be determined as provided in sub-
section (c) (2)."yyy;vy ■ , •

TITLE II—EXCESS PROFITS TAX

PART I—EXCESS PROFITS TAX AMENDMENTS

SEC. 201. Taxable Years To Which Amendments Appli¬
cable ' /■[■'■'[;■'yV

Except as otherwise expressly provided, the amend¬
ments made by this title shall be applicable only with
respect to taxable years beginning after December 31,
1941,

SEC. 202. Rate of Excess-Profits Tax

Section 110- (a) (1) (relating to rate of excess-profits
tax) is amended to read as follows: ... , :

- "(1) General Rule—There shall be levied, col-
lected, and paid, for each taxable year, upon the
adjusted excess-profits net income, as defined in
subsection (b), of every corporation (except a cor-

portion exempt under section 727) a tax equal to
whichever,of the following amounts is the lesser:

"(A) 90 per centum of the adjusted excess-

profits net income, or [1
"(B) an amount which when added to the tax

imposed for the taxable year under Chapter 1
(other than section 102) equals 80 per centum of
the corporation surtax net income, computed
under section 15 or Supplement G, as the case
may be, but without regard to the credit provided
in section 26 (e) (relating to income subject to

• • the tax imposed by this subchapter)."

SEC. 203. Certain Fiscal Year Taxpayers . * -

(a) Computation of Tax for Year Ending in 1942—
Section 710 (a) (relating to imposition of excess-profits
tax) is amended by inserting at the end thereof the fol¬
lowing new paragraph: yyy.yy

"(3) Taxable years beginning in 1941 "and ending
after June 30, 1942—In the case of a taxable year

beginning in 1941 and ending after June 30, 1942,
the tax shall be an amount equal to the sum of—

"(A) that portion of a tentative tax under this
subchapter, computed without regard to section
203 of the Revenue Act. of 1942, which the number

, of days in such taxable year before July 1, 1942,
bears to the total number of days in such taxable

'year,'phis
"(B) that portion of a tentative tax under this

subchapter, computed as if the amendments' made*
by sections 105 (c), 105 (d), 202, and 206 of the

"

Revenue Act of 1942 were applicable to such tax¬
able year, which the number of days in such tax-

?[[# able year after June 30, 1942, bears to the total
number of days in such taxable year."

(b) Taxable Years to Which Amendment Applicable—
The amendment made by this section shall be applicable
to taxable years beginning in 1941 and ending after June
30,1942.

SEC. 204. Two-Year Carry-Back of Unused Excess
Profits Credit v:-

(a) Technical Amendment—Section 710 (b) (3), re¬
lating to the deduction of the excess profits credit carry¬
over, is amended by striking out "excess profits credit
carry-over" and by inserting in lieu thereof "unused
excess profits credit adjustment." 1

(b) Carry-back of Unused Credit—Section 710 (c)
(relating to the determination of the excess profits credit
carry-over) is amended to read as follows:

"(c) Unused Excess Profits Credit Adjustment— *
"(1) Computation of unused excess profits credit

adjustment—The unused excess profits credit ad-
justment for any taxable year shall be the aggregate
of the unused excess profits credit carry-overs and
unused excess profits credit carry-backs to such
taxable year.

"(2) Definition of unused excess profits credit—
The term 'unused excess profits credit' means the
excess, if any, of the excess profits credit for any
taxable year beginning after December 31, 193.9,

■ J
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over the excess profits net income for such taxable
year, computed on the basis of the excess profits
credit applicable to such taxable year. For such
purpose the excess profits credit and the excess
profits net income for any taxable year beginning
in 1940 shall be computed under the law applicable
to taxable years beginning in 1941. The unused
excess profits credit for a taxable year of less than

• twelve months shall be an amount which is. such
part of the unused excess profits credit determined
under the first sentence of this paragraph as the
number of days in the taxable year is of the num¬
ber of days in the twelve months ending with the
close of the taxable year.

"(3) Amount of unused excess profits credit
carry-back and carry-over—

"(A) Unused Excess Profits Credit Carry-
Back—If for any taxable year beginning after
December 31, 1941, the taxpayer has an unused
excess profits credit, such unused excess profits
credit shall be an unused excess profits credit
carry-back for each of the two preceding taxable
years, except that the carry-back in the case of
the first preceding taxable year shall be the
excess, if any, of the amount of such unused excess
profits credit over the adjusted excess profits net
income for the second preceding taxable year

computed for such taxable year (i) by determin¬
ing the unused excess profits credit adjustment
without regard to such unused excess profits
credit, and (ii) without the deduction of the
specific exemption provided in subsection (b) (1).

"(B) Unused Excess Profits Credit Carrv-Over
—If for any taxable year beginning after Decem¬
ber 31, 1939, the tax-payer has an unused excess
profits credit, such unused excess profits credit
shall be an unused excess profits credit carry¬
over for each of the two succeeding taxable years,

except that the carry-over in the case of the
second succeeding taxable year shall be the excess,
if any, of the amount of such unused excess profits
credit over the adjusted excess profits net income
for the intervening taxable year computed for
such intervening taxable year (i) by determining
the unused excess profits credit adjustment with¬
out regard to such unused excess profits credit
or to any unused excess profits credit carry-back,
and (ii) without the deduction of the specific
exemption provided in subsection (b) (1). For
the purposes of the preceding sentence, the un¬
used excess profits credit for any taxable year
beginning after December 31, 1941, shall first be
reduced by the sum of the adjusted excess profits
net income for each of the two preceding taxable
years (computed for each such preceding taxable
year (i) by determining the unused excess profits
credit adjustment without regard to such unused
excess profits credit, or to the unused excess
profits credit for the Succeeding taxable year, and
(ii) without the deduction of the specific exemp¬
tion provided in subsection (b) (1)).
"(4) No carry-back to year prior to 1941—As

used in this subsection, the term 'preceding taxable
year' and the term 'preceding taxable years' do not
include any taxable year beginning prior to Janu-

wary 1,„ 1941." yyivTT/L/
(c) Taxable Years to Which Amendments Applicable

•—The amendments made by this section shall be appli¬
cable only to taxable years beginning after December
31, 1940. ;

SEC. 205. Computation of Excess Profits and Invested
Capital of Insurance Companies

(a) Section 710 (a) (relating to imposition of excess
profits tax) is amended by inserting at the end thereof
the following new paragraph:

"(4) Mutual insurance companies—In the case of
a mutual insurance company other than life or

marine, if the gross amount received from interest,
dividends, rents, and premiums (including deposits
and assessments) is over $75,000 but less than
$125,000, the tax imposed under this section shall be
an amount which bears the same proportion to the
amount ascertained under this section, computed
without reference to this paragraph, as the excess
over $75,000 of such gross amount received bears to
$50,000."

(b) Section 711 (a) (1) (relating to excess profits
credit computed under income credit) is amended by
inserting at the end thereof the following new

paragraph:
"(H) Life Insurance Companies—In the case of

a life insurance company, there shall be deducted
from the normal tax net income, the excess of (1)
the product of (i) the figure determined and pro¬
claimed under section 202 (b) and (ii) the excess

profits net income computed without regard to
this subparagraph, over (2) the adjustment for
certain reserves provided in section 202 (C)."

(c) Section 711 (a) (2) (relating to the excess profits
credit computed under invested capital credit) is
amended by inserting at the end thereof the following
new subparagraph:

"(J) In the case of a life insurance company,
there shall be deducted from the normal tax net

income, 50 per centum of the excess of (1) the
product of (i) the figure determined and pro¬
claimed under section 202 (b) and (ii) the excess

profits net income computed without regard to
this subparagraph, over (2) the adjustment for
certain reserves provided in section 202 (c)."

(d) Section 718 .(relating to equity invested capital)
is amended by inserting at the end thereof the follow¬
ing new subsection:

"(f) The reserves of an insurance company shall not
be included in computing equity invested capital under

; this section but shall be treated as borrowed capital as .

provided in section 719." . ; v ;

(e) Section 719 (a) (relating to borrowed capital) is '
-amended by striking out the period at the end thereof
and inserting a comma and the word "plus" and a comma
and the following new paragraphs: • > • ' - - - : y

'

; 1 "(3) In the case of an insurance company, the
mean of the amount of the prorata unearned pre- t

. / : miums determined at the beginning and end of the
vtaxable year, plus,' Tywy.;.;, *"/

jiTty "(4) In the case of a life insurance company, the v
mean of the amount of the adjusted reserves, and y

. ■ the mean of the amount of the reserves on insdrance
or annuity contracts (or contracts arising out of y

' '

insurance or annuity contracts) which do not in- •
'

volve, at the time with reference to which the com-

•■W!;:-Futation was made, life, health, or accident con-
- ■

tingencies, determined at the beginning and end of. v
. the taxable year." ■/(■;;; y ;■ i- v>-
(f) Section 723 (relating to equity invested capital in !

special cases) is amended by designating the present
section as subsection "(a)" and by adding a new subsec- 7
tion to read as follows: A..' v'" i'ttTtt'

"(b) The equity invested capital of mutual insur-
\ • ance companies other than life, or marine* shall be ;

the mean of the surplus, plus 50 per centum of the
mean of all reserves required by law, both surplus
and reserves being determined at the beginning and

; v end of the taxable year. The surplus shall include
, I . all of the assets of the company other than reserves

required by law." • T'yT-lV V t-;

(g) Specific Exemption and Returns of Interinsurers j;
. and Reciprocal Underwriters—

(1) Specific exemption—Section 710 (b)(1) is
amended by inserting before the semicolon at the ■>
end thereof a comma and the following: "and in the

i case of a mutual insurance company (other than life
or marine) which is an interinsurer or reciprocal ;
underwriter a specific exemption of $50,000." ••

■vy-Ty (2) Returns—Section 729 (b) (2) is amended by'

inserting before the period at the end thereof the
following: "or, in the case of a mutual insurance
company (other than life or marine) which is an
interinsurer or reciprocal underwriter, is not greater <;

.than $50,000." ^.Lyy: '.'■■Ty- >tV't
SEC, 206. Technical Amendments Made Necessary by ;

Change in Base for Corporation Tax . „• ,

"• (a) Disallowance of Credit in Computing Excess- •
: Profits Net Income— ' , -

. (1) Section 711 (a) (1) (A) (relating to adjust- T
ment for taxes in computing excess profits net in- (
come under the income credit) is amended to read #
as follows: .?;V,-,: IC/- y,! ■

"(A) Income Subject to Excess Profits Tax—In '«
; Vt; computing such normal-tax net income the credit Y*
- provided in section 26 (e) (relating to income sub-at
•V'Vy r ject to the tax imposed by this subchapter) shall

'/" not be allowed;".;,■■■■■•'/ ' a'T/a/,Y,'\_Cr y^'VyY'. Yc

(2) Section 711 (a) (2) (C); (relating,J;p,.adjust-'"""
ment for taxes in computing excess-profits net in- ,

come under the invested capital credit) is amended ;•
to read as follows: : : •. ry. •'.-■':' a';'VY;'.\y

- •

: ■ "(C) Income Subject to Excess Profits Tax—In
1 i computing such normal-tax net income the credit S:

i provided in section 26 (e) (relating to income sub- >

i^ct to the tax imposed by this subchapter) shall ;>
yvnot be allowed;". .;TY(yTv.y vV::;-! yyY.y

(b) Rules for Computation of Charitable, Etc.", Deduc¬
tions in Computing Excess Profits Net Income Re¬
pealed— :Y;- yYytt>

i (1) Section 711 (a) (1) (G) (relating to the de¬
duction for charitable contributions, etc., in com¬

puting excess profits net income under the income
a.V/:; credit) is repealed. . ■.■YTt.v'YY.. tt: yYY/ylyYAy

j (2) Section 711 (a) (2) (I) (relating to the deduc¬
tion for charitable contributions, etc., in computing
excess profits net income under the invested capital
method) is repealed. ^

SEC. 207. Capital Gains and Losses in the Computation
of Excess Profits Net Income

t V (a): Excess Profits Credit Computed Under Income
Credit—Section 711 (a) (1) (B) is amended to read as

: follows: 'Vt'". t:

"(B) Gains and Losses From Sales or Exchanges
y of Capital Assets—There shall be excluded gains

and losses from sales or exchanges of capital as-
:;y.T:;y sets held for more than six months. • - : ^

(bj! Retirement of Long-Term Bonds—Section 711
(a) (1) (C) is amended by striking out "eighteen

T months" and inserting in lieu thereof "six months."
(c) Excess Profits Credit Computed Under Invested

Capital Credit—Section 711 (a) (2) (D) is amended to
read as follows: . .

"(D) Gains and Losses From Sales or Exchanges
• of Capital Assets—There shall be excluded gains

and losses from sales or exchanges■ of-capital, as-
sets held for more than six months."- •• ; • - • •

(d) Retirement of Long-Term Bonds—Section 711 (a).
(2) (E) is amended by striking out "eighteen months"
and inserting in lieu thereof "6.months." ; ' -

• (e) Taxable Years in Base Period—Section 711 (b)
(1) (B) is amended to read as follows: -, - ■ t

"(B) Gains and Losses From Sales or Exchanges
of Capital Assets—There shall be excluded -gains
and losses from sales or exchanges of capital assets
held for more than 6 months." - . • . • ; .

(f) Retirement of Long-Term Bonds—Section 711 .(b)'
(1) (C) is amended by striking out "eighteen months"
and inserting in lieu thereof "6 months." . . '

(g) Capital Gains and Losses—Section 711 (b) (2) is
amended to read as follows: • ■

"(2) Capital gains and losses—For the purposes
of this subsection the normal-tax net income and'the1

special-class net income referred to in paragraph

- (1) shall be computed as if section 23 (g) (2), sec¬
tion 23 (k) (2), and section 117 were part of the
revenue law applicable to the taxable year the

. excess profits.net income of which is being com¬

puted, with the exception that the capital loss carry-
v over provided in subsection (e) (1) of section 117

shall be applicable to net capital losses for taxable
T: .years beginning after December 31, 1934. ...Such

exception shall not apply for the purposes.of com¬
puting the tax under this subchapter for any taxable
year beginning before January 1, 1943."

(h) Inadmissible Asset Ratio—Section 720 (c) is
amended; by striking out "short-term capital gain" and
inserting in lieu thereof "gain from the sale or exchange
of a capital asset held for not more than six months."

SEC. 208. Retroactive Treatment of Involuntary Conver-

yyVy':v sions as Capital Transactions '
Effective with respect to taxable years beginning after

December 31, 1939, but not beginning after December 31,
1941,vthe second sentence of section 711 (a) (1) (B), sec¬
tion 711 (a) (2) (D), and section 711 (b) (1) (B) is
amended to fead as follows: "There shall be excluded
the excess of the recognized gains from the sale, ex¬

change, or involuntary conversion (as a result of de¬
struction in whole or in part, theft or seizure, or an
exercise of the power of requisition or condemnation
or the threat or imminence thereof) of property held
for more than eighteen months which is of a character
which is subject to the allowance for depreciation pro¬
vided in section 23 (1) over the recognized losses from
the sale, exchange, or involuntary conversion' of such
property. For the purposes of this subparagraph, sec¬
tion 117 (h) (1) and (2) shall apply in determining the
period for which the taxpayer has held property which
is of a character which is subject to the allowance for
depreciation provided in section 23 (1)," *,

SEC. 209. Nontaxable Income from Exempt Excess Out¬
put of Mining and Timber Operations and
From Bonus Income of Mines, Etc.

(a) Income Credit—Section 711 (a) (1) (relating to
excess profits credit computed under income credit) is
amended by inserting at the end thereof the following
new subparagraph: . • \ a:t V; a v-y'-'y';';'-

"(I) Nontaxable Income of Certain Industries
With Depletable Resources—In the case of a pro¬
ducer of minerals, or a producer of logs or lumber
from a timber block, as defined in section 735,

y ^ ' V there shall be excluded nontaxable income from
exempt excess output of mines and timber blocks

* V' and nontaxable bonus income provided in sec-
'

"tion: 735." -'y-y yy.y.yyy,.
(b) Invested Capital Credit—Section 711 (a) (2)'(re¬

lating to excess profits credit computed under invested
capital credit) is amended by inserting at the end thereof
the following new subparagraph: -1/-;y'

"(K) Nontaxable Income of Certain Industries
y With Depletable Resources—In the case of a pro-
•VTvyy^ducerdf minerals, or a producer of logs or lumber

from a timber block, as defined in section 735,
- r there shall be excluded nontaxable income from

exempt excess output of mines and timber blocks
- yy- and nontaxable bonus income provided in sec-

tion 735." •
, . V-;, -y.y;^, •

(c) Nontaxable Income^—Subchapter E of Chapter 2 is
amended by inserting after section 734 the following new
section: "yvi';:-y*3 -iy.'V :yyiT't v>T'yyyy
"SEC. 735. Nontaxable Income from Certain Mining arid

a : :• Timber Operations', > , ' - -'

"(a) Definitions—For the purposes of this section, sec¬
tion 71V (a) (1) - (I), and section 711(a)(2) (K)-— :.y •; yy
Lt -'J "(I); Producer—the term 'producer' means a cor¬

poration which extracts minerals from a mineral
t property, or cuts logs from a timber block, in which
'v - an economic interest is owned by such corporation.
Tr >; "(2) Mineral unit—The term 'mineral unit' means

V a unit of metal, coal, or nonmetallic substance in
: y the minerals recovered from the operation'of a

mineral property.
'• "(3) Timber unit—The term 'timber unit' means
a unit of timber recovered from the operation of a

yyVttimber block. '' - ' ''v-:TT:y\;: • y t ■ * >

"(4) Excess output—The term 'excess output'
means the excess of the mineral units or the timber
units for the taxable year over the normal output.

"(5) Normal output—The term 'normal output'
means the average annual mineral units, or the

- average annual timber units, as the base may be,
recovered in the taxable years beginning after De-

< cember 31, 1935, and not beginning after Decern-
ber 31, 1939 (hereinafter called 'base period'), of
the person owning the mineral property or the tim¬
ber block (whether or not the taxpayer). The
average annual mineral units or timber units shall
be computed by dividing the aggregate of such min-

> "« eral units or timber units for the base period by the
number of months for which the mineral property
or the timber block was in operation during the
base period and by multiplying the amount so
ascertained by twelve. In any case in which the

'-■* taxpayer establishes, under regulations prescribed
by the Commissioner with the approval of the Sec¬
retary, that the operation of any mineral property
or any timber block is normally prevented for a

T : specified period each year by physical events out-
; side the control of the taxpayer,' the number of

. months during which such mineral property, or tim¬
ber block is regularly in operation during a taxable
year shall be used in computing the average annual

- • mineral units, or timber units, instead of twelve.
Any mineral property, or any timber block,-which
was in operation for less than six months during

( • the base period shall, for the-purposes of this sec-
•T * tion, be deemed not to have been in operation dur-

: ing the base period; : v*: ^ c - . •

i i
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•

"(6) Mineral property—The term 'mineral prop¬
erty5 means a mineral deposit, the development and

J plan necessary for the extraction of the deposit, and
:

so much of the surface of the land as is necessary
: for purposes of such extraction, v - •

"(7) Minerals—The term 'minerals' means ores of
< the metals, coal, and such nonmetallic substances as

abrasives, asbestos, asphaltum, barytes, > borax,
building stone, cement , rock, clay, crushed stone,

f feldspar, fluorspar, fuller's earth, graphite, gravel,
•

gypsum, limestock, magnesite, marl, mica, mineral,
; pigments,-peat, potash, precious stones, ,refractories,
: rock phosphate, salt,, sand, silica,- slate, soapstone,

; soda, sulphur, and talc. -• ■ •

*"(8) .Timber' block—The term 'timber block',
means an. operation unit existing as of December 31,

I '1941, which includes all the taxpayer's timber which
\ would logically go to a single given point of manu-

;■£/£ facture, but shall not include any operation unit
'* acquired after December 31, 1941.

'•'(9) Normal unit profit—The term 'normal unit
r profit.' means the average profit for the base period
' -

per mineral unit for such period, determined by
. dividing the net income with respect to minerals
t recovered from the mineral property (computed

■

v with the allowance for depletion .computed in ac¬
cordance with the basis for depletion applicable to

•

the current taxable year) during the base period by
//£;' the number of mineral units recovered from the

mineral property during the base period. £
, ""(10) Estimated /recoverable units—The term
. ; Estimated recoverable units' means the estimated

££% number of units of metal, coal, or nonmetallic sub-
: ; • stances in- the estimated recoverable minerals from

. / the mineral property at the end of the taxable year

£ plus the excess output for such year. All estimates
> shall be subject to the approval of the Commis-

sioner, the determinations of.-whom* for the purposes
»; of this section, shall be final and conclusive. -

""(■11) Exempt excess output—The term 'exempt
. excess output': for any taxable year means a num-

: v ber of. units equal to the following percentages of
• the excess output for such year: .■

: ',"100 per centum if the excess output exceeds 50
. per centum of the estimated recoverable units; f
,/: "95 per centum if the excess output exceeds 33%

but not 50 per centum of the estimated recoverable
units;

. v "90 per centum if the excess output exceeds 25
but not 33% per centum of the estimated recover-

"•' able units;
'

- "85 per centum if the excess output exceeds 20
but not 25 per centum of the estimated recoverable

; . : "80 per centum .if the excess output exceeds 16%
, ;; 'but not 20 per centum of the estimated recoverable

•

units; ■ . ' . I Z -v '
« "60 per centum if the excess output exceeds 14 2/7

"rV/ but .not 16% per centum of the estimated recover-
:

, £able units;. , ;£; // • ££ ;£/00/:££■;£<££;
•

; "40 per centum if the excess output exceeds 512%
but not 14 2/7 per centum of the estimated recoyer-
abue units; £ '

"30 per centum/if the excess output exceeds 10
but not 12% per centum of the estimated recover-

■•/■£:£ able units; — £:> . ' • ' •. /. - _ . £ ■ £ '
'

*"20' per centum if the excess output exceeds 5 but
-

£ not 10 per1 centum of' the estimated recoverable

gg units. i ■' ££..*•£'. g#
'

. '"(12)'Unit net income—The term *unit-net iri-
££• •come" means the amount ascertained by dividing the
£• r-/net income ^computed withy thehljowane^ to

;pletion) from the coal:or iron pre or the timber
g| .recovered from the coal mining property, iron 'min¬

ing property, or timber block, as the case may be,
during- the taxable year by the number of units of

. coal, or iron ore, or timber, recoverable from such
£r: property in such year. .

. "(b) Nontaxabley Incomev from Exempt Excess Out¬
put—

\, * "(1). General rule—For any taxable > year for:
- which the excess output of miineral property which
. was in operation during, the base period exceeds
. 5 per centum of the-estimated/.recoverable units
; from such property, the nontaxable/income from
, exempt excess output for such year shall .be an
V amount equal to the exempt excess output for such
i year multiplied,by the normal unit profit, but such-

.. amount shall,not exceed the net income (computed
. with .the allowance for depletion) attributable to
; ! the excess output for such year. . . 1 ..

£ £ "(2) Coal and iron mines—For. any taxable year,
V the nontaxable income from exempt, excess output
y . of a coal mining or>ron mining property, which
/ was in operation during the base period shall be
. am amount equal to the excess output of such prop-,

erty for such year multiplied by one-half of the

,.f. unit,net income from such property for such year,
;. or an amount determined under paragraph. (1),
/ . whichever the taxpayer elects in accordance with

; regulations, prescribed by the Commissioner with
the approval of the Secretary. , - >

£££'/3) Timber properties—For any taxable year, the
nontaxable income from exempt.excess output of a
timber block which was in operation during the base
period shall be an amount equal to the excess output

• of such property for such year multiplied by one-
V half of the unit net income from such property for

■•■<■'' .-.' such year. <,.£ ... -/■;/ .,*>■.:■•£'-/
..-"(c) Nontaxable Bonus Income—The term 'non-tax¬
able bonus income' means the amount of the income
derived from bonus payments made by any agency of
the United States Government on account of the produc¬
tion- in excess, of a specified quota of a /mineral product
or of timber the exhaustion of which-gives rise to an
allowance for depletion under section 23 (m)- but such

amount shall not exceed the net income (computed with
the allowance for depletion) attributable to the output
in excess of such quota. ,

"(d) Rule in Case Income From Excess Output In¬
cludes Bonus Payment—In any case in which the in¬
come attributable to the excess output includes bonus
payments (as provided in subsection (c)), the taxpayer
may elect, under regulations prescribed by the Commis¬
sioner with the approval of the Secretary, to receive
either the benefits of subsection (b) or subsection ,(c)
with respect to such income as is attributable to excess

output above the specified quota."
• •£ (d) Retroactive Exclusion of Nontaxable Bonus In¬
come—The amendments made by this section inserting
section 711 (a) (1) (I), section 711 (a) (2) (K), and
section 735 (c), to the extent that they relate to non¬
taxable bonus income, shall be applicable to taxable
years, beginning after December 31, 1940. %

SEC. 210. Net Operating Loss Deduction Adjustment

.(a) Section 711 (a) (1) (relating to the excess profits
credit computed under income credit) is amended by
adding at the end thereof the following new subpara¬
graph:

, i£„"(J) Net operating loss deduction adjustment—
the net operating loss deduction shall be adjusted
as,follows: . .

. .

"(i) In computing the net operating loss for
•. £.£ any taxable year under section 122 (a), and the

£•£. net income for any taxable year under section
122 (b), no deduction shall be allowed for any
excess profits tax imposed by this subchapter,
and, if the excess profits credit for such taxable
year was computed under section 714, the de-

£ ■ £ duction for interest shall be reduced by the
amount of any reduction under paragraph (2)
(B) for such taxable year; and

"(ii) In lieu of the reduction provided in sec-
„ tion 122 (c), such reduction shall be in the

amount by which the excess profits net income
«' computed with the exceptions and limitations

specified in section 122 (d) (1), (2), (3), and
(4) and computed without. regard to subpara-

? graph (B), without regard to any credit for
00 dividends received, and without regard to any :

■ /.£>.£ credit for, interest received provided in section
26 (a) exceeds the excess profits net income

/ (computed without the net operating loss de¬
duction)."

(b) Section 711 (a) (2) (relating to the excess profits
credit computed under invested capital credit) is
amended by adding at the end thereof the following
new subparagraph: , ,

"(L) Net operating loss deduction adjustment— £
.. !;££££ The net operating loss deduction shall be adjusted

. as follows: .

-
... .. "(i) In computing the net operating loss for

J , , any taxable year under section 122 (a), and the
f net income for any taxable year under section

- j:£i.<rC:l22.(b),,no deduction shall be allowed for any
excess profits tax imposed by this subchapter,

, . and,, if . the. excess profits credit for such tax-
. •,. £ able year, was computed under section 714, the

* £,, £ .deduction for the interest shall be reduced by
. ££• ££V the /amount of any reduction under subpara-

. /graph/(B) of this paragraph for such taxable
year; and . , • '

, J."(ii) In lieu of the reduction provided in sec-
££££££/£tion 122 (c),£ such reduction shall be in the
•■ I/ :.. amount by which the excess profits net income

££, £, . computed with the exceptions, and limitations
£prbvMed£iii£section 122 (d) (1), (2), (3), and

£ , £,£(4) and' computed without regard to subpara-
£: £ graph (D), .without regard to any: credit for

dividends received, and without regard to any
•££. ::.'££ /credit/for interest received provided in section

££ 26 (a j. exceeds/the excess profits net income
, (computed without the net operating loss de-

/duction)." .

(c) The amendments made by this section shall be
effective as of the date of enactment of the Excess

"Profits Tax.Act of, 1940. .

SEC, 211. Credit for Dividends Received in Computation
of Excess Profits Net Income in Connection

With Invested Capital Credit
. (a) Section 711 (a) (2) (A) is amended to read as

follows:

/ - / "(A): Dividends Received—The credit for divi-
• dends received shall apply, without limitation, to

all dividends on stock of all corporations, except
that no credit for dividends received shall be

000: allowed with respect to dividends (actual or con-
1

,. £ structive) on stock of foreign personal holding
companies or dividends on stock which is not a

/ capital asset." / • , £.■ :: ,££'£■£%££/
/ (b) The amendment made by subsection (a) shall be
effective as of the date of enactment of the Excess
Profits Tax Act of 1940. ,

SEC, 212. Application of Excess Profits Tax to Certain
£ Foreign Corporations

(a) Section 712 (b) (relating to the excess profits
credit of foreign corporations) and section 724 (relating
to invested capital in the case of foreign corporations
and corporations entitled to benefits of section 251) are
amended by striking out "or having an office or place of
business therein", wherever occurring therein and sec¬
tion 712 (b) is amended:by striking out "or had an
office or place of business therein".
/ (b) Section 727 (f) (relating to exempt corporations)
is amended by "striking out "and not having an office or

place of business therein".

SEC. 213. Excess Profits Net Income Placed on Annual
k,':®asls I;• 'J*, •■/■•• / //,. £. .£

./V.:(a) vGeneral v-Rule—Section 711 - (a) (3) / (relating to

taxable years of less than twelve months) is amended
to read as follows:

"(3) Taxable year less than twelve months—
£ "(A) General Rule—If the taxable year is a

period of less than twelve months the excess

profits net income for such taxable year (referred
to in this paragraph as the 'short taxable year')
shall be placed on an annual basis by multiplying

£ the amount thereof by the number of days in the
twelve months ending with the close of the short
taxable year and dividing by the number of days
in the short taxable year. The tax shall be such
part of the tax computed on such annual basis
as the number of days in the short taxable year
is of the number of days in the twelve months
ending with the close of the short taxable year.

/:£/ "(B) Exception—If the taxpayer establishes its
adjusted excess profits net income for the period
of twelve months beginning with the first day of
the short taxable year, computetd as if such

£/£££ twelve-month period were a taxable year, under
, / £ the law applicable to the short taxable year, and
/ / - using the credits applicable in determining the

adjusted excess profits net income for such short
taxable year, then the tax for the short taxable

//£:.•/;. year shall be reduced to an amount which is such
part of the tax computed on such adjusted excess
profits net income so established as the excess

profits net income for the short taxable year is
of the excess profits net income for such twelve-

■ ' month period. The taxpayer (other than a tax¬
payer to which the next sentence applies) shall
compute the tax and file its return without the

•

application of this subparagraph. If, prior to one 4
year from the date of the beginning of the short

/ ■ taxable year, the taxpayer has disposed of sub-
£££: stantially all its assets, in lieu of the twelve-month

period provided in the preceding provisions of
this subparagraph, the twelve-month period end¬
ing with the close of the short taxable year shall. ■

be used. For the purposes of this subparagraph,
■, the excess profits net income for the short taxable

year shall not be placed on an annual basis as pro¬
vided in subparagraph (A), and the excess profits

i net income for the twelve-month period used
shall in no case be considered less than the excess

profits net income for the short taxable year. The
benefits of this subparagraph shall not be allowed
unless the taxpayer, at such time as regulations
prescribed hereunder require, makes application
therefor in accordance with such regulations, and

,£; such .application, in case the return was filed -

without regard to this subparagraph, shall be con-
. -rsidered a claim for credit or refund. The Com-
,, , missioner, with the approval of the Secretary,

shall prescribe such regulations as he may deem
necessary for the application of this subpara¬
graph."

(b) Taxable Years to Which Amendment Applicable—
The amendment made by this section shall be applicable
to taxable years beginning after December 31, 1939. ' < v

SEC. 214. Interest on Certain Federal Obligations

/ (a) Computation of Income Deficit—Section 713 (c)
(relating to definition of deficit) is amended to read as
follows: '." / ■;v:::c/££v'£,££•;£/■'//£ -

"(c) Deficit in Excess Profits Net Income—For the
purposes of this section the term 'deficit in excess profits
net income' with respect to any taxable year means the
amount by which the deductions plus the credit for divi¬
dends received and the credit provided in section 26 (a) /
(relating to interest on certain obligations of the United
States and its instrumentalities) exceeded the gross in¬
come. /For the purposes of this subsection in determin-
ing whether there was such an excess and in determining
the amount thereof, the adjustments provided in section
711 (b) (1) shall be made." :£ //;%/££.;//£

(b) Cross References—For amendments Supplement A > :
on a computation of base period income in case of certain
reorganizations, see section 228 of this Act.

SEC. 215. Base Period Net Income of Lowest Year in
Base Period

Section 713 (e) (1) (relating to exclusion of deficit
year from computation of average base period net in¬
come) is amended to read as follows:

"(1) By computing the aggregate of the excess

profits net income for each of the taxable years of
the taxpayer in the base period, reduced by the sum
of the deficits in excess profits net income for each
of such years. If the excess profits net income (or
deficit in excess profits net income) for one taxable
year in the base period divided by the number of „

; months in such taxable year is less than 75 per
centum of the aggregate of the excess profits net
income (reduced by deficits in excess profits net
income) for the other taxable years in the taxpay¬
er's base period divided by the number of months in
such other taxable years (herein called 'average
monthly amount') the amount used for such one
year under this paragraph shall be 75 per centum
of the average monthly amount multiplied by the
number of months in such one year, and the year
increased under this sentence shall be the year the
increase in which will produce the highest average
base period net income;".

SEC. 216. Capital Reduction in Case of Members of Con-
£££//£ trolled Group ^£:-/'...-• .•-;£' //••

; Section 713 (g) (relating to adjustments in excess

profits credit on account of capital changes) is amended
by adding at the end thereof the following new para- -

graph: < £'/■■•■■""'"' • ■

"(5) If, on any day of the taxable year, the tax- , tti
■

payer and any one or more other corporations .^re
: members of the same controlled group, then the

daily capital reduction of the taxpayer for such day

i . r l !
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1

shall be increased by whichever of the following
amounts is the lesser:

, - "(A) The aggregate of the adjusted basis (for
determining loss upon sale or exchange) of stock
in such other corporation (or if more than one,
in such other corporations)'acquired by the tax¬
payer after the beginning of the taxpayer's first
taxable year under this subchapter, minus the
aggregate of the adjusted basis (for determining
loss upon sale or exchange) of stock in such other

| .corporation (or if more than one, in such other
corporations) disposed of by the taxpayer prior

|.. to such day and after the beginning of the tax¬
payer's first taxable year under this subchapter; or

"(B) The excess of the aggregate of the ad-
; justed basis (for determining loss upon sale or

r';, exchange) of stock in all domestic corporations
, V ; and of obligations described in section 22 (b) (4),

•'
•. held by the taxpayer at the beginning of such

• ,1;, day over the aggregate of the adjusted basis (for
, .J determining loss upon sale or exchange) of stock-

'

m all domestic corporations and of obligations]
• ' described in section 22 (b) (4), held by the tax-
]/ payer at the beginning of its first taxable year

under this subchapter.
If any stock or obligations described in subpara¬
graph (A) or (B) was disposed of prior to such day,
its basis shall be determined under the law ap-

, plicable to the year in which so disposed of. The
. excluded capital of the taxpayer for such day shall

be reduced by the amount by which the taxpayer's
daily capital reduction for such day is increased
under this paragraph. As used in this paragraph, a
controlled group means one or more chains of cor-

, porations connected through stock ownership with
, , a common parent corporation of (i) more than 50

per centum of the total combined voting power of
all classes of stock entitled to vote, or more than 50

*

per centum of the total value of shares of all classes
• of stock, of each of the corporations (except the

V, ocmmon parent corporation) is owned directly by
one or more of the other corporations and (ii) the
common parent corporation owns directly- more

• than 50 per centum of the total combined voting
a.'' power of all classes of stock entitled to vote, or

more than 50 per centum of the total value of shares
of all classes of stock, of at least one of the other
corporations.!' ' ••• ■

SEC., 217. Invested Capital Credit ■ ., . , ,

Section 714 is amended to read as follows: -

"SEC. 714. Excess Profits Credit—Based on Invested
'

Capital '

"The excess profits credit, for any taxable year, com-,
puted under this section, shall be the amount shown in
the following table: \

"If the invested- capital for the
taxable year, determined under . ;u''" ; ''-'A;''
section 715, is: ; ; The credit shall be: -A:;i i'VAA'

Not over $5,000.000 8 %7 of the invested capital. •

Over $5,000,000, but not over ■ - ■ '
$10,000,000 ! $400,000, plus 1% of the excess over .

$5,000,000.
Over $10,000,000, but not over

$200,000,000 $750,000, plus :6% of the excess over
$10,000,000. ■ . ;.

Over $200,000,000_-.A--->—k-^w._-,_$12,150,000, plus 5^,Of the, excess
—

. , over $200,000,000.". / : v!
SEC. 218. Basis of Property Paid In' d , ,

The last two sentences of section 718 (a) (2) (relating
'to property paid in) are amended to read as follows:
"If the property was disposed of before such 'taxable
year, such basis shall be determined under the latv
applicable to the year of disposition, but without regard
to the value of the property as of March 1, 1913. If the
property was disposed of before March 1, 1913, its basis
shall be considered to be its fair market value at the
time paid in. If the unadjusted basis of the property
is a substituted basis, such basis shall be adjusted, with
respect to the period before the property was paid in,
by an amount equal to the adjustments proper under
section 115 (1) for determining earnings and profits;". •

SEC. 219. Deficit in Earnings and Profits on Another
'vv ..'..yCorporation , .

• (a) Addition to Equity Invested Capital of Trans¬
feree—Section 718 (a) is amended by inserting at the
end thereof the following new paragraph:

"(7) Deficit in earnings and profits of another
corporation—In the case of a transferee, as defined
in subsection (c) (5), an amount, determined under
such paragraph, equal to the portion of the deficit
in earnings and profits of a transferor attributable

: to property received previously to such day." :
'

(b) Reduction of Equity Invested Capital of Trans-
fetor—Section 718 (b) is amended by inserting at the
end thereof the following new paragraph:

; 1 "(5) Deficit in earnings and profits transferred to
>1 , another corporation—In the case of a transferor, as
>*< defined in subsection (c) (5), an amount,'deter-

. ?• mined under such paragraph, equal to the portion
of the deficit in earnings and profits of the trans-

:1 -feror attributable to property transferred previously
to such day." '■•..] •. 7*.;"

(c) Earnings and Profits of Transferor and Trans¬
feree—Section 718 (c) (relating to rules for determining
invested capital) is amended by inserting at the end
thereof the following new paragraph:

"(5) Deficit in earnings and profits—Earnings and
. „ profits of transferor and transferee—If a corpora-

, tion (hereinafter called 'transferor') transfers, sub-,.
; ^stantially all its property to another corporation

■ i [ formed to acquire such property (hereinafter called

j -'transferee'); 'if— . - V. , .. .
n "(A) the sole consideration for the .transfer

.' of such property is the transfer to the transferor
v ' or its shareholders of all the stock of all classes

(except qualifying shares) of the transferee.
(In determining whether the transfer is solely
for stock, the assumption by the transferee of a

v liability of the transferor or the fact that the
property acquired is subject to a liability shall

,be disregarded); . \\-v.!
"(B) the basis of the property, in the hands

; ^ V of the transferee, for the purposes of this sub-
section, is determined by reference to the basis

; , of the property in the hands of the transferor;
"(C) the transferor is forthwith completely

liquidated in pursuance of the plan under which
. ; the acquisition of the property is made;.; and
;r-,;"(D) immediately after the liquidation the

, ;. : shareholders of the transferor own all such
stock;

for the purposes of this subchapter, in computing
the equity invested capital for any day after the
date of the acquisition of the property, the earnings
and profits or deficit in earnings and profits of the
transferee and the transferor shall be computed as

if, immediately before the beginning of the taxable
year in which such transfer occurs, the transferee
had been in existence and sustained a recognized
loss, and the transferor had realized a recognized

... gain-, equal to the portion of the deficit in earnings
and profits of the transferor attributable to such
property."

(d) Taxable Years to Which Amendments Applic¬
able—The amendments made by this section shall be

- applicable to taxable years beginning after December 31,
a 1939.- A:' > V •;] /, • . A

SEC. 220. Amortizable Bond Premium on Certain Gov¬
ern Obligations A, ,• ; -

The first sentence of section 720 (d) (relating to in¬
crease in excess profits net income where Government
obligations treated as admissible assets) is amended to
read as follows:-"If the excess profits credit, for any

taxable year is computed under section 714, the taxpayer
may in its return for such year elect to increase its
normal-tax net income for such taxable year by an

amount equal to the. amount of the interest on, reduced
by-the amount of the amortizable bond premium under

-section 125 attributable to, all.obligations held during
the taxable year which are described in section 22 (b)
(4) any part of the interest from which is excludible
from gross income or allowable as a credit against net
income." V""'.-; AAaK '• v A A A'.-AA, A'AA-a-
SEC. 221/ Abnormalities in Income in Taxable Period ;

V i(a) Rule for Computations—Section 721 (c) and (d)
(relating to computation of. tax in case of abnormalities
in come in the taxable period) is amended to read as
follows: A;A A-l ;•/;; ■ AA\; A A AAA;'AAA :• 'AAA-'A.

"(c) Computation of Tax for Current Taxable Year—
The tax under this subchapter for the taxable year, in
Which the whole of such abnormal income would with¬
out regard to this section be includible, shall not exceed

■ the sum of: . -
w 1 - ' -

7 ' "(1) The tax under this subchapter for such tax-
; - able year computed without the inclusion in gross
• - income of the portion of the net abnormal income

which is attributable to any other taxable year, and
"(2) The aggregate of the increase in the tax

under this subchapter for the taxable year (com-
1 puted under paragraph (1)) and for each previous

taxable year which would have resulted if, for each
; previous taxable year to which any portion of such
; j . net abnormal- income is - attributable,, am amount

equal to such portion had been included in the gross
.income for such previous taxable year.. v

"(d) Computation of Tax for Future Taxable Year—
The amount of the net abnormal income attributable to

any future taxable year shall, for the purposes of this
subchapter, be included in the gross income for such

: taxable year.' - , j . - - -

"(1) The tax under this subchapter for such
future taxable year shall not exceed the sum of—

"(A) the tax under this subchapter for such
future taxable year computed without the inclu¬
sion in gross income of the portion of such net

, abnormal income which is attributable to such

year, and
"•V "(B) the decrease in the tax under this sub¬

chapter for the previous taxable year in which
the whole of such abnormal income would, with¬
out regard to this section, be includible which
resulted by reason of the computation of such

V tax for such previous taxable year under the pro-
, : ' visions of subsection (c); but the amount of such
: 7:: decrease shall be diminished by the aggregate of

• '

the increases in the tax under this subchapter for
"

i the future taxable year as computed under sub-
paragraph (A) and for the taxable years inter-

y; vening between such previous taxable year and
such future taxable year which have resulted be-

, r : cause of the inclusion of the portions of such net
. ; abnormal income attributable to such intervening

years in the gross income for such intervening
.. ; : years. *.,• , .. -y.

• "(2) If, in the application of subsection .(c), net
abnormal income from more than one taxable year
is attributable to any future taxable year, paragraph
(1) of this subsection shall be applied with respect

' :
to such future taxable year in the order of the tax-

; ; able years from which the net abnormal income is
attributable beginning with the earliest, as if the

! portion of the net abnormal income from each such
•' - year was the only amount so attributable to such

future taxable year, and (except in the case of the
portion for the earliest previous taxable year) as if

v the tax under this subchapter for the future taxable
year was the tax determined under paragraph (1)

* with respect to the portion for the next earlier pre¬
vious taxable year.

(l-. ..."(3), If in the-application of paragraph (1) to any

future taxable year it is determined that the de-
'

crease in tax computed under paragraph (l).(B)
with respect to the net abnormal income, a portion
of which is included in the gross income for the
future taxable year, does not exceed the aggregate

y!/>yof the increases in tax computed under paragraph
(l) (B) with respect to such net abnormal income,

• then the portions of such net abnormal income
attributable to taxable years subsequent to such
future taxable year shall "not be included in the

ygross income for such subsequent taxable years.
For the purpose of computing the tax under this
subchapter for a, taxable year subsequent to the
future taxable year,' the portion of net abnormal

7 income attributable to the future taxable year shall
not be included in the gross income for such future
taxable year to the extent that the inclusion of

y such portion of net abnormal income in the gross
income for such future taxable year did not result
in an increase in tax for such future taxable year

. . : by reason of the provisions of paragrapuh (1).
"(e) Application of Section—This section shall be

applied only for the purpose of computing the tax under
this subchapter as provided in subsections (c) and (d),
and shall have no effect upon the computation of base
period net income. For. the purposes of subsections (c)
and (d)—

"(1) Net abnormal income means the aggregate of
the net abnormal income of all classes for one tax¬
able year.

*

"(2) Under regulations prescribed by the Com¬
missioner with the approval of the Secretary, the

,.] / tax under this subchapter for previous taxable years
shall be computed as if the portions of net abnormal
income for each previous taxable year for which the
tax was computed under this section were included
in the gross income for the other previous taxable

:
years to which such portions were attributable.

"(3) If both subsections (c) and (d) are applicable
. ' v"; to any current taxable year, subsection (d) shall be

. ; applied without regard to subsection (c), and sub¬
section (c) shall be applied as if the tax under this
subchapter, except for subsection (c), was the tax

: ' computed under subsection (d) and as if the gross
income and the other amounts necessary to deter-

*y,: * mine the adjusted excess profits net income were
y

those amounts which would result in the tax com¬

puted under subsection (d). _ if ,

"(f) Abnormal Income From Exploration, Etc.—If by
reason of taking into account, in determining construc¬
tive average base period net income under section 722,

: exploration, discovery, prospecting, research. or develop¬
ment of tangible property, patents, formulae, or proc¬
esses, or any combination of the foregoing, extending
over a period of more than 12 months, such constructive
average base period net income is higher than it would
be without such taking into account, only such portion
of the income in the taxable year resulting from such
activity which is of a class described in subsection (a)
(2) (C) as is attributable to another taxable year under
this subchapter shall be deemed attributable to a year
other than the taxable year." - •

(b) Taxable Years to Which Amendments Applic-
able—The amendments made by this section shall be
applicable with respect to taxable years beginning after
December 31, 1939. ' ' y .
SEC. 222. Relief Provisions , In.

(a) General Relief—Section 722 is amended to read
as follows: '' •; ' i '■

"SEC. 722. General Relief—Constructive Average Base
Period Net Income

.
, *'(a) General Rule—In any case in which the taxpayer

establishes that the tax computed under this subchapter
(without the benefit of this section) results in an ex¬
cessive and discriminatory tax and establishes what
would be a fair and just amount representing normal
earnings to be used as a constructive average base
period net income for the purposes of an excess profits
tax based upon a comparison of normal earnings and
earnings during an excess profits tax period^:.the tax
shall be determined by using such constructive-, average
base period net income in lieu of the average base
period net income otherwise determined under this sub¬
chapter. In determining such constructive average base
period net income, no regard shall be had to events or
conditions affecting the taxpayer, the industry of which
it is a member, or taxpayers generally occurring or ex¬

isting after December 31, 1939, except that, in the cases
described in the last sentence of section 722 (b) (4). and
in section 722 (c), regard shall be had to the change in
the character of the business under :section 722 (b)

■ (4) or the nature of the taxpayer and the character of
its business under section 722 (c) to the extent necessary
to establish the normal earnings to be used as the con-,
structive average base period net income.

•. < "(b) Taxpayers Using Average Earnings Method—The
tax computed under this subchapter (without the benefit
of this section.) shall be considered to be excessive and

• discriminatory in the case/of a taxpayer entitled to use
the excess profits credit based on income pursuant to
section 713, if its average base period net income is an
inadequate standard of normal earnings because—/

"(1) in one or more taxable'years in the base
period normal production, output, or operation was

interrupted or diminished because of the occurrence,
either immediately prior-to, or during the base
period, of events unusual and peculiar in the ex¬

perience of such taxpayer,- - \
< "(2) the business of the taxpayer was depressed

in the base period because of temporary economic
circumstances unusual inJ the case of such taxpayer

„ or because of the fact that an industry of which
• 'such taxpayer was a member was depressed by-rea-
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son of temporary economic events unusual in the y
case of such industry, " '/'•

: "(3) the business of the taxpayer was depressed
in the base period by reason of conditions generally

: prevailing in an industry of which the taxpayer was
r a member, subjecting such taxpayer to ; v; i v

"(A) a profits cycle differing materially in
; length and amplitude from the general business

cycle, or ,■;/,yy•.-yy
'

;■
( - - "(B) sporadic and intermittent periods of

high production and profits, and such periods
- * ; are inadequately represented in the base period,

"(4) the taxpayer, either during or immediately
'

-prior to the base period, commenced business or'
changed the character of the business and the aver—

i:-, age base period net income does not reflect the nor-
; ,mal operation for the entire base period of the busi- y

:•*£. ness. If the business of the taxpayer did not reach,
- : by the end of the base period, the earning level

'

which it would have reached if the taxpayer had \
commenced business or made the change in the
character of the business two years before it did so,

it shall be deemed to have commenced the business
or made the change at such earlier time. For the
purposes of this subparagraph, the term 'change in
the character of the business' includes a change in
the operation or management of the business, a dif¬
ference in the products or services furnished, a dif ¬

ference in the capacity for production or operation, •
a difference in the ratio of nonborrowed capital to

'

total capital, and the acquisition before January 1,
■ :11940, of all or part of the assets of a competitor,

"

with the result that the competition of such com-

petitor was eliminated or diminished. Any change
in the capacity for production or operation of the
business consummated during any taxable year end¬
ing after December 31, 1939, as a result of a course
of action to which the taxpayer was committed prior
to January 1,1940, or any acquisition before May 31,
1941, from a competitor engaged in the dissemina-

ii tion of information through the public press, of sub¬
stantially all the assets of such competitor employed ;
in such business with the result that competition ;

between the taxpayer and the competitor existing}"
before January 1, 1940, was eliminated, shall be"

, 'deemed to be a change on December 31, 1939, in the
; character of the business, or . - ,< - ' i

"(5) of any other factor affecting the taxpayer's:.
business which may reasonably be considered as

vresulting in an inadequate standard of normal earn-
. . ings during the base period and the application of

this section to the taxpayer would not be incon-
< sistent with the principles underlying the provisions

. of this subsection, and with the conditions and limi¬
tations enumerated therein.

"(c) Invested Capital Corporations, Etc.—Thetax
computed under this subchapter (without the benefit of
this section) shall be considered to be excessive and
discriminatory in the case of a taxpayer, not entitled to
use the excess profits credit based on income pursuant
to section 713, if the excess profits credit based on in¬
vested capital is an inadequate standard for determining
excess profits, because—

"(1) the business of the taxpayer is of a class in
which intangible assets not includible in invested
capital under section 718* make important contribu¬
tions to income,

"(2) the business of the taxpayer is of a class in
which capital is not an important income-producing
factor, or .

"(3) the invested capital of the taxpayer is abnor¬
mally low.

In such case for the purposes of this subchapter, such
taxpayer shall be considered to be entitled to use the ex¬
cess profits credit based on income, using the construc¬
tive average base period net income determined under
subsection (a). For the purposes of section 713 (g) and
section 743, the beginning of the taxpayer's first taxable
year under this subchapter shall be considered to be
that date after which capital additions and capital re¬
ductions were not taken into account for the purposes
of this subsection. •

"(d) Application for Relief Under This Section.—-The
taxpayer shall compute its tax, file its return, and pay
its tax under this subchapter without the application of
this section, except as provided in section 710 (a) (5).
The benefits of this section shall not be allowed unless <

the taxpayer, not later than six months after the date
prescribed by law for the filing of its return, or if the
application relates to a taxable year beginning after
December 31, 1939, but not beginning after December 31,
1941, within six months after the date of the enactment
of the Revenue Act of 1942, makes application therefor
in accordance with regulations to be prescribed by the
Commissioner with the approval of the Secretary, except
that if the Commissioner in the case of any taxpayer
with respect to the tax liability of any taxable year—

"(1) issues a preliminary notice proposing a de¬
ficiency in the tax imposed by this subchapter such
taxpayer may, .within ninety days after the date of
such notice make such application, or

"(2) mails a notice of deficiency (A) without hav¬
ing previously issued a preliminary notice thereof
or (B) within ninety days after the date of such
preliminary notice, such taxpayer may claim the
benefits of this section in its petition to the Board
or in an amended petition in accordance with the
rules of the Board.

If the application is not filed within six months after
the date prescribed by law for the filing of the return,
or if the application relates to a taxable year beginning
after December 31, 1939, but not beginning after De¬
cember 31, 1941,- within six months after the date of
the enactment of the Revenue Act of 1942, the operation
of this section shall not reduce the tax otherwise deter¬
mined under this subchapter by an amount in excess of

the amount of the deficiency finally determined under
this subchapter without the application of this section.
If a constructive average base period net income has
been determined under the provisions of this section for
any taxable year, the Commissioner may, by regulations
approved by the Secretary, prescribe the extent to which
the limitations prescribed by this subsection may be -

waived for the purpose of determining the tax under
this subchapter for a subsequent taxable year^ ;.$*

"(e) Rules for Application of Section—for the pur¬
poses' of this section— ;h ^ -V/^ -

"(1) the tax imposed by-this subchapter shall be
" the tax' before the allowance of the foreign tax
r credit pursuant to section 729 (c) and (d); * <" <: \ ;

"(2) in the case of a taxpayer, the average base "
period net income of which is computed under. Sup-

: 'i mplement A, for the period for which the income of '
> any other person is included in the computation of-

the average base period net income of the taxpayer;
the taxpayer shall be treated as if such other per¬
son's business were a part of the business of the
taxpayer.: \ , ' •

"(f) Mining Corporations—In the case of a taxpayer
to which section 711 (a) (1) (I) or section 711 (a) (2)
(K) applies, if its constructive average base period net
income is established under this section, there shall also
be determined a fair and just amount to be used as
normal output and normal unit profit for the purposes -*
of section 735." 1 * .* " 1 .

(b) Deferment of Payment of Tax—Section 710 (a)
is amended by inserting at the end thereof the following
new paragraph: 1 . '

"(5) Deferment of payment in case of abnor-
:: ^.mality—If the adjusted excess profits net income

•

(computed without reference to section 722) for the ■

taxable year of a taxpayer which claims on its re¬

turn, in accordance with regulations prescribed by
the Commissioner with the approval of the Secre- -

tary, tht benefits of section 722, is in excess of 50 per

, centum of its normal tax net income for such year,
computed without the credit provided in section 26

• (e) (relating to adjusted excess profits net income),
V, v the amount of tax payable at the time prescribed-:

for payment may be reduced by an amount equal to
33 per centum of the amount of the reduction in the
tax so claimed. For the purposes of section 271, if
the tax payable is the tax so reduced, the tax so -

reduced shall be considered the amount shown on
•

the return." ' >

(c) Review of Abnormalities by a Division of the
Board—Section 732 (relating to review of abnormalities;
by the Board) is amended by inserting at the end thereof
the following new subsection:

"(d) Review by Special Division of Board—The de¬
terminations and redeterminations by any division of the
Board involving any question arising under section 721
(a) (2) (C) or section 722 shall be reviewed by a

special division of the Board which shall be constituted
by the Chairman and consist of not less than three
members of the Board. The decisions of such special
division shall not be reviewable by the Board, and shall
be deemed decisions of the Board."

(d) Installment Basis and Other Taxpayers—Sub¬
chapter E of Chapter 2 is amended by inserting after
section 735 the following new section: :

"SEC. 736. Relief for Installment Basis Taxpayers and
Taxpayers with Income from Long-Term
Contracts

"(a) Election to Accrue Income—In the case of any
taxpayer computing income from installment sales under
the method provided by section 44 (a), if such taxpayer
establishes, in accordance with regulations prescribed
by the Commissioner with the approval of the Secre¬
tary, that the average volume of credit extended to pur¬
chasers on the installment plan in the four taxable years

preceding the first taxable year beginning after De¬
cember 31, 1941, was more than 125 per centum of the
volume of such credit extended to such purchasers in
the taxable year, or the average outstanding install¬
ment accounts receivable at the end of each of the
four taxable years preceding the first taxable year be¬
ginning after December 31, 1941, was more than 125 per
centum of the amount of such accounts receivable at
the end of the taxable year, or if the taxpayer was not
in existence for four previous taxable years, the tax¬
able years during which the taxpayer was in existence,
in either case including only such years for which the
income was computed under the method provided in
section 44 (a), it may elect, in its return for the taxable
year, for the purposes of the tax imposed by this sub- V
chapter, to compute, in accordance with regulations pre¬
scribed by the Commissioner with the approval of the
Secretary, its income from installment sales on the basis
of the taxable period for which such income is accrued,
in lieu of the basis provided by section 44 (a). Except
as hereinafter provided, such election shall be irrevoc¬
able when once made and shall apply also to all subse¬
quent taxable years, and the income from installment
sales for each taxable year before the first year with
respect to which the election is made but beginning after
December 31, 1939, shall be adjusted for the purposes
of this subchapter to conform to such election. In mak¬
ing such adjustments, no amount shall be included in
computing excess profits net income for any excess
profits tax taxable year on account of installment sales
made in taxable years beginning before January 1, 1940.
If the taxpayer establishes, in accordance with regula¬
tions prescribed by the Commissioner with the approval
of the Secretary, that in a taxable year subsequent to
the year with respect to which an election has been
made under the preceding provisions of this subsection
it would not be eligible to elect such accrual method,
the taxpayer may in accordance with such regulations
elect in its return for such year to abandon such accrual
method. Such election shall be irrevocable when once

made and shall preclude any further elections under this
subsection. For the taxable year for which the latter
election is made and subsequent taxable years, income
shall be computed in accordance with section 44 (c)."

"(b) Election on Long-Term Contracts—In the case
of any taxpayer computing income from contracts the
performance of which requires more than 12 months, if
it is abnormal for the taxpayer to derive income of such
class, or, if the taxpayer normally derives income of
such class but the amount of such income of such class
includible in the gross income of the taxable year is in
excess of 125 per centum of the average amount of the
gross income of the same class for the four previous tax¬
able years, or, if the taxpayer was not in existence for

•four previous taxable years, the taxable years during
which the taxpayer was in existence.lt may elect, in
its return for such taxable year for the purposes of this
subchapter, or in the case of a taxable year the return
for which was filed prior to the date of the enactment
of the Revenue Act of 1942, within 6 months after the
date of the enactment of such Act, to compute, in accord¬
ance with regulations prescribed by the Commissioner
with the approval of the Secretary, such income upon
the percentage of completion method of accounting.
Such election shall be made in accordance with such

regulations and shall be irrevocable when once made
and shall apply to all other contracts, past, present, or
future, the performance of which required or requires
more than 12 months. The net income of the taxpayer
for each year prior to that with , respect to which the
election is made shall be adjusted for the purposes of
this subchapter, including the computation of excess
profits net income in each taxable year of the base
period under section 711 (b), to conform to such election
but for purposes of chapter 1, the tax imposed by this
subchapter for any prior taxable taxable year on account
of the adjustment required by this subsection shall be
considered a part of the tax imposed by this subchapter
for the taxable year in which such income is, without
regard to this subsection, includible in gross income.
Income described in this subsection shall not be con¬

sidered abnormal income under section 721.

"(c) Adjustment on Account of Change—If an adjust¬
ment specified in subsection (a) of subsection (b), as the
case may be, is, with respect to any taxable year, pre¬
vented, on the date of the election by the taxpayer under
subsection (a) or subsection (b), as the case may be,
or within two years from such date, by any provision
or rule of law (other than this section and other than
section ,3761, relating to compromises), such adjust¬
ment shall nevertheless be made if in respect of the
taxable year for which adjustment is sought a notice
of deficiency is mailed or a claim for refund is filed, as
the case may be, within two years after the date such
election is made. If at the time of the mailing of such
notice of deficiency or the filing of such claim for re¬

fund, the adjustment is so prevented, then the amount
of the adjustment authorized by this subsection shall be

; limited to the increase or decrease in the tax imposed
by Chapter 1 and this subschapter previously deter¬
mined for such taxable year which results solely from
the effect of subsection (a), or subsection (b), as the
case may be, and such amount shall be assessed and
collected, or credited or refunded, in the same manner
as if it were a deficiency or an overpayment, as the case
may be, for such taxable year and as if on the date of
such election, two, years remain before the expiration
of the period of limitation upon assessment or the filing
of claim for refund for the taxable year. The tax previ¬
ously determined shall be ascertained in accordance
with section 734 (d). The amount to be assessed and
collected under this subsection in the same amount as if
it were a deficiency or to be refunded or credited in the
same manner as if it were an overpayment, shall not be
diminished by any credit or set-off based upon any item,
inclusion, deduction, credit, exemption, gain or loss,
other then one resulting from the effect of subsection (a)
or subsection (b), as,the case may be. Such amount, if
paid, shall not be recovered by a claim or suit for refund,
or suit for erroneous refund based upon any item, inclu¬
sion, deduction, credit, exemption, gain or loss, other
than one resulting from the effect of subsection (a) or
subsection (b), as the case may be."

(e) Retroactive Application of Provisions Relative to
General Relief and Income From Long-Term Con¬
tracts—-

(1) The amendments made by this section to sec¬
tion 722 shall be applicable with respect to taxable
years beginning after December 31, 1939.

(2) Subsection (b) of section 736 and so much of
subsection (c) as is applicable thereto shall be ap¬

plicable only with respect to taxable years beginning
after December 31, 1941, except that, if a taxpayer,
within six months after the date of enactment of
this Act and in accordance with regulations pre¬
scribed by the Commissioner with the approval of
the Secretary, elects to have such subsections apply
retroactively to all taxable years beginning after
December 31, 1939, such amendments shall also be
applicable to such taxable years.

■

(f) Technical Amendment—Section 721 (a) (2) (B)
(relating to abnormalities on account of long-term con¬
tracts) shall not apply with respect to any taxable year

beginning after December 31, 1941. ; . :

SEC. 223. Exempt Corporations

(a) Not Exempt if Consolidated Returns Filed—So
much of section 727 as reads "The following corpora¬
tions shall be exempt from the tax imposed by this sub¬
chapter" is amended to read as follows: "The following
corporations, except a member of an affiliated group of
corporations filing consolidated returns under section
141, shall be exempt from the tax imposed by this sub¬
chapter".

(b) Personal Service Corporation Not Exempt if Con¬
solidated Return Filed—Section 725 (b) (relating to ex-
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emption of personal service corporations) is amended by-
inserting at the end thereof the following new sentence:
"Such corporation shall not be exempt for such year if
it is a member of an affiliated group of corporations
filing consolidated returns under section 141."

(c) Exemption of Regulated Investment Companies—
Section 727 (c);.and (d) (relating to exemption of cer¬
tain investment companies from excess profits tax) are
amended to read as follows;

"(c) Regulated investment companies as defined in
section 361 without the application of section 361
(b) (4)."

SEC. 224. Excess Profits Tax Returns

(a) Section 729 (b) (1) (relating to double computa¬
tion or returns) is repealed.

■

(b) Sections 712 (c) and 741 (b) (relating to dis¬
claimer of excess profits credit) are repealed.

(c) The amendments made by this section shall be
applicable with respect to taxable years beginning after
December 31, 1939.

SEC. 225. Consolidated Returns

(a) Section 730 Not Applicable—Section 730 (relating
to consolidated excess profits tax returns) shall not ap¬
ply with respect to any taxable year beginning after
December 31, 1941.

(b) Cross Reference—Section 729 (b) (relating to re¬
turns) is amended by adding at the end thereof the
following new paragraph:

"(3) Consolidated returns—For provisions relat¬
ing to consolidated returns, see section 141."

SEC. 226. Exemption from Tax of Mining of Certain
Strategic Minerals

(a) Exemption—Subchapter E of Chapter 2 is
amended by inserting after section 730 the following
new section:. 77 . .777777 '' 7:''■■''7 ■: '777
"SEC. 731. Corporations Engaged in Mining Of Strategic

Minerals

"In the case of any domestic corporation engaged in
the mining of antimony, chromite, manganese, nickel,
platinum, quicksilver, sheet mica, tantalum, tin, tung¬
sten, or vanadium, the portion of the adjusted excess
profits net income attributable to such mining in the
United States shall be exempt from the tax imposed by
this subchapter, The tax on the remaining portion of
such adjusted excess profits net income shall be an
amount which bears the same ratio to the tax computed
without regard to this section as such remaining portion
bears to the entire adjusted excess profits net income."

(b) Taxable Years to Which Amendment Applicable—
The amendment made by this section shall be applicable
to taxable years beginning after December 31, 1940.
SEC. 227, Amendments To Section 734 .

(a) In General—Section 734 is amended to read as
follows:. ■: '■■.;-/

"SEC. 734. Adjustment in Case of Position Inconsistent
With Prior Income Tax Liability

"(a) Definitions—For the purposes of this section—
"(1) Taxpayer—The term Taxpayer' means any

person subject to a tax under the applicable revenue
Act.

"(2) Income tax—The term 'income tax' means
an income tax imposed by Chapter 1 or Chapter 2A
of this title; Title I and Title IA of the Revenue Acts
of 1938, 1936, and 1934; Title I of the Revenue Acts
of 1932 and 1928; Title II of the Revenue Acts of
1926 and 1924; Title II of the Revenue Acts of 1921
and 1918; Title I of the Revenue Act of 1917; Title I
of the Revenue Act of 1916; or section II of the Act
of October 3, 1913; a war profits or excess profits
tax imposed by Title III of the Revenue Acts of
1921 and 1918; or Title II of the Revenue Act of
1917; or an income, war profits, or excess profits
tax imposed by any of the foregoing provisions, as
amended or supplemented.

"(3) Prior taxable year—A taxable year begin¬
ning after December 31, 1939, shall not be considered

7 7 a prior taxable year.
"(4) The term 'predecessor of the taxpayer'

means— • >

"(A) A person which is a component corpora¬
tion of the taxpayer within the meaning of sec¬
tion 740; and

"(B) A person which on April 1, 1941, or at any
time thereafter, controlled the taxpayer. The
term 'controlled' as herein used shall have the

;; same meaning as 'control' under section 112 (h),
and -7 777. 777'' 7'- :,7':77;.7?'.

"(C) Any person in an unbroken series ending
with the taxpayer if subparagraph (A) or (B)
would apply to the relationship between the
parties.

"(b) Circumstances of Adjustment—
'

"(l) if— ' ::,;/7".'- ,7. -7,
"(A) in determining at any time the tax of a

taxpayer under this subchapter an item affecting
the determination of the excess profits credit is
treated in a manner inconsistent with the treat¬
ment accorded such item in the determination of
the income-tax liability of such taxpayer or a

predecessor for a prior taxable year or years, and
"(B) the treatment of such item in the prior

taxable year or years consistently with the deter¬
mination under this subchapter would effect an

increase or decrease in the amount of the income
taxes previously determined for such taxable year
or years, and

"(C) on the date of such determination of the
tax under this subchapter correction of the effect
of the inconsistent treatment in any one or more

of the prior taxable years is prevented (except for
the provisions of section 3801) by the operation

of any law or rule of law (other than section 3761,
relating to compromises), 7':;77''1','^7

t then the correction shall be made by an adjustment
under this section. If in a subsequent determination
of the tax under this subchapter for such taxable
year such inconsistent treatment is not adopted, then
the correction shall not be made in connection with
such subsequent determination.: , 7 > /,,, 7. - ..

"(2) Such adjustment shall be made only if there
is adopted in the determination a position main¬
tained by the Commissioner (in ease the net effect
of the adjustment would be a decrease in the in¬
come taxes previously determined for such year or

7 years) or by the taxpayer with respect to whom the
777. determination is made (in case the net effect of the
7,7' adjustment would be an increase in the income

taxes previously determined for such year or:years)
which position is inconsistent with the treatment

'77':, accorded such item in the prior taxable year or
7: years which was not correct under the law applic-

77- able to such year. ..v;//: .77 /,:, '777 '."'777
, *" ' ' "(3) Burden of proof—In any proceeding before
I 7 the Board or any court the burden of proof in

establishing that an inconsistent position has been
taken (A) shall be upon the Commissioner, in case
the net effect of the adjustment would be an in¬
crease in the income taxes previously determined
for the prior taxable year or years, or (B) shall
be upori the taxpayer, in case the net effect of the

77 adjustment would be a decrease in the income taxes
previously determined for the prior taxable year or
years. / '-:7 7 77:7.7 '7 7.77. 7'777' 77777'

"(c) Method and Effect of Adjustment— ^ 7'7777
"(1) The adjustment authorized by subsection (b),\

7 in the amount ascertained as provided in subsection
, (d), if a net increase shall be added to, and if a net

77 decrease shall be subtracted from, the tax otherwise
7:7 computed under this subchapter for the taxable year

with respect to which such inconsistent position is,
adopted. '••77\:. .7/77 7-'" ■77^7',77,*-7^77i

"(2) If more than one adjustment under this sec-
77 tion is made because more than one inconsistent

position is adopted with respect to one taxable year
7;7; under this subchapter, the separate adjustments,

each an amount ascertained as provided in subsec- ,

tion (d), shall be aggregated, and the aggregate net
increase or decrease shall be added to or subtracted

7 from the tax otherwise computed under this sub- 1

7.77' chapter for the taxable year with respect to which
such inconsistent positions are adopted. - :.: v 'i :

7 "(3) If all the adjustments under this section,
made on account of the adoption of an inconsistent
position or positions with respect to one taxable year

- 7 under this subchapter, result in an aggregate net .

increase, the tax imposed by this subchapter shall
in no case be less than the amount of such aggregate
net increase. ■ .. 7 777 7 7- ■'• 7 /">:■' /.; 777'

"(4) If all the adjustments under this section,
made on account of the adoption of an inconsistent
position or positions with respect to a taxable year
under this subchapter (hereinafter in this para¬

graph called the current taxable-year), result in an

aggregate net decrease, and the amount of such de¬
crease exceeds the tax imposed by this subchapter
(without regard to the provisions of this section)
for the current taxable year, such excess shall be
subtracted from the tax imposed by this subchapter
for each succeeding taxable year, but the amount
of the excess to be so subtracted shall be reduced by

7 7 the reduction in tax for intervening taxable years
which has resulted from the subtraction of such ex¬

cess from the tax imposed for each such year. . 7.
"(d) Ascertainment of Amount of Adjustment—In

computing the amount of an adjustment under- this '
section there shall first be ascertained the amount of
the income taxes previously determined for each of the >

prior taxable years for which correction is prevented.
The amount of each such tax previously determined for
each such taxable year shall be (1) the tax shown by the
taxpayer, or by the predecessor, upon the return for such
prior taxable year, increased by the amounts previously
assessed (or collected without assessment) as deficien¬
cies, and decreased by the amounts previously abated,
credited, refunded, or otherwise repaid in respect of such
tax; or (2) if no amount was shown as the tax by such'
taxpayer or such predecessor upon the return, or if no
return was made by such taxpayer or such predecessor,
then the amounts previously assessed (or collected with¬
out assessment) as deficiencies, but such amounts pre¬
viously assessed, or collected without assessment, shall be
decreased by the amounts previously abated, credited,
refunded, or otherwise repaid in respect of such tax.
There shall then be ascertained the increase or decrease
in each such tax previously determined for each such
year which results solely from the treatment of the item
consistently with the treatment accorded such item in
the determination of the tax liability under this sub¬
chapter. To the increase or decrease so ascertained for.
each such tax for each such year there shall be added
interest thereon computed as if the increase or decrease
constituted a deficiency or an overpayment, as the case
may be, for such prior taxable year. Such interest shall.
be computed to the fifteenth day of the third month fol- •

lowing the close of the excess profits tax taxable year
with respect to which the determination is made. There
shall be ascertained the difference between the aggregate
of such increases, plus the interest attributable to each,
and the aggregate of such decreases plus the interest
attributable to each, and the net increase or decrease so.

ascertained shall be the amount of the adjustment under
this section with respect to the inconsistent treatment
of such item.

"(e) Interest in Case of Net Increase or Decrease—
"(1) If an adjustment under this section results

in a net decrease, or more than one adjustment
results in an aggregate net decrease, the portion

: 7 of such net decrease or aggregate net decrease, as
the case may be, subtracted from the tax which
represents interest shall be included in gross in-

v7'7' come of the taxable year in which falls the date
'

, prescribed for the payment of the tax under this
■

subchapter. -7- 7: 77'
t - •'7'■

>7;7"(2) If an adjustment under this section "results
in a net increase,- or more than one adjustment

7 results in an aggregate net increase, the - portion
7 7 v7 of- such net increase or .aggregate net increase, as

the case may be, which represents interest shall
be allowed as a deduction in computing net in-
come for the taxable year in which falls*the date
prescribed for the payment of the tax under this

7 7 subchapter."
(b) Taxable Years to Which Applicable—The amend¬

ments made by subsection (a) shall apply with respect
to taxable 1 years beginning after December 31, 1939.

SEC. 228. Rules For Income Credit in Connection with

7y7'':'777'7 ■ Certain Exchanges •: 7 "77.V7'■ 7777' 7
7*(a) Amendments to Section" 740.—Section 740 is
amended to read as follows: ; ' " ' j 1 «'
"SEC. 740. Definitions -

"For the purposes of this Supplement— 7 * 7
"(a) Acquiring Corporation—The term 'acquiring cor¬

poration' -means— ■ 7.. ;7-".S;7,77 77;'';-7-
7.7777(1) A corporation which has acquired— 7 7.
: - * , "(A) substantially all the properties of another

corporation and the whole or a part of the con¬
sideration for the transfer of such properties is
the transfer to such other corporation of all the

7 -7 .stock of all classes (except qualifying shares) of
7he corporation which has acquired such prop-

,, , erties, or ,
' "(B) substantially all.the properties of another

7 corporation." and the sole consideration for the
transfer of such properties is the transfer to such

7 other corporation of voting stock of the corpora-
tion which has acquired such properties, or"'

;777-7/Y "(C) before October 1, 1940, properties of an-

77'/, : other corporation solely as paid-in surplus or a
/7'77 contribution to capital in respect of voting stock
7.7; s owned by such other corporation, or •; 77-7;

•"/. 7 7(D); substantially all the properties of a part-
777' nership in an exchange to which section 112 (b)

■ <77; (5); or, so much of section 112 (c) or (e) as refers •
-j -.to section 112 (b) (5), or to which a corresponding

;77'^-provision of a prior revenue law, is or was applic- •

7'77-yable.,: -'7777 7777777-77' '7-'7777-;'77'.7Y-"'^Y:/7i7riv
,. . - For the purposes of subparagraphs (B) and (C) in

determining whether such voting stock or such
7 paid-in surplus or contribution to capital is the sole
7 consideration,, the assumption by the acquiring cor--

s ; poration of a liability of-the other, or the fact that
property acquired is subject to a. liability, shall vbe

.7 disregarded. Subparagraph (B) or (C) shall apply
only if the corporation transferring such properties

. is forthwith completely liquidated in pursuance'of
the plan under which the acquisition is made, and
the transaction of which the acquisition is a part

': ■ has the effect of a statutory merger or consolidation.
7 77"(2) A corporation which has acquired prop¬

erty from another corporation in a transaction
with respect to which gain or loss was not recog¬
nized under section 112 (b) (6) of Chapter 1 or a

; Y . - corresponding provision of a prior revenue law;
"(3) A corporation the result of a statutory

'-'"""7 merger of two or more corporations; or
7 - - 7(4). A corporation the result of a statutory con¬

solidation of two or more corporations. ,

7"(b) Component Corporation—The term 'component
corporation'' means— .7777 • : •■' V ." 77:7V7':
7 7 , 7(1) In the case of a transaction described in

subsection (a) (I), the corporation which trans¬
ferred the assets; - ■

. • 7"(2) In the case of a transaction described in
,:7 'subsection (a) (2), the corporation the property

of which was acquired; ;_..;/77/7'. ■ ;

.7: 77:;77- "(3) In the case of a statutory merger, all cor-
,7 porations merged, except the corporation result-

1

ing from the merger; or*

,• "(4) In the case of a statutory consolidation, all
j. corporations consolidated, except the corporation

7 resulting from the consolidation; or 7
"(5) In the case of a transaction specified in

subsection (a) (1) '(D), the partnership whose
y7/.'.'7 properties were acquired, 7 7-7 7 - 7 7"; 7: . .

> "(c) Income of Certain Component Corporations Not
Included—For the purposes of section 712, section 742,
and section 743 in the case of a corporation which is a :

component corporation in a transaction described In sub¬
section (a)— ■

: : ' ' "(1) Except as provided in paragraph (2), for the
purpose of computing, for any taxable year begin-
ning after December 31, 1941, the excess profits
credit of such component corporation or of an ac-

7 7 quiring corporation of which the acquiring corpora¬
tion in such transaction is not a component, except
in the application of sections 713 (f) and 742 (h)1

- - (other than the limitation on the amount of aver¬

age base period net income or Supplement A aver¬

age base period net income, as the case may be, de¬
termined thereunder), no account shall be taken of
the excess profits net income of such component cor¬

poration for any period before the day after such
transaction, or of the excess profits net income for

«
. .any period before the day after such transaction-of

its component corporations in any transaction be¬
fore such transaction, and no account shall be taken
of the capital addition or capital reduction of such
component corporation either immediately before
such transaction or for any prior period, or of the
capital addition or capital reduction either im¬
mediately before such transaction or for any prior
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< .period of its component corporations in any trans- ,

action before such transaction.. v. :'v • '

f ' - . "(2) In case such transaction occurred in a taxable
• year of such component corporation beginning after
; U December 31, 1941, for the purpose of computing the -
r excess profits credit of such component corporation* 1
: r for such taxable year,. the amount of its average
. base period net income or Supplement A average

base period net income, as the case may be, shall
"

v, be limited to an amount which bears the same ratio
V to such average base period net income or Supple- /

. ; - menfc A average base period net income, as the case
. may be. (computed without regard to this para¬

graph but with the application of paragraph (1-1 in >:"

•

case of a prior transaction described in subsection v
(a) with respect to such component corporation or a <

; component corporation thereof); as the number of
'

days* in such taxable year before.the day after such ;•
- transaction bears to the total number of days in
; ; ■ such taxable year. <

For the purposes of section 742, in the case of a cor- g
poratipn which is a component corporation in a trans- g
action described in subsection (a), in computing for any
taxable .year the Supplement A average base period net
income of the acquiring corporation in such transaction
or of a corporation of which such acquiring corporation
becomes a .component corporation, no account shall be /?
taken of the excess profits net income of such component ;v

corporation for any period beginning with the day after
•such transaction. -

(d) In case of a taxpayer which is an acquiring cor¬
poration, the base period shall be the four calendar years
1936 to 1939, both inclusive, except that, if the taxpayer
became.an acquiring.corporation prior to September 1, S
1940, the base period shall be the same as that applicable
to its first taxable year endihg in 1941. v ;

'

"(e) Base Period Years—In the case of a taxpayer
which is an acquiring corporation its base period years
shall be the four successive twelve-month periods be¬
ginning on the same date as.the beginning of its base
period. ", ; * • ' > '

"(f) Existence of Acquiring Corporation—For the pur¬

poses *of section 712 (a), if any component corporation
of the taxpayer was in existence before January 1, 1940,
the taxpayer shall be considered to have been in exist- :fi
ence before such date.

• "(g) Component Corporations of Component Corpora¬
tions—If a corporation is a component corporation of an

Acquiring corporation, under subsection (b) or under
this subsection, it shall (except for the purposes of sec- ,

tion 742 (d) (1) and (2) and section 743 (a) (1), (2), and %
(3)) also be a component corporation of the corporation
of which such acquiring corporation is a component cor¬

poration.
'

"(h) Sole Proprietorship—For the purposes of sections
740 (a) (1) (D), 740 (b) (5), and 742 (g), a business ;;
owned by a sole proprietorship shall be considered a

partnership." • 1 * r
" (b) Repeal of Section 741 (a)—Section 741 (a) is re¬

pealed.
• (c)" Amendments to Section 742—Section 742 v is
amended to read as follows:

"SEC, 742. Supplement A Average Base Period Net
Income / ■. ;

• "In the case of a taxpayer which is an acquiring cor¬
poration, its average base period net income (for the pur¬

pose of the credit computed under section 713) shall be ,

the amount computed under section 713 or the amount.
of its. Supplement A average base period net income,
whichever is. the greater. The Supplement A average
base period net income shall be the amount, computed
without regard to subsection (h) of this section or com¬

puted under subsection (h) of this section, whichever is
the greater. The Supplement A average base period net
income shall be computed as follows:

"(a) By ascertaining with respect to each of its base
period years—

; M * ,"{l)vThe amount of its and each of its component
, corporation's excess profits net income for each of

I; its and such - component corporation's taxable years
beginning with of within such base, period year; or,
in the case of jeach such taxable year, of the tax-:

i payer or of such component corporation, as the case

may be, in which the deductions plus the credit for
f dividends received and the credit provided in section
i 26 (a) (relating to interest on certain obligations ot

the United States and its instrumentalities) exceed
'

•

. the gross income, the amount of such excess;
, . "(2) (A) The aggregate of the amounts of excess

■

■■;:v;' profits net income ascertained under paragraph (1);,,;
s (B) the aggregate of the excess ascertained under
i: paragraph (1); and (G) the difference between the

aggregates found under clause (A) and clause (B).
v; if the aggregate ascertained under clause (A) is

greater than the aggregate ascertained under clause
; (B),; the difference shall for the purposes of sub- >

r section (b) be designated a 'plus amount', and if the
aggregate ascertained under clause (B),is greater

; than the aggregate found under clause (A), the dif-
ference shall for the purposes of subsection (b) be

'V designated a 'minus amount'. .

If, in the case of the taxpayer or any component corpora¬
tion of the taxpayer, one and only one taxable year of
the taxpayer or such component corporation, as the case

may be, begins with or within such base period year and •

such taxable year is less than twelve months, the amount
of the excess profits net income, or the amount of such
excess of deductions plus the credit for dividends re¬

ceived and the credit provided in section 26 (a) (relating
to interest on certain obligations of the United States
and its instrumentalities) over gross income, as the case

may be, for such taxable year, shall be placed on an
annual basis in the same manner as is provided in section
711 (a) (3), If more than one taxable year of the tax¬
payer or such component corporation, as the case may

be, begins with or within such base period year, the
aggregate of the amounts of excess profits net income
minus the aggregate of the excesses of deductions plus
the credit for dividends received and the credit provided'
in section. 26 (a) (relating to interest on certain obliga¬
tions of the United States and its instrumentalities) over
gross .income, or< the aggregate of such excesses minus
the aggregate of the amounts of excess profits net in¬
come, as the case may be, for such taxable years shall be
adjusted to such extent as the Commissioner, under
regulations prescribed by him with the approval of the
Secretary," prescribes as necessary in order that such
base Iperiod year shall reflect income for a period of
twelve months.; For the purposes of this section, a tax¬
able year of a. component corporation beginning ;within
the base period which also begins with or within the
taxable year of the acquiring corporation in which the
acquisition occurred, or which also begins with or within
the same base period year with which or within which
began such taxable year of the acquiring corporation,
shall be considered a taxable year of the acquiring corp-/
oration, and such taxable year shall be considered to
have begun in the base period year with which or within
which such-taxable year of the acquiring. corporation

i;"(b).lBy adding the plus amounts ascertained under
subsection (a) (2) for each year of the base period; and

(1)- If the tax under this subchapter is being
;• computed for a taxable year not beginning after

December 31, 1941, by subtracting from such sum, if
for two or more years of the basis period there was

v a minus amount, the sum of the minus amounts, ex-
* :

- eluding the greatest; or

. . ."(2) If the tax under, this, subchapter is being
computed for a taxable year beginning after Decem¬
ber 31, 1941, by subtracting from such sum the sum

f of the minus. amounts.' If the 'amount used under
the preceding sentence for the lowest year is less
than 75 per centum of the sum of the plus amounts

/ reduced by the sum of the minus amounts for the
other years in the base period divided by three, the
amount;which shall be used for such lowest year
shall be 75; per cfctum of the amount last ascer-

.... tain'ed.
... "(c) By dividing the amount ascertained under sub¬
section (b) by four.

. "(d) In no case shall the average base period net in¬
come be less than zero. In the case of a taxpayer which
becomes an acquiring corporation in any taxable year

beginning after December 31, 1939, if, on September 11,
1940, and at, all times until the taxpayer became an
acquiring, corporation—

"(1) the taxpayer owned not less than 75 per
. .centum of each class of stock of each of the qualifiedV

component corporations involved in the transaction
v in which the taxpayer became an acquiring corpora-

•,, i tion; or - ■ .
. . ...

"(2) one of the qualified component corporations
involved in the transaction owned not less than
75 per centum of each class of stock of the taxpayer,

. and of each of the other qualified component corp-;;
orations involved in the transaction,

the average base period net income of the taxpayer shall
not be less than (A) the average base period net income
of that one of its qualified component corporations in¬
volved in the transaction the average base period net

: income of which is greatest, or (B) the average base
period net income of the taxpayer computed without
regard to the base period net income of any of its quali¬
fied component corporations involved in the transaction.
As used in this subsection, the term 'qualified component
corporation' means a component corporation which was
in existence on the date of the beginning of the tax¬
payer's 'base period.

"(e) For the purposes of subsection (a) (1) of this
section—

"

(1) If neither the taxpayer , corporation nor any
of its component: corporationswas actually in exist¬
ence on December 31, 1936,; the excess profits nets
income of each such corporation for each base period
year at no time during which any of such corpora -

: tions was actually in existence, shall (except in the
case of a corporation which became a component

- : corporation of its acquiring corporation before the
beginning of the acquiring corporation's first taxable
year which began in 1940) be an amount equal to
8 per centum of the excess of—

"(A) in the case of any such corporation to
, which paragraph (2) is not applicable, the daily

. invested capital of such corporation for the first
"■ day of its first taxable year under this subchapter

beginning in 1940 over

"(B) an amount equal to the same percentage
; of such daily invested capital as would be applic-

;
.- ble under section 720 in reduction of the average
•i. invested capital of such corporation for the last
; ■" taxable year beginning in 1939 if such section

had-been applicable to such year (computed as if
> • - ithe admissible and inadmissible assets'of any other

- ..such corporation with respect to which it became,
in such taxable year, an acquiring corporation,
had been held by it). - '

>. "(2) In case the transaction by which a corpora-
- tion became a component corporation of its acquiring

: corporation occurred in the last taxable year of such
•

component corporation beginning in 1939 but on a

day in a taxable year of such acquiring corporation
- beginning in 1940, the excess profits net income of
A such component corporation for each base period
•> • year described in paragraph (1) shall be an amount

equal to 8 per centum of the excess of—
"(A) the daily invested capital of such com¬

ponent corporation for such day, over

"(B) an amount equal to the same percentage
of such daily invested capital as would be applica¬

ble under section 720 in reduction of the average
invested capital of such component corporation
for the twelve-month period ending with the
preceding day if such twelve-month period consti¬
tuted a taxable year and such section had been
applicable to such taxable year.

"(3) In case any corporation described in para¬
graph (1) owned stock in any other such corporation
on the first day of such owning corporation's first
taxable year under this subchapter beginning in

• 1940, the amounts computed under subparagraphs
>/■• (A) and (B) of paragraphs (1) and (2) with respect •

to such corporations shall be adjusted, under regula-
tions prescribed by the Commissioner with the ap¬
proval of the Secretary, to such extent as may be

'; necessary to prevent the excess profits net income
of such corporations for the base period years de-

• scribed in paragraph (1) from reflecting money or
'•£" property having been paid in by either of such

corporations to the other for stock or as paid-in
surplus or as a contribution to capital, or from re-
fleeting stock of either having been paid in for stock
of the other or as paid-in surplus or as a contribution
to capital. For the purposes of this paragraph, stock

. v in either such corporation which has in the hands
. of the other corporation a basis determined with
reference to the basis of stock previously acquired:

•s by the issuance of such other corporation's own
, stock shall be deemed to have been paid in for the
■ • -stock of such other corporation.

"(4) In determining whether, for any taxable year,
the deductions plus the credit for dividends received

1 and the credit provided in section 26 (a) (relating
to interest on certain obligations of the United States
and its instrumentalities) exceeded the gross income,
and in determining the amount of such excess, the
adjustments provided in section 711 (b) (1) shall

. be made.. -

"(f) (1) If, alter December 31, 1935—
"(A) the taxpayer. acquired vstock in another

corporation, and thereafter such other corporation
became a component corporation of the taxpayer,
or ,

,

"(B) a corporation (hereinafter called 'first
corporation') acquired stock in another corpora¬
tion (hereinafter called 'second corporation'), and
thereafter the first and second corporations became
component corporations of the taxpayer,

then to the extent that the consideration for such acquisi¬
tion was not the issuance of the taxpayer's or first cor¬

poration's, as the case may be, own stock, the Supple¬
ment A average base period net income of the taxpayer
shall be reduced, and the transferred capital addition
and reduction adjusted, in respect of the income and
capital addition and reduction of the corporation whose
stock was so acquired and in respect of the income and
capital addition and reduction of any other corporation
which at the time of such acquisition was connected
directly or indirectly through stock ownership with the
corporation whose stock was so acquired and which
thereafter became a component corporation of the tax¬
payer, in such amounts and in such manner as shall be
determined in accordance with regulations prescribed
by the Commissioner with the approval of the Secretary,
For the purposes of this paragraph, stock which has, in
the hands of the taxpayer or first corporation, as the
case may be, a basis determined with reference to the
basis of stock previously acquired by the issuance of
the taxpayer's or first corporation's, as the case may be,
own stock, shall be considered as having been acquired
in consideration of the issuance of the taxpayer's or first
corporation's, as the case may be, own stock. ,

"(2) If during the taxable year for which tax is com¬
puted under this subchapter the taxpayer acquires assets
in a transaction which constitutes it an acquiring cor¬
poration, the amount includible under subsection (a),
attributable to such transaction, shall be limited to an

amount which bears the same ratio to the amount com¬

puted without regard to this subsection as the number
of days in the taxable year after such transaction bears
to the total number of days in such taxable year.

"(g) In the case of a partnership which is a component
corporation by virtue of section 740 (b) (5), the compu¬
tations required by this Supplement shall be made, under
rules and regulations prescribed by the Commissioner
with the approval of the Secretary, as if such partnership
had been a corporation. For the purpose of such com¬

putations, in making the adjustment for income taxes
required by section 711 (b) (I) (A), the partnership so
regarded as a corporation shall be considered as having
distributed all its net income as a dividend.

'

"(h) Increased Earnings in Last Half of Base Period—
"(1) General Rule—The Supplement A average

iv. base period net income determined under this sub-
•

: section shall be computed by ascertaining for each
half of the base period the sum of the plus amounts
determined under subsection (a) reduced if for any
year in such half a minus amount was determined
by the minus amount for such year. If the amount
ascertained for the second half exceeds the amount
ascertained for the first half, the Supplement A

-

average base period net income shall be the sum,
divided by two, of theamount so ascertained for
the second half plus one-half of such excess, except
that it shall not exceed the largest plus amount
determined under subsection (a) with respect to any
base period year. ;i;

"(2) Limitation on Amount Includible for Certain
Taxable Years Ending After May 31, 1940—For the

•

purposes of this subsection the excess profits net
income of any corporation for any taxable year

beginning in 1939 and ending after May 31, 1940,
shall in no case exceed an amount computed as

follows:

"(A) By reducing the excess profits net income
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by an amount which bears the same ratio thereto
as the number of months after May 31, 1940, bears
to the total number of months in such taxable
year; and

"(B) By adding to the amount ascertained un¬
der subparagraph (A) an amount which bears

'

the same ratio to the excess profits net income
for the last preceding taxable year as such num-

t ber of months after May 31, 1940, bears to the
number of months in such preceding year. The
amount added under this paragraph shall not ex¬
ceed the amount of the excess profits net income
for such last preceding taxable year.

"(C) If the number of months in such preced¬
ing taxable year is less than such number of

V months after May 31, 1940, by adding to the
amount ascertained under subparagraph (B) an
amount which bears the same ratio to the excess

profits net income for the second preceding tax¬
able year as the excess of such number of months

/ after May 31, 1940, over the number of months in
such preceding taxable year bears to the number
of months in such second preceding taxable year.

; (d) Amendments to Section 743—Section 743 is
amended to read as follows:

"SEC. 743. Net Capital Changes

"(a) Taxpayer Using This Supplement—For the pur¬
poses of section 713 (g), if the transaction which con¬
stitutes the taxpayer an acquiring corporation occurs in
a taxable year of the taxpayer which begins after De¬
cember. 31, 1939, and the taxpayer's average base period
net income is computed under section 742, the following
rules shall apply in computing the daily capital addition
and reduction of the taxpayer for each day after such
transaction:

"(1) The transferred capital addition or reduction
of the component corporation shall be treated as if
it were a capital addition or reduction, as the case
may be, of the taxpayer.

"(2) The transferred capital addition of the com¬
ponent corporation shall be its daily capital addition
as of the time immediately before the transaction
(computed under section 713 (g), but without regard

1 to its reduction under the fourth sentence of para¬

graph (3) on account of excluded capital, but with
the application of paragraph (6) of this subsection).

"(3) The transferred capital reduction of the com¬
ponent corporation shall be its daily capital reduc¬
tion as of the time immediately before the transac¬
tion (computed under section 713 (g) but with the

'

application of paragraph (7) of this subsection).
"(4) In computing the daily capital addition of

the taxpayer, money or property paid in to the tax¬
payer by any of its component corporations, and
property consisting of stock in any such component
corporation paid in by shareholders of such com¬
ponent corporation, shall be disregarded.

"(5) In computing the daily capital reduction of
the taxpayer, distributions by the taxpayer to any
of its component corporations not out of earnings
and profits shall be disregarded.

"(6) In computing the transferred capital addition
of the component corporation, money or property
paid in to such component corporation by the tax¬
payer or any other component corporation and
property consisting of stock in the taxpayer or any
other component corporation paid in by sharehold¬
ers of the taxpayer or other component corporation,
shall be disregarded.

"(7) In computing the transferred capital reduc¬
tion of the component corporation, distributions by
such component corporation to the taxpayer or any
other component corporation shall be disregarded.

"(8) The daily capital addition of the taxpayer to
which any amount is added under paragraph (1)
shall be the amount thereof computed before its re¬
duction under the fourth sentence of section 713 (g)
(3) on account of excluded capital.

"(b) Rule Where Acquiring Corporation Is Component
of Taxpayer—In cases where an acquiring corporation
is a component of the taxpayer, and the transaction
which constitutes such corporation an acquiring corpo¬
ration occurs in a taxable year of such corporation
which begins after December 31, 1939, for the purpose
of determining the daily capital addition or reduction
of the taxpayer the above rules shall be applied in a
similar manner to determine the daily'capital addition
or reduction of such acquiring corporation for each day
after such transaction. . . . . ..

;.-s (e) Amendments to Excess Profits Tax Made Neces¬
sary by Amendments to Supplement A —•

(1) Cross-reference—Section 712 (relating to al¬
lowance of excess profits credit) is amended by in¬
serting at the end thereof the following new sub¬
section:

"(d) Special Rule in Connection With Certain Reor¬

ganizations—For the existence of taxpayer through com¬
ponent corporation, see section 740 (f)." 1

(2) Technical amendment—Section 713 (a) (1)
(A) (relating to amount of credit for income meth¬
od) is amended to read as follows:

"(A) 95 per centum of the average base period
net income,".

(f) Taxable Years to Which Amendments Applicable
—The amendments made by this section shall be ap¬
plicable only to the computation of the tax for taxable
years beginning after December 31, 1941, except that
(1) the last sentence of section 740 (c), as added by sub¬
section (a) of this section shall be applicable to the
computation of the tax for all taxable years beginning-
after December 31, 1939, and (2) if a taxpayer, within
the itme and in the manner and subject to such regu¬
lations as the Commissioner with the approval of the

Secretary - prescribes, elects to have such amendments
(except those which by their terms are limited to tax¬
able years beginning after December 31, 1941, and ex¬
cept that referred to in clause (1)) apply retroactively
to all taxable years of the taxpayer beginning after
December 31, 1939, such amendments shall also be ap- ;

plicable to the computation of the tax for taxable years
beginning after December 31, 1939.
SEC. 229. Termination of Supplement B

(a) Retroactive Repeal of Section 752—
(1) Section 752 (relating to highest bracket

amount) is repealed as of the date of enactment of
the Second Revenue Act of 1940.

(2) Section 710 (a) (2) relating to application of
'! highest bracket amount in computing tax) is re¬

pealed as of the date of enactment of the Second
Revenue Act of 1940.

•; (b) Sections 750 and 751 (relating to determination of
property paid in, etc., in certain cases) shall not apply
with respect to any taxable year beginning after Decem¬
ber 31,1941.7:' . \

SEC. 230. Ihvested Capital in Connection with Certain
Exchanges and Liquidations 'y',.'y»' f,

(a) Exchanges and Liquidations — Chapter 2E is
amended by inserting at the end thereof the following
new Supplement:

"Supplement C—Invested Capital in Connection
With Certain Exchanges and Liquidations

"SEC. 760. Exchanges

"(a) Definitions, Etc—For the purposes of this sec¬
tion—

"(1) 'Exchange', 'transferor', and 'transferee'—
The term 'exchange' means a transaction by which
one corporation (hereinafter called 'transferee') re¬
ceives property of another corporation (hereinafter
called 'transferor') and the basis of the property
received, in the hands of the transferee, for the pur¬
poses of section 718 (a) is determined by reference
to the basis in the hands of the transferor.

"(2) Determination of basis of property received
—The basis, in the hands of the transferee, of the
property of the transferor received by the transferee
upon the exchange shall be determined in accord¬
ance with section 718 (a).

"(b) Rule—In the application of section 718 (a) to a
transferee upon an exchange in determining the amount
paid in for stock of the transferee, or as paid-in surplus
or as a contribution to capital of the transferee, in con¬
nection with such exchange, only an amount shall be
deemed to have been so paid in equal to the excess of
the basis in the hands of the transieree of the property
of the transferor received by the transferee upon the ex¬

change over the sum of—
"(1) The amount of any liability of the transferor

assumed upon the exchange and of any liability
subject to which such property was so received, plus

"(2) The amount of any liability of the transferee
(not arising out of any liability described in para¬
graph (1)) constituting consideration for the prop-

V erty so received, plus
"(3) The aggregate of the amount of any money

and the fair market value of any other property
(other than such stock and other than property de¬
scribed in paragraphs (1) and (2)) transferred to
the transferor.

. - : >

"(c) Reduction in Daily Invested Capital—In the ap¬
plication of section 717 to a transferee upon an exchange,
the daily invested capital for any day after such ex¬
change shall be reduced by an amount equal to the
amount by which the sum of the amounts specified in
paragraphs (1), (2), and (3) of subsection (b) exceeds
the basis in the hands of the transferee of the property
of the transferor received upon the exchange.

"SEC. 761. Invested Capital Adjustment at the Time of
Tax-Free Intercorporate Liquidations

"(a) Definition of Intercorporate Liquidation—As
used in this section, the term 'intercorporate liquidation'
means the receipt (whether or not after December 31,
1941) by a corporation (hereinafter called the 'trans¬
feree') of property in complete liquidation of another
corporation (hereinafter called the 'transferor') to which

"(1) the provisions of section 112 (b) (6), or the
corresponding provision of a prior revenue law, is
applicable or

"(2) a provision, of law is applicable prescribing
the non-recognition of gain or loss in whole or in
part upon such receipt (including a provision of the

'

regulations applicable to a consolidated income or
: excess profits tax return but not including section

112 (b) (7), (9), or (10) or a corresponding prpvi-
sion of a prior revenue law),

but only if none of such property so received is a stock
or a security in a corporation the stock or securities of
which are specified in the law applicable to the receipt
of such property as stock or securities permitted to be
received (or which would be permitted to be received
if they were the sole consideration) without the recog¬
nition of gain. \

"(b) Definition of Nflus,.„Adjustment and Minus Ad¬
justment—For the purposes of this section—

"(1) Plus adjustment—The term 'plus adjustment'
means the amount, with respect to an intercorporate
liquidation, determined to be equal to the amount
by which the aggregate of the amount of money re¬
ceived by the transferee in such intercorporate liqui¬
dation, and of the adjusted basis at the time of such
receipt of all property (other than money) so re¬
ceived, exceeds the sum of—

"(A) the aggregate of the adjusted basis of each
share of stock with respect to which such property
was received; such adjusted basis of each share to

, • - be determined immediately prior to the receipt of

any property in such liquidation with respect to
such share, and , •' -'"v ■'.

": "(B) the aggregate of the liabilities of the
transferor assumed by the transferee in connec-

■ tion with the receipt of such property, of the*
liabilities (not assumed by the transferee) to

. which such property so received was subject, and
. : of any other consideration (other than the stock

v ? with respect to which such property was received)
y v given by the transferee for such property so re-

ceived. ' y : ■ ■' ; '■ '
V"(2) Minus adjustment—The term 'minus adjust-

•
■ ment' means the amount, with respect to an inter-

v' corporate liquidation, determined to be equal to the
V Z amount by which the sum of— ■ : ,

, :"
"(A)' the aggregate of the adjusted basis of each

; ■ share of stock with respect to which such property
was received; such adjusted basis of each share to
be determined immediately prior to the receipt of
any property in such liquidation with respect to

'J; such share, and. 1

"(B) the aggregate of the liabilities of the trans-
: feror assumed by the transferee in connection with ;

■ y\l\K the receipt of such property, of the liabilities (not
assumed by the transferee) to which such prop¬
erty so received was subject, and of any other -

consideration (other than the stock with respect
to which such property was received) given by
the transferee for such property so received

V exceeds the aggregate of the amount of the money
so received and of the adjusted basis, at the time of
receipt, of all property (other than money) so re¬
ceived.

"(3) Rules for application of paragraphs (1) and
(2)—In determining the plus adjustment or minus
adjustment with respect to any share, the computa¬
tion shall be made in the same manner as is pre-

■
- scribed in paragraphs (1) and (2) of this subsection,

; except that there shall be brought into account only
that part of each item which is determined to be

. attributable to such share.
"(c) Rules for the Application of This Section— -

^ "(1) Stock having cost basis—The property re-
ceived by a transferee in an intercorporate liquida¬
tion attributable to a share of stock having in the
hands of the transferee a basis determined to be a

cost basis, shall be considered to have, for the pur¬

poses, of subsection (b), an adjusted basis at the
time so received determined as follows: ,

"(A) The aggregate of the property (other than
money) held by the transferor at the time of the
acquisition by the transferee of control of the
transferor (or, if such share was acquired after

■ the acquisition of such control, at the time of the
acquisition of such share, or, if such control was
not acquired, at the time immediately prior to
the receipt of any property in the intercorporate
liquidation in respect of such share) shall be
deemed to have an aggregate basis equal to the
amount obtained by (i) multiplying the amount of
the adjusted basis at such time of such share in
the hands of the transferee by the aggregate num¬
ber of share units in the transferor at such time

(the interest represented by such share being
'. taken as the share unit), and (ii) adjusting for

: : the amount of money on hand and the liabilities
; ^ of the transferor at such time.

^

"(B) The basis which property of the transferor
is deemed to have under subparagraph (A) at the
time therein specified shall be used in determin¬
ing the basis of property subsequently acquired

, by the transferor the basis of which is deter¬
mined with reference to the basis of property
specified in subparagraph (A).

"(C) The basis which property of the trans¬
feror is deemed to have under subparagraphs (A)
and (B) at the time therein specified shall be used
in determining all subsequent adjustments to the

•,: basis of such property.
"(D) The property so received by the transferee

shall be deemed to have, at the time of its receipt,
the same basis it is deemed to have under the

foregoing provisions of this paragraph in the
hands of the transferor, or in the case of property
not specified in subparagraph (A) or (B), the
same basis it would have had in the hands of the
transferor. ;: > .• V-;:.'

"(E) Only such part of the aggregate .property
: ; 1. received by the transferee in the intercorporate
: ; liquidation as is attributable to such share shall

be considered as having the adjusted basis which
property is deemed to have under subparagraphs
(A), (B),.(C),.and (D) of this paragraph.

v» "(2) Basis of stock not a cost basis—The property
y received by a transferee in an intercorporate liqui-

dation attributable to a share of stock having in the
hands of the transferee a basis determined to be a

basis other than a cost basis shall, for the purposes
. of subsection (b), be considered to have, at the time

of its receipt, the basis it would have had had the
first sentence of section 113 (a) (15) been appli¬
cable. 1 ' V

"(3) Definition of control—As used in this sub¬

section, the term 'control' means the ownership of
\ stock possessing at least 80 per centum of the total

combined voting power of all classes of stock en¬

titled to vote and the ownership of at least 80 per
centum of the total number of shares of all other

" classes of stock (except nonvoting stock which is
limited and preferred as to dividends), but only if in
both cases such ownership continues until the com¬

pletion of the intercorporate liquidation. *
- "(d) Adjustment of Equity Invested Capital—If prop¬

erty is received by the transferee in an intercorporate
liquidation, in computing the equity invested capital of
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the transferee for any day following the completion of
such intercorporate liquidation—

"(1) with respect to any share of stock in the
, transferor having in the hands of the transferee, im¬

mediately prior to the receipt of any property in
such intercorporate liquidation, a basis determined
to be a cost basis, the earnings and profits or deficit
in earnings and profits of the transferee shall be
computed as if on the day following the completion
of such intercorporate liquidation the transferee had
realized a recognized gain equal to the amount of
the plus adjustment in respect of such share, or had
sustained a recognized loss equal to the amount of
the minus adjustment in respect of such share; ;

"(2) with respect to any share of stock in the
transferor having in the hands of the transferee, im¬
mediately prior to the receipt of any property in
such intercorporate liquidation, a basis determined
to be a basis other than a cost basis, there shall be
treated as an amount includible in the sum specified
in section 718 (a) the amount of the plus adjustment
with.respect to such share, or as an amount includ¬
ible in the sum specified in section 718 (b) the
amount of the minus adjustment with respect to
such share.

"(e) Invested Capital Basis—The adjusted basis which
property received by the transferee in an intercorporate
liquidation is considered to have under the provisions of
subsection (c) at the time of its receipt shall be there¬
after treated as the adjusted basis, in lieu of the adjusted
basis otherwise prescribed, in computing any amount,
determined by reference to the basis of such property
in the hands of the transferee, entering into the compu¬
tation of the invested capital of the transferee, or of any
other corporation the computation of the invested capital
of which is determined by reference to the basis of such
property in the hands of the transferee. ,

"(f) Statutory Mergers and Consolidations—If a cor¬
poration owns stock in another corporation and such
corporations are merged or consolidated in a statutory
merger or consolidation, then for the purposes of this
section and section 718 such stock shall be considered to
have been acquired (in such statutory merger or con¬
solidation) by the corporation resulting from the statu¬
tory merger or consolidation, and the properties of such
other corporation attributable to such stock to have
been received by such resulting corporation as a trans¬
feree from such other corporation as a transferor in an

intercorporate liquidation.
"(g) Determinations—

"(1) Regulations—Any determination which is re¬
quired to be made under this section (including
determinations in applying this section in cases
where there is a series of transferees of the prop¬

erty and cases where the stock of the transferor is
acquired by the transferee from another corpora¬
tion* and the determinations of the basis and ad-

,, justed basis which property »or. items thereof have
or are considered to have) shall be made in ac-1
cordance with regulations which shall be prescribed
by the Commissioner with the approval of the Sec¬
retary. If the transferor or the transferee is a for-

*

eign corporation, the provisions of this section shall
apply to such extent and under such conditions and
limitations as may be provided in such regulations.

"(2) Application to liquidation extending over
long period—The Commissioner is authorized to
prescribe rules similar to those provided in This
section with respect to the days within the period
beginning with the date on which the first property
is received in the intercorporate liquidation and
ending with the day of its conipletion; and the ex¬
tent to which, and the conditions and limitations
under which, such rules are to be applicable.'5

(b) Technical Amendment—
(1) Section 718 (d) is amended to read as follows:

"(d) For Special rules affecting computation of prop¬
erty paid in for stock in connection with certain ex¬
changes and liquidations, see Supplement C."

(2) Section 719 (a) (1) is amended by striking
out ", and not including indebtedness described in
section 751 (b) relating to certain exchanges'*. v

(c) Previous Rules Termihated^^ectioh 718 (a) (5).
(relating to increase in equity invested capital on ac¬
count oLgaih oh tax-free liquidation); section 718 (b)-
(4) (relating to reduction in eouity invested capital on
account of loss on tax-free liquidation), and section 718
(c) (4) (relating to property paid in for stock on merger
or consolidation) shall not apply with respect to any
taxable year beginning after December 31, 1941.

(d) Optional Retroactivity of Amendments to 1940 and
1941—The amendments made by this section, inserting
section 760 and section 761, shall also be applicable in
the comoutation of the tax for all taxable years begin¬
ning after December 31, 1939, if the taxpayer, within
the time and in the manner and subject to such regu¬
lations as the Commissioner, with the approval of the
Secretary, prescribes, elects to have either or both of
such amendments apply. For any taxable year for which
the provisions of section .760 are applied retroactively,
the amendment made by subsection (b) (2) of this sec¬
tion to section 719 (a) (1) shall also apply. In case the
provisions of section 781 are applied retroactively, the
provisions of section 718 (a) (5), section 718 (a) (4),

•and section 718 (c) (4) shall not apply in such compu¬
tations.

PART II—POST-WAR REFUND OF EXCESS
PROFITS TAX

SEC. 250. Post-War Refund of Excess Profits Tax.

Subchapter E of Chapter 2 is amended by inserting at
the end thereof the following new Part:

"PART III—POST-WAR REFUND OF EXCESS
PROFITS TAX

"SEC. 780. Post-War Refund of Excess Profits Tax

"(a) In General—The Secretary of the Treasury is
authorized and directed to establish a credit to the ac¬

count of each taxpayer subject to the tax imposed under
this subchapter, for each taxable year ending after De¬
cember 31, 1941 (except in the case of a taxable year

beginning in 1941 and ending before July 1, 1942), and
not beginning after the date of cessation of hostilities in
the present war, of an amount equal to 10 per centum
of the tax imposed under this subchapter for each such
taxable year. For the purposes of this part, in the case
of a taxpayer whose tax is determined under section
710 (a) (3), the term "tax imposed under this sub¬
chapter" means the excess of the tax imposed by such
section 710 (a) (3) over the tax that would be im¬
posed if such section 710 (a) (3) were not applicable.

"(b) Application of Credit to Purchase of Bonds—
Within three months after the payment of the amount of
the excess profits tax shown on the return for a taxable
year to which subsection (a) applies, if the payment is
made before three months before the date of maturity of
bonds for such year under subsection (e), there shall be
issued to and in the name of the taxpayer bonds of the
United States in an aggregate amount equal to 10 per
centum of the tax paid in respect of which a credit is
provided under subsection (a), and the credit estab¬
lished under subsection (a) for such taxable year is
hereby made available for the purchase of such bonds.

"(c) Terms and Maturity of Bonds—The bonds pro¬
vided for in subsection (a) shall be issued under the
authority and subject to the provisions of the Second
Liberty Bond Act, as amended, and the purposes for
which bonds may be issued under such Act are extended
to include the purposes for which bonds are required to
be issued under this section. Such bonds shall bear no

interest, shall be nonnegotiable, and shall not be trans¬
ferable by sale, exchange, assignment, pledge, hypothe¬
cation, or otherwise, on or before the date of cessation
of hostilities in the present war, but after said date, such
bonds shall be negotiable, and may be sold, exchanged,
pledged* assigned, hypothecated, for otherwise trans¬
ferred, without restriction, and shall be redeemable (at
the option of the United States) in whole or in part
upon three months' notice. Such bonds for any taxable
year to which this section applies shall mature on the
last day of that calendar year, beginning after the date
of cessation of hostilities in the present war, .which is
shown in the following table to be applicable to such
bonds for such year:

Calendar year (beginning
after cessation foi liostili-

Bonds purchased with the credit ; , tics) on last day of which
for any taxable year beginning bonds mature

Within the calendar year 1941 or 1942.. _ f 2nd
Within the calendar year 1943_._r ' 3rdt
Within the calendar year 1944 4th. ■

. After December 31, 1944 5th

"(d) Exemption of Proceeds From Tax—The proceeds
of any such bond upon redemption shall not be included
in gross income.

"(e) Date of Cessation of Hostilities in the Present
War—As used in this section, the term -date of cessa¬
tion, of hostilities in the present war' means the date on

which hostilities in the present war between the United
5 States - and the governments of Germany, Japan, and
Italy cease, as fixed by the proclamation, of the Presi¬
dent Orfby concurrent resolution of the two Houses of
Congress, whichever date is earlier, or in case the hos¬
tilities between the United States and such governments
do not cease at the same time, such date as may be so
fixed as an appropriate date for the purposes of this
section.

"SEC. 781. Special Rules for Application of Section 780.

"(a) Effect of Deficiencies—If a deficiency in respect
of the excess profits Tax for any taxable year for which
a credit is provided in section 780 (a) is paid by the
taxpayer before three months before the date of ma¬

turity of the bonds for such year, an amount of such
credit equal to 10 per centum of the excess of the tax
imposed by this subchapter on the basis of which the
deficiency was determined, over the tax imposed by this
subchapter as previously computed and paid shall be
available, as provided in section 780 (b), for the pur¬
chase of bonds as provided .under such section, and there
shall be issued to the taxpayer bonds under such section
in an amount equal to such excess and with the same

maturity as in the case of bonds issued with respect to
the taxable year with respect to which the deficiency is
determined.

"(b) Effect of Refunds—If an overpayment of the tax
imposed by this subchapter for any taxable year for
which a credit is provided in section 780 (a) is refunded
or credited to the taxpayer under the internal revenue

laws, the credit, if any, provided in such section then
existing in favor of the taxpayer shall be reduced by an
amount equal to 10 per centum of the excess of the tax
imposed by this subchapter on the basis of which such
tax (in respect of which the internal revenue; refund or
credit was made) was previously computed;-and paid,
over the tax imposed by this subchapter as determined
in connection with the determination of the amount of
the overpayment. In such a case, if such credit pro¬
vided in section 780 (a) is less than the amount by
which it is required to be reduced, or if there is no

such credit then existing in favor- of the taxpayer, the
excess of such amount over the amount of such credit,
if any, shall be carried forward as a charge against the
taxnayer to be applied in reduction of. a subsequent
credit under section 780 (a); and if no such subsequent
credit is made in favor of the taxpayer, the amount of
such charge (without interest) shall be paid by the tax¬

payer to the United States or the amount of bonds previ¬
ously issued to the taxpayer under section 780 (b) shall
be adjusted on account of such charge.

"(c) Tax Payments After Cut-off Date—In the case of
a payment of the tax imposed by this subchapter shown
on the return for any taxable year for which a credit
is provided in section 780 (a), or the payment of a defi¬
ciency in respect of such tax for any such taxable year,
after the date prescribed in section 780 (b) or 781 (a)
but before the date of maturity of the bonds with re¬
spect to such taxable year under section 780 (c), the
amount of the credit under section 780 (a) for such
taxable year attributable to such payment shall, so far
as practicable, be available, as provided in section 780
(b), for the purchase of bonds as provided under such
section, and, so far as practicable, there shall be issued
to the taxpayer bonds under such section with the same

maturity as bonds issued with respect to such taxable
year. To the extent that it is not practicable to issue
bonds against such amount of the credit, the taxpayer
shall be paid in cash. In case after the date of maturity
of the bonds of any taxable year under section 780 (c)
there is any credit under section 780 (a) remaining in
favor of the taxpayer,, attributable to such year, such
remainder shall be paid to the taxpayer in cash. No
amount of any payment made under this subsection to a

taxpayer shall be included in gross income.
"(d) Limitation—The credit under section 780 (a) for

any taxable year shall not be greater than the excess
of the amount of the tax paid under this subchapter to
the United States (and not credited or refunded under
the internal revenue laws) in respect of such year over
the amount of tax which would be payable to the United
States if the excess profits tax rate were 81 per centum,
or if the limitation of section 710 is applicable if the
amount determined under such section were reduced by
10 per centum. 1 ' '

"SEfc. 782, Regulations • ,,

. "The Secretary of the Treasury is authorized to pre¬

scribe, from time to time, such rules and regulations as
may be necessary to carry out the preceding provisions
of this Part. ,

"SEC. 783. Credit for Debt Retirement

"(a) General Rule—An amount equal to 40 per cen¬
tum of the amounts paid during the taxable year in re¬

payment of the principal of indebtedness shall, at the
election of the taxpayer made in its return, for such year,
be allowed as a credit against the tax for such year
imposed by this subchapter.

. "(b) Limitations—Tne credit under subsection (a)
with respect to any taxable year shall in no event ex¬
ceed whichever of the following amounts is the lesser—

•

, "(1) An amount equal to 10 per centum of the
.

. • - tax imposed under this subchapter for the taxable
.Vyyq:- year. -7f'v't*v;:':y ■ ■

yy: "(2) An amount equal to 40 per centum of the
amount by which the smallest amount of indebted¬
ness during the period beginning September 1, 1942,

. and ending with the close of the preceding taxable
year exceeds the amount of indebtedness as of the

• close of the taxable year. .

"(3) In case such taxable year begins in 1942 prior
to September 2, 1942, and ends after September 1,
1942, an amount equal to 40 per centum of the
amount by which the amount of indebtedness as of

, September 1, 1942, exceeds the amount of indebted¬
ness .as of the close of the taxable year,

"(4) In case such taxable year begins in 1941 or
ends before September 1, 1942, zero. , ,

No interest shall be allowed or paid by the United States
on account of any overpayment of tax attributable to any
credit allowed under this section. .

"(c) Reduction of Credit and of Bonds Outstanding
Under Section 780—If. a credit is allowed for debt repay¬
ment in a taxable year pursuant to this section, the
amount of such credit or refund shall be deducted from
the credit under section 780 (a) and the amount of bonds
issued under section 780 shall, to the extent necessary,
be correspondingly adjusted.

"(d) Definition pf Indebtedness—For the purposes of
this section the term 'indebtedness' means any indebted¬
ness of the taxpayer or for which the taxpayer is liable
evidenced by a bond,; note, debenture, bill of exchange,
certificate, or other evidence of indebtedness, mortgage,
or deed of trust."

TITLE III—CAPITAL STOCK AND DECLARED
VALUE EXCESS PROFITS TAXES

SEC. 301. Capital Stock Tax

(a) Technical Amendment—Section 1200 (a) and'(b)
(relating to rate of capital stock tax) are amended by-
striking out the word "adjusted" wherever occurring
therein. / -

(b) Annual Declaration of Value—Section 1202 (relat¬
ing to declaration of value) is amended to read as fol¬
lows: *:yv

"SEC. 1202. Declared Value

"(a) Declaration of Value—The declared value shall
be the value as declared by the corporation in its return
for the year (which declaration of value cannot be
amended). The value declared by the corporation in its
return shall be as of the close of its last income-tax tax¬
able year ending with or prior to the close of the capital
stock tax taxable year (or as of the dale of organization
in the case of a corporation having no income-tax tax¬
able year ending with or prior to the close of such
declaration year).

U. "(b) Credit for China Trade Act Corporations—For.
the purpose of the tax imposed by section 1200 there
shall be allowed in thejfase of a corporation organized
under the China Trade Act, 1922, 42 Stat. 849 (U. S. C.,
1940 ed., title 15, ch. 4), as a credit against the declared
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value of its capital stock, an amount equal to the propor¬
tion of such declared value which the par value of the
shares of stock of the corporation, owned on the last day
of the taxable year by (1) persons resident in China, the
United States, or possessions of the United States, and
(2) individual citizens of the United States or China
wherever resident, bears to the par value of the whole
number of shares of stock of the corporation outstand¬
ing on such date. For the purposes of this subsection
shares of stock of a corporation shall be considered to
be owned by the person in whom the equitable right to
the income from such shares is in good faith vested;
and as used in this subsection the term 'China', shall
have the same meaning as when used in the China Trade
Act, 1922." ; \ : ' . V,' Fy.;:':' ■ ... '' V.; F/v

(c) Returns—The last sentence of section 1203 (b) (2)
(relating to extensions of time for filing capital stock
tax returns) is amended to read as follows: "With respect
to the years ended June 30, 1941, and June 30, 1942, the
extension may be for not more than ninety days."

(d) Prior Returns Effective—If a return for the year
ended June 30, 1942, is filed under Chapter 6 of the
Internal Revenue Code, without regard to the amend¬
ment,thereof as made by this Act, the adjusted declared
value reported by the corporation on > such return
(whether or not correct) shall constitute the declared
value for the purposes of such Chapter 6, as amended by
this Act, unless a different value is declared on a sub¬
sequent return for such year received within the pre¬
scribed filing period.

(e) Effective Date—This section shall be effective only
with respect to the year ended June 30, 1942, and suc¬
ceeding years. ' '

.SEC. 302. Declared Value Excess-Profits Tax'
(a) Technical Amendments—

(1) Section 600 (relating to rate of declared value
excess profits tax) is amended by striking out the
word "adjusted" wherever occurring therein.

""

(2) Section 601 (relating to declared value) is
amended by striking out the word "adjusted" wher¬
ever occurring therein.

(b) Effective Date—This section shall be effective only
with respect to income-tax taxable years ending after
June 30, 1942, and succeeding years.

SEC. 303. Declared Value Excess-rrofits Tax for Taxable
Years of Less Than Twelve Months

(a) Section 601 (relating to the adjusted declared
value) is amended by striking out the last sentence
thereof.

'

(b) Subchapter B of Chapter 2 is amended by insert¬
ing after section 604 the following new section: :
"SEC. 605. Income-Tax Taxable Year of Less Than

Twelve Months ; ■ • ■£> ■}>. \.'

"(a) General Rule—If the income-tax taxable year is
a period of less than twelve months on account of a
change in the accounting period of the taxpayer, the net
income determined under section 602 for such income-
tax taxable year (referred to in this section as the 'short
taxable year') shall be placed on an annual basis by
multiplying the amount thereof by the number of days
in the twelve months ending with the close of the short
taxable year and dividing by the number of days in the
short taxable year. The tax shall be such part of the tax
computed on such annual basis as the number of days in
the short taxable year is of the number of days in the
twelve months ending with the close of the short tax¬
able year. V ■ ,V

"(b) Exception — If the taxpayer establishes the
amount of the tax under section 600 for the period of
twelve months beginning with the first day of the short
taxable year, computed as if such twelve-month period
were an income-tax taxable year, under the law appli¬
cable to the short taxable year, and using the adjusted
declared lvalue applicable in determining the tax for
such short taxable year, then the tax determined under
subsection (a) for the short taxable year shall be re¬
duced to an amount which is such part of the tax com¬

puted for the twelve-month period as the net income for
the short taxable year is of the net income established
for such twelve-month period. The taxpayer (other than
a taxpayer to which the next sentence applies) shall
compute the tax and file its return without the appli¬
cation of this subsection. If, prior to one year from the
elate of the beginning of the short taxable year, the tax¬
payer has disposed of substantially all its assets, in lieu
of the twelve-month period provided in the preceding
provision of this subsection, the twelve month period
ending with the close of the short taxable year shall be
used. For the purposes of this subsection, the net income
for the short taxable year shall not be placed on an an¬
nual basis under the provisions of subsection (a), and the
net income for the twelve-month period used shall in no

cose be considered less than the net income for the short
taxable year. The benefits of this subsection shall not
be allowed unless the taxpayer, at such time as regula¬
tions prescribed hereunder require, makes application
therefor in accordance with such regulations, and such
application, in the case of a taxpayer required to file
return without regard to this subsection, shall be con¬

sidered a claim for credit or refund. The Commissioner,
with the approval of the Secretary, shall prescribe such
regulations as he may deem necessary for the applica¬
tion of this subsection."

(c) Taxable Years to Which Amendments Applicable
—The amendments made by this section shall be ap¬

plicable to taxable years beginning after December 31,
1939. ••

SEC. 364. Technical Amendments Made Necessary by
Change in Base for Corporation Tax

Section 602 (relating to net income for purposes of the
declared value excess-profits tax) is amended to read
as follows:

"SEC. 602. Net Income ' , .. ... ■' -— •'
"For the purposes of this subchapter the net income

shall be the same as the net income for income taxv pur¬
poses for the year in respect of which the tax under
section 600 is imposed, computed without the deduction
of the tax imposed by section 600, but with a credit
against net income equal to the credit for dividends
received provided in section 26 (b) of Chapter 1." ^

TITLE IV—ESTATE AND GIFT TAXES

PART I—ESTATE TAX

SEC. 401. Estates to Which Amendments Applicable J ,

Except as otherwise expressly provided, the amend¬
ments made by this Part shall be applicable only with
respect to estates of decedents dying after the date of
'the enactment of this Act. . FyF

SEC. 402. Community Interests

(a) Transfers of Community Property in Contempla¬
tion of Death, Etc.—Section 811 (d) (relating to revoc--
able transfers) is amended by adding at the end thereof
the'following new paragraph: V. ■■;;'/q ^

"(5) Transfers of community property in contem-
;' i;;• plation of: death, etc.—For the purposes of this, sub.-
: section and subsection (c), a transfer of property

held as community property by the decedent andv
surviving spouse under the law of any State, Ter¬
ritory, or possession of the United States, or any
foreign country, shall be considered to have been
made by the decedent, except such part thereof as
may be shown to have been received as compen¬
sation for personal services actually rendered by

' the surviving spouse or derived originally from such
compensation or from Separate property of the sur-

•' viving spouse.". :;V;;•
(b) General Rule—Section 811 (e) (relating to joint

interests) is amended as follows: f
(1) By striking out "(e) Joint Interests—" and

[ inserting in lieu thereof ' - «

"(e) Joint ^nd Community'Interests— * -

"(1) Joint Interests—".
(2) By inserting at the end thereof the following

new paragraph: ■■ v''
"(2) Community interests—To the extent of the

interest therein held as community property by the
decedent and surviving spouse under the law of any

State, Territory, or possession of the United States,
or any foreign country, except such part thereof as
may be shown to have been received as compensa¬
tion for personal services actually rendered by the
surviving spouse or derived originally from, such
compensation or from separate property of the sur¬
viving spouse. In no case shall such interest in¬
cluded in the gross estate of the decedent be less
than the value of such part of the community prop¬

erty as was subject to the decedent's power of testa¬
mentary disposition."

(c) Cross Reference—For treatment of life insurance
acquired with community property,' see amendment to
section 811 (g) made by section 404 of this Act:':; .•••<•• V

SEC. 403. PoWers of Appointment

(a) General Rule—Section 811 (f) (relating to powers
of appointment) is amended to read as follows: '■■■■: : >

"(f) Powers of Appointment—
"(1) In general—To the extent of any property

, (A) with respect to which the decedent has at the
time of his death a power of appointment, or (B)
with respect to which he has at any time exercised
or released a power of appointment in contempla¬
tion of death, or (C) with respect to which he has
at any time exercised or released a power of ap-

IV pointment by a disposition intended to take effect in
.. j possession or enjoyment at or after his death, or by

a disposition under which he has retained for his
life or any period not ascertainable without refer¬
ence to his death or for any period which does not
in fact end before his death (i) the possession or
enjoyment of, or the right to the income from, the
property, or (ii) the right, either alone or in con¬
junction with any person, to designate the persons
who shall possess or enjoy the property or the in¬
come therefrom; except in case of a bona fide sale
for an adequate and full consideration in money or

'

money's worth.
"(2) Definition of power of appointment—For the

purposes of this subsection the term 'power of ap¬
pointment' means any power to appoint exercisable
by the decedent either alone or in conjunction with
any person,' except '

"(A) a power to appoint within a^:class which
does not include any others than the spouse of the

v decedent, spouse of the creator of the power, de¬
scendants of the decedent or his spouse, descend¬
ants (other than the decedent) of the creator of
the power or his spouse, spouses of such descend¬
ants, donees described in section 812 '(d), and
donees described in section 861 (a) (3). As used
.in this subparagraph, the term 'descendant' in¬
cludes adopted and illegitimate descendants, and
the term 'spouse' includes former spouse; and

"(B) a power to appoint within a restricted class
if the decedent did not receive any beneficial in¬
terest, vested or contingent, in the property from
the creator of the power or thereafter acquire
any such interest, and if the power is not exercis¬
able to any extent for the benefit of the decedent,
his estate, his creditors, or the creditors of his
estate.

If a power to appoint is exercised by creating an¬
other power to appoint, such first power shall not
be considered excepted under subparagraph (A) or.

(B) from the definition of power of appointment to
the extent of the value-of the property subject to
such second power to appoint. For the purposes of

the preceding sentence the value of the property
subject to such second power to appoint shall be its
value unreduced by any precedent or subsequent
interest not subject to such power to appoint.

;"(3) Date of existence of power—For the purposes
of this subsection 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 deced-

,u; ent's death notice has been given or the power has
been exercised." V,

( ,r (b) Deductions for Charitable, Etc., Use— F ■/-;
I " (1) Amendments to section 812 (d)—Section 812
A: (d) (relating to deduction in case of estates of cit-

- *' izens or residents) is amended by inserting after the
"

Fv first sentence the following new sentence: "Property
\*:'F includible in the decedent's gross estate under sec-

• tion 811 (f) received by a donee described in this
"•v ;; subsection shall, for the purposes of this subsection,

be considered a bequest of such decedent." v; ' ;

| (2) Amendment to section 861 (a) (3)—Section
861 (a) (3) (relating to deduction in case of estates

- of nonresidents not.qitizens) is amended by inserting
PFF after the first sentence the following new sentence:

"Property includible in the decedent's gross estate
under section 811 (f) received by a donee described
in this paragraph shall, for the purposes of this

• ;■ paragraph, be considered a bequest of such deced-
;p;.; ;F: ent." ' , ] :;"pp. p:;pF-;.: ; .

(c) Liability of Recipient of Property Over Which
'

Decedent Had Power of Appointment—Section 826 (re-
dating to collection of unpaid tax) is amended by adding

- at the end thereof the following new subsection:
• <"(d) Liability of Recipient of Property Over Which
Decedent Had Power of Appointment—Unless the de-

- cedent directs otherwise in his will, if any part of the
gross estate upon which the tax has been paid consists
of the value of property included in the gross estate

'

under section 811 (f), the executor shall be entitled to
vrecover from the person receiving such property by rea-
r son 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 net

.estate and the amount of the.exemption allowed in com-
• puting the net estate, determined under section 935 (c),

section 861, 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." •

. : (d) Powers With Respect to Which Amendments Not
■v Applicable— Lp . - F '^PF. F pP;F; ■;' F

; . (1) The amendments made by this section shall
•pp not apply with respect to a power to appoint, created

on or before the date of the enactment of this Act,
which is other than a power exercisable in favor of
the decedent, his estate, his creditors, or the cred¬
itors of his estate, unless such power is exercised

. after the date of me enactment of this Act. ^F-v-:pp:
Ppp': (2) The amendments made by this section shall
, not become applicable with respect to a power to

appoint created on or before the date of enactment
of this Act, which is exercisable in favor of the
decedent, his estate, his creditors, or the creditors
of his estate, if at such date the donee of such power
is under a legal disability to release such power,
until six months after the termination, of such legal

1

, disability. For the purposes of the preceding sen-
. tence, an individual in the military or naval forces

; - of the United States shall, until the termination of
, • the present war, be considered under a legal dis-

; ; ability to release a power to- appoint. '.,. ;

, .r(3).The amendments made by this section' shall
not apply with respect to any power to appoint cre-

-■ ated on or before the date of the enactment of this

;;N, Act if it is released before January 1, 1943, or within
: ' the time limited by paragraph (2) in cases to which

such paragraph is applicable; or if the decedent dies
before January I, 1943, or within the time limited by
paragraph (2) in cases to which: such paragraph is
applicable, and such power is not exercised.

SEC. 404. Proceeds of Life Insurance *

(a) General Rule—Section 811 (g) (relating to life
insurance) is amended to read as follows:

"(g) Proceeds of Life Insurance—
, "(1) Receivable by the Executor—To the extent

of the amount receivable by the executor as insur¬
ance under policies upon the life of the decedent.'.

"(2) Receivable by Other Beneficiaries—To the
. extent of the amount receivable by all other ben¬

eficiaries; as insurance under policies upon the life
of the decedent (A) purchased with premiums, or

v.F other consideration, paid directly or indirectly by
; . . the. decedent, in proportion that the amount so paid

by the decedent bears to the total premiums paid
for the insurance, or (B) with respect to which the

; decedent possessed at his death any .of the incidents
of ownership, exercisable either alone or in con-

r; -junction with any other person. For the purposes
viV of clause (A) of this paragraph, if the decedent

transferred, by assignment or otherwise, a policy
of insurance, the amount paid directly or indirectly
by the decedent shall be reduced by an amount
which bears the same ratio to the amount paid
directly or indirectly by the decedent as the con¬

sideration in money or money's worth received by
, the decedent for the transfer-bears to the value'ox

the policy at the time of the transfer. For the
purposes of clause (B) of this paragraph, the term
"incident of ownership' does not include a reversion¬
ary interest.
-"(3) Transfer Not a Gift—The amount receivable

•• - under a policy of insurance transferred, by assign¬
ment or otherwise, by the decedent shall not be
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includible under paragraph; (2) (A) if the transfer
\ did not constitute a gift, in whole or in part, under

Chapter 4, or, in case the transfer was made at a
v time when Chapter 4 was not in effect, would not

have constituted a gift, in whole or in part, under
'

such chapter had it been in1 effect at such time.
"(4) Community Property—For the purposes of

this subsection, premiums or other consideration paid
'. with property held as community property by the

, . insured and surviving spouse, under the law of any
State, Territory, or possession of the United States,

•

or'any foreign country, shall be considered to have
< been paid by the insured, except such part thereof •
• as may be shown to have been received as com-
f pensation for personal services actually rendered -

\ ; by the surviving spouse or derived originally from
. such compensation or from separate property of-the T

,. ...surviving spouse; and the term incidents of owner- ;
1

ship' includes incidents of ownership possessed by,
the decedent at his death as manager of the com- :

/""munity." y""" ■ :T;T-IS
(b)vLiability of Life-insurance Beneficiaries—Section

826 (c) (relating to apportionment of liability of ben- ..

eficiaries) is amended to read as follows:
; ' "(c) Liability of Life Insurance Beneficiaries—Unless
the decedent directs otherwise in his will, if any part
of the gross estate upon which tax has been paid, consists
of proceeds of policies of insurance upon 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
proceeds of such policies bear to the sum of the net
estate and the amount of the exemption allowed in com¬

puting the net estate, determined under section 935 (c).
If there is more than one such beneficiary the executor
shall be entitled to recover from such beneficiaries in
the same( ration.''
•(c) Decedents to Which Amendments Applicable—The

amendments made by subsection (a) shall be applicable
only to estates of decedents dying after the date of the
"enactment of this Act; but in determining 'the" proportion
of the premiums or other consideration paid directly or
indirectly by the decedent (but not the total premiums .

paid) the amount so paid by the decedent on or before
January 10, 1841, shall be excluded if at no time after
such date the decedent possessed an incident of owner¬
ship in the policy. -

SEC. 405. Deductions not Allowable'in Excess of Certain
-Property of Estate y Tyy

< (a) General Rule—Section 812 (b) (relating to estate'
t?tx deductions) is amended, by inserting after the second
sentence the following new sentences: "There shall be ;
disallowed the amount by which the deductions specified
in paragraphs;,(1), (2), (3), (4), and (5) exceed the
value,, at the time of the decedent's death, of property
subject to claims. For the purposes of this section the
term 'property subject to claims' means property in¬
cludible in' the gross estate of the decedent which, or
the avails of which, would, under the applicable law,
bear the burden, of the payment of such deductions in
the finaL adjustment and settlement of the estate; and,;
for the purposes of this definition, the value of the
property shall be reduced by the amount of the deduc-;
tion under the next sentence attributable to such prop- -

erty." ...

(b) Prior Taxed Property—The second sentence of --

the second paragraph of section 812. (c) (relating to de¬
duction for prior taxed property) is amended to read
as follows: "The deduction under this subsection shall
be reduced by an amount which bears the same ratio
to the ainounts allowed as deductions under subsections,
(a) and (d) and the amounts of general claims allowed
as deductions under subsection; (b) as the/amount other¬
wise deductible under this subsection bears to property
subject tb general claims. If; the property includible inv
the gross estate to which the deduction under thi^ sub"
section is attributable is not wholly property subj eet to
general claims— 'j i <

"(1) before the application of the preceding sen¬
tence, the amount of the deduction under this sub¬
section shall be reduced by that part of such amount
as the value, at the time of the decedent's death, ofs

: such - property (to which such deduction is attrib- -

utable) subject to claims but not to general claims
is of• the value, at the time of the decedent's death,

'

of such property, and
\ "(2} in the application of the preceding sentence

in reducing the balance, if any, of such deduction,
The amount otherwise deductible under, this sub-

; section' shall be only that part of such amount other-
>-'• wise deductible (determined without regard to

< clause. (1) of this paragraph) as the value, at , the
time of the decedent's death, of such property (to

■

which such deduction is attributable) subject to gen¬
eral claims is of the value, at the time of the dece¬
dent s death, of such property.

For the purposes of the two preceding sentences and this
sentence, 'general claims' are the amounts allowed as
deduction's under subsection (b) which, under the ap¬

plicable law, in the final adjustment and settlement of
the estate may be enforced against any property subject
to claims, as defined in subsection (b), and 'property
subject to general claims' is the value, at the time of the
decedent's death, of property subject to claims, as de¬
fined in,subsection (b), reduced by the value at the
time of the decedent's death, of that part of such prop¬
erty against which amounts allowed as deductions under
subsection (b) which are not general claims may be
enforced, under the applicable law, in the final adjust¬
ment and settlement of the estate."

'(c) Prior Taxed Property of Nonresidents Not Citi¬
zens—The next to the last sentence of section 861. (a)
(2) (relating to deduction for prior taxed property of
nonresidents not citizens of the United States) is

amended to read as follows: "The deduction under this

paragraph, shall be reduced by an amount which bears
the same ratio to the amounts allowed as deductions
under paragraphs (3) and (4) and the amount of general
claims allowed as deduction under paragraph (1) of this
subsection as the amount otherwise deductible under

..this paragraph bears to property subject to general
claims. If the property includible in the gross estate to
which the deduction under the paragraph is attributable
is not wholly property subject to general claims—

: "(A) before the application of the preceding y;
V f sentence, the amount of the deduction under this
'

. paragraph shall be reduced by that part of such
, amount as the value, at the time of the decedent's

death, of such property (to which such deduction
is attributable) subject to claims but not to general
claims is of the value, at the time of the decedent's

1

death, of such property, and
\ "(B) in the application of the preceding' sen¬

s' tence in reducing the balance, if any, of such
-

deduction, 'the amount otherwise deductible under
this paragraph' shall be only that part of such
amount otherwise deductible (determined without
regard to subparagraph (A) as the value, at the
time of the decedent's death, of such property (to
which such deduction is attributable) subject to

1./ general claims is of the value, at the time of the
. decedent's death, of such property. y,'y-:

For the purposes of the two preceding sentences and
this sentence, 'general claims' are the amounts allowed
as deductions under paragraph (1) of this subsection
which, under the applicable law, in the final adjustment
and settlement of the estate may be enforced against
that part of any property subject to claims, as defined
in subsection-(b) of section 812 which at the time of the
decedent's death is in the United States, and 'property
subject to general claims' is the value, at the time of the
decedent's death, of such property subject to claims, re¬
duced by the value, at the time of the decedent's death,
of that part of such property subject to claims against
which amounts allowed as deductions under paragraph , ■

(I) of this subsection; which are not general claims may
be, enforced, under the applicable final ad-
justment and settlement of the estate."

SEC. 406. Charitable Pledges

(a) Pledges in Case of Citizens—Section 812 (b) (re¬
lating to deductions in computing net estate) is amended
by inserting before the period at the end of the second
sentence thereof the following: "; except that in any
case in which any such claim is founded upbn a promise >

or agreement of the decedent to make a contribution or

gift to or for the use of any donee described; in subsec¬
tion (d) for the purposes specified therein, the deduction;
for such claim shall not be so limited, but shall be lim¬
ited to the extent that it would be allowable as a deduc¬
tion under subsection (d) if such promise or agreement
constituted a bequest." y ,

(b) Pledges by Nonresidents Not Citizens—Section 861
(a) (1) (relating to deductions in computing net estate)
is amended to read, as follows: .

"(1) Expenses, Losses, Indebtedness, and Taxes—
That proportion of the deductions specified in sec¬
tion 812 (b)\ (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 812 (b) in the case of a claim* against the
estate which was founded upon a promise or agree¬
ment but was not contracted for an adequate and
full 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 para¬

graph (3) if such promise or agreement constituted
a bequest."

SEC. 407. Deduction oh Account of I^operty Previously
y:y": -Taxed

(a) Amendments to Internal Revenue Code Provisions
Relating to Property Previously Taxed—

(1) The first paragraph of section 812 (c) is
amended to read as follows:

"(c) Property Previously Taxed—An amount equal
to the value of any property (1) forming a part of the
gross- estate situated ;in; the United States of any person
who died within five years prior to the death of the
decedent,, or .(2), transferred to the decedent by gift
within five years prior to his death, where such property
can be identified as having been received by the de¬
cedent from the donor by gift, or from such prior
decedent by gift, bequest, devise, or inheritance, or
which can be identified as having been acquired in ex¬
change for property so received. Property includible in
the gross estate of the prior decedent under section 811
(f) and property included in total gifts of the donor
under section 1000 (c) received by the decedent de¬
scribed in this subsection shall, for the purposes of this
subsection, be considered a bequest of such prior de¬
cedent or gift of such donor. This deduction shall be
allowed only where a gift tax imposed under Chapter 4,
or under Title III of the Revenue Act of 1932, 47 Stat.
245, or an estate tax imposed under this chapter or any
prior Act of Congress, was finally determined and paid
by or on behalf of such donor, or the estate of such
prior decedent,- as the case may be, and only in the
amount finally determined as the value of such property
in determining the value of the gift, or the gross estate
of such prior decedent, and only to the extent that the
value of such property is included in the decedent's gross
estate, and, only if in determining the value of the net
estate of the prior decedent no deduction was allowable
under this subsection, section 861 (a) (2), or the corre¬

sponding provisions of any prior Act of Congress, in
respect of the property or property given in exchange
therefor." •

(2) The first sentence of the second paragraph of
section 812 (c) is amended to read as follows:

"Where a deduction was allowed of any mortgage or *
other lien in determining the gift tax, or the estate tax
of the prior decedent, which was paid in whole or in
part prior to the decedent's death, then the deduction
allowable under this subsection shall be reduced by the
amount so paid."

(3) The first two sentences of section 861 (a) (2)
are amended to read as follows:

"(2) Property Previously Taxed — An amount
equal to the value of any property (A) forming a

part of the gross estate situated in the United States j
of any person who died within five years prior to
the death of the decedent, or (B) transferred to
the decedent by gift within five years prior to his

, death, where such property can be identified as hav-
v ing been received by the decedent from the donor

by gift, or from such prior decedent by gift, bequest,
devise, or inheritance, or which can be identified as

having been acquired in exchange for property so.
■T received. Property includible in the gross estate of

the prior decedent under section 811 (f) and prop¬
erty included in total gifts of the donor under sec¬
tion 1000 (c) received by the decedent described in

; this paragraph shall, for the purposes of this para¬
graph, be considered a bequest of such prior dece¬
dent or gift of such donor. This deduction shall be
allowed only where a gift tax imposed under
Chapter 4, or under Title III of the Revenue Act of
1932, 47 Stat. 245, or an estate tax imposed under
this chapter or any prior Act of Congress, was finally
determined and paid by or on behalf of such donor,

«" r or the estate of such prior decedent, as the case may
be, and only in the amount finally determined as
the value of such property in determining the value
of the gift, or the gross estate of such prior decedent,
and only to the extent that the value of such prop-

y; erty is included in that part of the decedent's gross
"

'

estate which at the time of his death is situated in
the United States, and only if in determining the
value of the net estate of the prior decedent no de-

. deduction was allowable under this paragraph, sec-

"hy tion 812 (c), or the corresponding provisions of any
prior Act of Congress, in respect of the property or

property given in exchange therefor."
(b) Amendments to Revenue Act of 1926 Relating to

Property Previously Taxed— ' • . ' * J , '•
l;(l) The second sentence of section 303 (a) (2) of

the Revenue Act of 1926, as amended, is amended; by
striking out "this" following "estate tax imposed
under" and inserting in lieu thereof "the Revenue

y; Act of 1932."
(2) The second sentence of section 303 (b) (2) of

the Revenue Act of 1926, as amended, is amended by
striking out "this" following "estate tax imposed
under" and inserting in lieu thereof "the Revenue

, Act of 1932."'
- (c) Effective Dates-— < . .

(1) The amendments made by subsection (a) (1)
'

shall be applicable to estates of decedents dying after
the date of enactment of this Act, except that the

|i|| reference therein to "an estate tax imposed under
this chapter or any prior Act of Congress," shall be
applicable with respect to estates of decendents dy¬
ing after February 10, 1939.

(2) The amendment made by subsection (a) (2)
shall be applicable with respect to estates of dece¬
dents dying after February 10, 1939.

(3) The amendments made by subsection (a) (3)
i shall be applicable to estates of decedents dying after '

•y the date of enactment of this Act, except that the
reference therein to "an estate tax imposed under
this chapter or any prior Act of Congress," shall be
applicable with respect to estates of decedents dying
after February 10, 1939.

(4) The amendments made by subsection (b) shall
be applicable with respect to estates of decedents
dying after the date of- enactment of the Revenue
Act of 1932.

(d) Overpayments—-If the refund or credit of any
overpayment to the extent resulting from the applica¬
tion of subsections (a), (b), and (c) of this section, is
prevented on the date of enactment of this Act or within
one year from such date, then, notwithstanding any
other provision of law or rule of law (other than this
subsection of this section and other than section 3761 xf
the Internal Revenue Code or section, 3229 of the Re ¬

vised Statutes, or such section as amended by sectiGn
815 of the Revenue Act of 1938, relating to compro¬

mises), such overpayment shall be refunded or credited
in the same manner as in the case of an estate "x

erroneously collected if claim therefor is filed within
one year from the date of enactment of this Act.

SEC. 498. Deduction for Disclaimed Legacies Passing* To
Charities

(a) Deduction in Case of Citizens and Residents—The
'first sentence of section 812 (d) (relating to the deduction
for charitable, etc., bequests) is amended by inserting
after "The amount of all bequests, legacies, devises or
transfers" the following: "(including the interest which
falls into any such bequest, legacy, devise, or transfer as
a result of an irrevocable disclaimer of a bequest, legacy,
devise, transfer, or power, if the disclaimer is made prior
to the date prescribed for the filing of the estate tax
return)".

(b) Deduction in Case of Nonresidents Not Citizens—
The first sentence of section 861 (a) (3) (relating to .he
deduction for charitable, etc., bequests) is amended by
inserting after "The amount of all bequests, legacies,
devises, or transfers" the following: "(including the in¬
terest which falls into any such bequest, legacy, dev'se,
or transfer as a result of an irrevocable disclaimer of a

bequest, legacy, devise, transfer, or power, if the dis-
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claimer is made prior to the date prescribed for the filing
of the estate tax return)".

(c) Estates With Respect to Which Amendements Ap-
"plicable—The amendments made by this section shall be
applicable to estates of decedents dying after February
10, 1939. .

SEC. 409. Denial of Deduction on Bequest to Certain
Propaganda Organizations

(a) Citizens and Residents—Section 812 (d) (relating
to deduction for bequests, etc., to charity) is amended
by inserting before the period at the end of the first
sentence the following: 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 otherwise attempting, to influence legislation."

(b) Nonresidents Not Citizens—Section 861 (a) (3)
(relating to deduction for bequests, etc,, to charity) is
amended by inserting before the period at the end of
the,-first sentence the following: 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 otherwise attempting; to influence
legislation".

SEC. 410. Priority of Credit for Local Death Taxes
(a) Amendment to Credit for 1924 Gift Tax—Section

813 (a) (1) (relating to credit for estate tax of gift tax
paid under 1924 Act) is amended by inserting' after
"subchapter" where it occurs the second time the fol¬
lowing: "(after deducting from such tax the credit pro¬
vided by section 813 (b))".

(b) Amendment to Credit for 1932 and Chapter 4 Gift
Tax—Section 813 (a) (A) (relating to credit for estate
tax of gift tax paid under 1932 Act or Chapter 4) is
amended by inserting after "860" where it occurs the
second time the following:'"(after deducting from such
tax the credits provided by section 813 (a) (1) and
(b))".

(c) 80 Per Centum Limit on Local Death Tax Com¬
puted Before, Allowance of Gift Tax Credit—Section
813 (b) (relating to credit for local estate, succession,
legacy, and inheritance taxes) is amended by striking
out "(after deducting from such tax the credits pro¬
vided by section 813 (a) (2))" and inserting in lieu
thereof "(before deducting from such tax the credits
provided by section 813 (a) (1) and (2))". . ,

SEC. 411. Liability of Certain Transferees

(a) Imposition of Liability—Section 827 (b) is
amended,to read as follows':'

"(b) Liability of Transferee, Etc.—If the tax herein
imposed is not paid when due, then the spouse, trans¬
feree, trustee, surviving tenant, person in possession of
the property by reason of the exercise, nonexercise, or
release of a power of appointment, or beneficiary, who
receives, or has on the date of the decedent's death,
property included in the gross estate under section 811
(b), (c), (d), (e), (f), or (g), to the extent of the value,
at the time of the decedent's death, of such property,
shall be personally liable for such tax. Any part of such
property sold by such spouse, transferee, trustee, surviv¬
ing tenant, person in possession of property by reason
of the exercise, nonexercise, or release of a power of
appointment, or beneficiary, to a bona fide purchaser
for an adequate and full consideration, in money or
money's worth shall be divested of the lien provided in
section 827 (a) and a like lien shall then attach to all
the property of such spouse, transferee, trustee, surviv¬
ing tenant; person in possession, or beneficiary, except
any part sold to a bona fide purchaser for an adequate
and full consideration in money or money's worth."

(b) Definition of Transferee—Section 900 (e) is
amended to read as follows:

"(e) Definition of 'Transferee'—As used in this sec¬
tion, the term 'transferee' includes heir, legatee, devisee,
and distributee, and includes a person who, under sec¬
tion 827 (b), is personally liable for any part of the
tax." • . V;

( Og; ;g .

SEC. 411. Exemption of Estates of Nonresidents Not
. 3 ...• ; Citizens

(a) Exemption—Section 861 (a) (relating to; deduc¬
tions in case of estates of nonresidents not citizens) is
amended by inserting at the end thereof the following
new paragraph: 'v

"(4) Exemption—An exemption of $2,000."
(b) Technical Amendment With Respect to Property

Previously Taxed—For technical amendment with re¬

spect to property previously taxed, see section 405 (c)
of this Act. -

(c) Returns—Section 864 (a) (1) (relating to retufns
of executors of estates of nonresidents not citizens) is
amended to read as follows:

f"(l) Returns by executor—In the case of the
:'estate of every nonresident not a citizen of the
1 United States any part of whose gross estate situ-
; ated in the United States exceeds the amount of

the specific exemption provided in section 861 (a)
' (4), the executor shall make a return under oath in

duplicate, setting forth (A) the value of that part
i of the gross eslate of the decedent situated in the

United States at the time of his death; (B) the de-
, ;< duct ions allowed under section 861; (C) the value

f hi the net estate of the decedent as defined in sec-

tion 881; (D) the tax paid or payable thereon; or
rueli part of such information as may at the time

• be ascertainable and such supplemental data as may
be necessary to establish the correct tax."

SEC.. 413. Period for Filing Petition Extended in Certain '
'

.. Cases

. (a) Period Extended—Section 871 (a) (1) (relating to
period for filing petition with Board of Tax Appeals) is
amended by inserting at the end thereof the following
nev/^entenee: "If the notice is addressed to an executor

outside the States of the Union and the District of Co¬
lumbia, the period specified in this paragraph shall be
one hundred and fifty days in lieu of ninety days."

(b) Effective Date—The amendment made by this sec¬
tion shall be applicable with respect to notices of defi¬
ciency mailed after the date of the enactment of this
Act. ; " ; - ' ■. . v,

SEC. 414. Specific Exemption
(a) Amount of Exemption—Section 935 (c) (relating

to the exemption for the purposes of the additional es¬
tate tax) is amended by striking out "$40,000" and in¬
serting in lieu thereof "$60,000".

(b) Technical Amendment—The first sentence of sec¬
tion 826 (c) (relating to liability of life insurance bene¬
ficiaries) is amended by striking out ", in excess of
$40,000,".

SEC. 415. Overpayment Found by Board
The1 second sentence of section 912 (relating to over¬

payment found by the Board of Tax Appeals) is amended
by striking out "or the5 filing ef the petition" and in¬
serting in lieu thereof "or the mailing of the notice of
deficiency". \ ' -A, ■■■ :

PART II—GIFT TAX

SEC. 451. Gifts to Which Amendments Applicable

Except as otherwise expressly provided, the amend¬
ments made by this Fart shall be applicable only with
respect to gifts made in the calendar year 1943, and suc¬
ceeding calendar years. , r ; /

SEC. 452. Powers of Appointment

(a) General Rule—Section 1000 (relating to imposi¬
tion of gift tax) is amended by inserting at the end

'

thereof the following new subsection:. ,, , ;

"(c) Powers of Appointment—An exercise or release
of a power of appointment shall be deemed a transfer of
property by the individual possessing such power. For
the purposes-of this subsection the term 'power of ap¬
pointment' means any power to appoint exercisable by
an individual either alone or in conjunction with any
person, except— - . :

, "(1) a power to appoint within a class which does
, ,, not include any others than the spouse of such in¬

dividual, spouse of the creator of the power, de¬
scendants of >such individual or his spouse, descend¬
ants (other than such individual) of the creator of
the power or his spouse, spouses of. such descendants,

.y?; donees described in section 1004.(a) (2), and donees
bgby described in section 1004 (b). As used in this para-,

: graph, the term 'descendant' includes adopted and
illegitimate descendants,: and the term 'spouse' in¬
cludes former spouse; and

"(2) a power to appoint within a restricted class
if such individual did not receive any beneficial in¬
terest, vested or contingent, in the property from

'

• the creator of the power or thereafter acquire any ;
• -* such interest, and if the power is not exercisable to

^ any extent for the benefit of such individual, his
estate, his creditors, or the creditors of his estate.

, If a power to appoint is exercised by creating another
power to appoint, such first power shall not be consid¬
ered excepted under paragraph (1) or (2) from the defi¬
nition of power of appointment to the extent, of the
value of the property subject to such second power to
appoint. For the purposes of the preceding sentence the
value of the property subject to such second power to
appoint shall be its value unreduced by any precedent
or subsequent interest not subject to such power to
appoint," : ;;h I: - U A

/(b) Powers With Respect to Which Amendments Not
Applicable—

(1) The amendments made by this section shall
not apply with respect to a power to appoint, cre¬
ated on or before the date of enactment of this Act,
which is other than a power exercisable in favor of
the donee of the power; his estate, his creditors, or
the creditors of his estate, unless such power is ex-

„
, ercised after the date of enactment of this Act.

v (2) The amendments made by this section shall
not become applicable with respect to a power to
appoint created on or before the date of enactment
of this Act, which is exercisable in favor of the
donee of the power, his estate, his creditors, or the
creditors of his estate, if at such date the donee of

wb/,/ such power is under a legal disability to release such
power, until six months after the termination of such
legal disability^ For the purposes of the preceding
sentence, an individual in the military or naval
forces of the United States shall, until the termina¬
tion of the present war, be considered under a legal
disability to release a power to appoint.

(c) Release on or Before January 1, 1843—
(1) A release of a power to appoint before Jan¬

uary 1, 1943, shall not be deemed a transfer of
property by the individual; possessing such power. .

(2) This subsection shall apply to all calendar
years prior to 1943.

SEC. 453. Gifts of Community Property

Section J000 (relating to tax on gifts) is amended by
inserting at the end thereof the following new subsec¬
tion:' !

"(d) Community Property—All gifts'of property held
as community property under the law of any State, Ter¬
ritory, or possession of the United States, or any foreign
country shall be considered to be the gifts of the hus¬
band except that gilts of such property as may be shown
to have been received as compensation for personal
services actually rendered by the wife or derived orig¬
inally from such compensation or from separate prop-
ev.fV'nf the wife shall be considered to be gifts of the
wife." •

SEC. 454. Exclusion from Net Gifts Reduced

Section 1003 (b) (2) (relating to exclusion of gifts)
is amended to read as follows:

"(2) Gifts alter, 1938 and prior to 1943—In the case
of gifts (other than gifts in trust or of future inter-

;ests in property) made to any person by the donor
during the calendar year 1939 and subsequent cal¬
endar years prior to 19.43, the first $4,000 of such
gifts to such person shall not, for the purposes of
subsection (a), be included in the total amount of

, gifts made during such year.
• "(3) Gifts after 1942—In the case of gifts (other
than gifts of future interests in property) made to
any person by the donor during the calendar year

. / " • 1943 and subsequent calendar years, the first $3,000
of such gifts to such person shall not, for the pur¬

poses of subsection (a), be included in the total
amount of gifts made during such year."

SEC. 435. Specific Exemption of Gifts Reduced
That part of section 10C4 which precedes pargraph

(2) of subsection (a) is amended to read as follows:

"SEC, 1094. Deductions '•;/ -'A/7 7 '.g':
"In computing net gifts for the calendar year 1942 and

preceding calendar years, there shall be allowed (except
as otherwise provided in paragraph (1) of subsection
(a)) such deductions as are provided for under the gift
tax laws applicable to the years in which the gifts were
made. \"g\ ■

"In computing net gifts for the calendar year 1943
and subsequent calendar years, there shall be allowed
as deductions: yg'.

"(a) Residents—In the case of a citizen or resident—
'

"(1) Specific exemption—An exemption of $30,-
000, less the aggregate of the amounts claimed and
allowed as specific exemption in the computation of

L gift taxes for the calendar year 1932 and all calen-
; dar years intervening between that calendar year

and the calendar year for which the tax is being
computed under the laws applicable to such years.
This exemption shall be applied in all computations
in respect of the calendar year 1942 and previous
calendar years for the purpose of computing the
tax for the calendar year 1943 or any calendar year

. thereafter." . "V'V". b". 7, \.'

SEC. 456. Period for Filing Petition Extended in Certain
.v. • Cases '. ,-g':,h; L;-;'g

(a) Period Extended—Section 1012 (a) (1). (relating
to period for filing petition with Beard of Tax Appeals)
is amended by inserting at the end thereof the following
new sentence: "If the notice is addressed to a donor
outside the States of the Union and the District of Co¬

lumbia, the period specified in this paragraph shall be
one hundred and fifty days in lieu of ninety days." ^

(b) Effective Date — The amendment made by this
section shall be applicable with respect to notices of
deficiency mailed after the date of the enactment of
this Act. , '

i

SEC. 457. Overpayment Found by Board
The second sentence of section 1027 (d) (relating to

overpayment found by the Board of Tax Appeals) is
amended by striking out "or the filing of the petition"
and inserting in lieu thereof "or the mailing of the notice
of deficiency", 3 •

SEC. 458. Definition of Property? in United States

(a) Technical Amendment to Definition—Section 1030
(b) is amended to read as follows: , , . / ■

"(b) Property Within the United States—Stock in a
domestic corporation owned and held by a nonresident
not a citizen of the United States shall be deemed prop¬

erty situated within the United States." . , '
'(b) Effective Date of Amendment—The amendment

made by this section shall be effective as of February
lo, 1939. vv „...V /

TITLE V—AMENDMENTS TO PRIOR

REVENUE ACTS AND MISCELLANEOUS

PROVISIONS

SEC. 591. Additional Credits for Undistributed Profits

•;. Tax •'
(a) Amendments to the Revenue Act of 1936—

• (1) Section 14 (a) (2) of the Revenue Act of. 1936
/.;1 (relating to definition of undistributed net income)

is amended to read as follows: •/•..'V''

V "(2) The term 'undistributed net income' means

'■■rh the adjusted net income minus the sum of (A) the
dividend paid credit provided in section 27, (B)
the credit provided in section 26 (c) relating to
restrictions on payment of dividends, (C) except in
cases where section 26 (c) (1) is applicable, tlie
deficit credit provided in section 26 (f), and (D) the
redemption credit provided in. section 28 (g)."

(2) Section. 26 (c) of ,the Revenue Act of 1936
(relating to credits of-corporations) is amended by
amending the heading to read as follows: "(c) Re¬
strictions on Payment of Dividends—"; and by

'

amending paragraph (3) to read as follows:
, . "(3) Deficit Corporations—In the case of a corpo-

ration having a deficit in accumulated.earnings and
profits as of the close of the preceding taxable

: year, the amount of such deficit, if the corporation
is prohibited by a provision c£ a law or of an order
of a public regulatory body from paying dividends
during the exis-encc of a deficit in accumulated
earnings and profits, and if such provision was in
effect prior to May 1, 1336.

"f4) Double credit not allowed—If more than one
* '

of the credits provided in the foregoing paragraphs
.. (1), f2), and (3) apply, then the paragraph which

allows the greatest credit shall be applied; and, if

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Volume 157 Number 4140 THE COMMERCIAL & FINANCIAL CHRONICLE 113

the credit allowable under each paragraph is the
same, only one of such paragraphs shall be applied"

(3) Section 26 of the Revenue Act of 1936 (re¬
lating to credits of corporations) is amended by add¬
ing at the end thereof the following new subsec-
tions: . , ■ '

"(f) Deficit Credit—The amount by which the adjusted
net income exceeds the sum of (1) the earnings and
profits accumulated after February 28, 1913, as of the
beginning of the taxable year, and (2) the earnings
and profits of the taxable year (computed as of the close
of the taxable year without diminution by reason of
any distributions made during the taxable year). For
the purposes of this subsection, earnings and profits of
the taxable year shall be computed without diminution
by the amount of the tax imposed under section 14, 102,
103, or 351 for such taxable year; and earnings and
profits accumulated after February 28, 1913, as of the
beginning of the taxable year, shall be diminished on
account of the tax under section 14, 102, 103, or 351
for any previous taxable year only by the amount of
such tax as computed under the amendments made by
section 501 of the Revenue Act of 1942.

"(g) Stock Redemption Credit—An amount equal to
the portion of the recognized gain, realized within the;
taxable year and prior to March 3, .1936, from the sale
or other disposition of a capital asset, which, pursuant
to a contract, was distributed prior to. such date to
shareholders in redemption in whole or in part of pre¬
ferred stock and which is not otherwise allowable as a
credit under any other provision of this section or
section 27."

(b) Efeetive Date of Amendments—The amendments
made by subsection (a) shall be efeetive as of the date
of the enactment of the Revenue Act of 1936.

#(c) Overpayments—If the refund or credit of any
overpayment for any taxable year, to the extent result¬
ing from the application of this section, is prevented
on the date of the enactment of this Act or within one

year from such date, then, notwithstanding any other
provision of law or rule of law (other than this sub¬
section and other than section 3761 of the Internal Rev¬
enue Code or section 3229 of the Revised Statutes, or
such section as amended by section 815 of the Revenue
Act of 1938, relating to compromises), such overpay¬
ment shall be refunded or credited in the same manner

as in the case of an income tax erroneously collected
under the Revenue Act of 1936, if claim therefor is filed
within one year from the date of the enactment of this

; Act.

SEC. 502. Stamp Tax on Certain Insurance Policies

(a) Imposition of Tax—Section 1804 (relating to stamp
tax on policies issued by foreign insurers) is amended
to read as follows:

"SEC. 1804. Insurance Policies

"(a) Insurance Policies Other Than Life, and Indemn¬
ity, Fidelity, or Surety Bonds—On each policy of insur¬
ance (other than life), indemnity, fidelity, or surety
bond, or certificate, binder, covering note, receipt, mem¬

orandum, cablegram, letter, or other instrument by
whatever name called whereby a contract of insurance
or an obligation of the nature of an indemnity, fidelity,
or surety bond is made, continued, or renewed against,
or with respect to, hazards, risks, losses, or liabilities
wholly or partly within the United States, if issued to
or for, or in the name of, a domestic corporation or part¬
nership, or an individual resident of the United States,
or with respect to hazards, risks, or liabilities within the
United States, if issued to or for, or in the name of, a
foreign corporation, foreign partnership, or nonresident
Individual, engaged in a trade or business within the
United States, and if the insurer is a nonresident alien
individual, or a foreign partnership, or a foreign corpo¬

ration, and if such policy or other, instrument is not
signed or countersigned by an officer or agent of the
insurer in a State, Territory, or District of the United
States within which such insurer is authorized to do

business, a tax of 4 cents on each dollar, or fractional
part thereof, of the premium charged.

"(b) Life Insurance, Sickness, and Accident Policies,
and Annuity Contracts—On each policy of insurance or

annuity contract, or certificate, binder, covering note,
receipt, memorandum, cablegram, letter, or other instru¬
ment by whatever name called whereby a contract of in¬
surance or an annuity contract is made, continued, or
renewed with respect to the life or hazards to the person
of a citizen or resident of the United States, if the in¬
surer is a nonresident alien individual, or a foreign part¬
nership, or a foreign corporation, unless such policy or
other instrument is signed or countersigned by an officer
or agent of the insurer in a State, Territory, or District
of the United States within which such insurer is author¬
ized to do business, or unless the insurer is subject to
tax under section 201, a tax: of 1 cent on each dollar or
fractional part thereof, of the premium charged.

"(c) Reinsurance—On each policy of reinsurance, cer¬
tificate, binder, Covering note, receipt, memorandum*
cablegram, letter or other instrument by whatever name
called whereby a contract of reinsurance is made, con¬
tinued, or renewed against, or with respect to, any of
the hazards, risks, losses, or liabilities covered by con¬
tracts described in subsections (a) and (b) of this sec¬
tion if the reinsurer is a nonresident alien individual, or
a foreign partnership, or a foreign corporation, and if
such policy or other instrument is not signed or counter¬
signed by an officer or agent of the reinsurer in a State,
Territory, or District of the United States within which
such reinsurer is authorized to do business, a tax of 1
cent on each dollar, or fractional part thereof, of the pre¬
mium charged.

"(d) When used in this section—
"(1) The term'indemnity, fidelity, or surety bond'

includes any bond for indemnifying any person who
shall have become bound or engaged as surety, and

any bond for the due execution or performance of
any contract, obligation, or requirement, or the
duties of any office or position, and to account for
money received by virtue thereof, where a premium
is charged for the execution of such bond.

"(2) The term 'insurer' includes any person who
shall become bound by an obligation of the nature
of an indemnity, fidelity, or surety bond, where a
premium is charged for the execution of such obliga¬
tion."

'

(b) Payments to Which Amendments Applicable—The
amendments made by this section shall apply to the mak¬
ing, continuing, or renewal of contracts occurring on or
after the first day of the first month which begins more
than 10 days after the date of the enactment of this Act.

SEC. 503. Suit Against Collector Bar in Other Suits
Section 3772 (relating to suits) is amended by insert¬

ing at the end thereof the following new subsection:
"(d) Suits Against Collector a Bar—A suit against a

collector (or former collector) or his personal represen¬
tative for the recovery of any internal revenue tax
alleged to have been erroneusly or illegally assessed or
collected, or of any penalty claimed to have been col¬
lected without authority, or of any sum alleged to have
been excessive or in any manner wrongfully collected
shall be treated as if the United States had been a party
to such suit in applying the doctrine of res judicata in all
suits instituted after June 15, 1842, in respect of any
internal revenue tax, and in all proceedings in the Board
and on review of decisions of the Board where the peti¬
tion to the Board was filed after such date."

SEC. 504, Change of Name of Board of Tax Appeals

(a) The Tax Court of the United States—Effective on
on the day after the date of enactment of this Act, section
1100 (relating to status of Board of Tax Appeals) is
amended by inserting at the end thereof the following
new sentence: "The Board shall be known as The Tax
Court of the United States and the members thereof
shall be known as the presiding judge and the judges
of The Tax Court of the United States." ■

(b) Powers, Tenure, Etc., Unchanged—The jurisdic¬
tion, powers, and duties of The Tax Court of the United
States, its divisions and its officers and employees, and
their appointment, including the designation of its of¬
ficers, and the immunities, tenure of office, powers,

duties, rights, and privileges of the presiding judge and
judges of The Tax Court of the United States shall be
the same as by existing law provided in the case of the
Board of Tax Appeals. The Commissioner shall continue
to be represented by the same counsel in the same man¬
ner before the Court as he has heretofore been repre¬
sented in proceedings before the Board of Tax Appeals
and the taxpayer shall continue to be represented in ac¬
cordance with rules of practice prescribed by the Court.
No qualified person shall be denied admission to practice
before such Court because of his failure to be a member
of any profession or calling.

(c) References—All references in any statute (except
this section)* or in any rule, regulation, or order, to the
"Board of Tax Appeals" or to the "Board" when used in
the sense of "Board of Tax Appeals," or to the "mem¬
ber," "members," or "chairman" thereof shall be con¬
sidered to be made to The Tax Court of the United
States, the judge, judges, and presiding judge thereof,
respectively. , .

SEC. 505. Requirement of Filing Notice of Lien
Section 3672 (a) (relating to requirement of filing

notice of lien for taxes) is amended to read as follows:
"(a) Invalidity of Lien Wthout Notice—Such lien shall

not be valid as against any mortgagee, pledgee, pur¬

chaser, or judgment creditor until notice thereof has
been filed by the collector—

"(1) Under State or Territorial Laws—In the office
in which the filing of such notice is authorized by

1 the law of the State or Territory in which the prop¬
erty subject to the lien is situated, whenever the
State or Territory has by law authorized the filing
of such notice in an office within the State or Ter-

ritory; or
"

(2) With Clerk of District Court—In the office of
the clerk of the United States district court for the

judicial district in which the property subject to the
lien is situated, whenever the State or Territory has

- not by law authorized the filing of such notice in
an office within the State or Territory; or

"(3) With Clerk of District Court of the United
States for the District of Columbia—In the office of
the clerk of the District Court of the United States
for the District of Columbia, if the property subject
to the lien is situated in the District of Columbia."

SEC. 506. Miscellaneous Amendments To Stamp Tax
Provisions

(a) Bonds, Etc., Issued by Receiver—Section 1801 (re¬
lating to stamp tax on issuance of corporate obligations)
is amended by inserting at the end thereof the following
new sentence: "Obligations described in this section
issued by any receiver, trustee in bankruptcy, assignee,
or other person, having custody of property, or charge
of the affairs, of any1 corporation, shall, for the purposes
of this chapter, be deemed to be issued by the corpora-

■

tion.1' "...

(b) Transfers by Operation of Law—
(1) Section 1802 (relating to the stamp tax on sales

and transfers of capital stock) is amended by insert¬
ing at the end thereof the following new subsection*.

"(c) Transfers by Operation of Law—No delivery or
transfer under subsection (b) not otherwise exempt shall
be exempt because effected by operation of law. The tax
under such subsection shall not be imposed upon any
delivery or transfer—

"(1) From a decedent to his executor or admins-
trator.

"(2) . From a minor to his guardian, or from q ;
guardian to his ward upon attaining majority.

"(3) From an incompetent to his committee or
similar legal representative, or from a committee or
similar legal representative to a former incom¬
petent upon removal of disability.

"(4) From a bank, trust company, financial insti¬
tution, insurance company, or other similar entity or

nominee* custodian, or trustee therefor, to a public
officer or commission, or person designated by such
officer or commission or by a court, in the taking
over of its assets, in whole or part, under State or
Federal law regulating or supervising such institu¬
tions, nor upon redelivery or retransfer by any such
transferee or successor thereto.

"(5) From a bankrupt or person in receivership
due to insolvency to the trustee in bankruptcy or

receiver, from such receiver to such trustee, or from
such trustee to such receiver, nor upon redelivery
or retransfer by any such transferee or successor
thereto." /

"(6) From a transferee under paragraphs (1) to
(5), inclusive, to his successor acting in the same

; capacity, or from one such successor to another.
"(7) From a foreign country or national thereof

to the United States or any agency thereof, or to the
government of any foreign country, directed pur¬
suant to the authority vested in the President by
section 5 (b) of the Trading with the Enemy Act
(40 Stat. 415), as amended by the First War Powers
Act (55 Stat. 838).

"(8) From trustees to surviving, substituted, suc¬
ceeding, or additional trustees of the same trust. •

, ; "(9) Upon the death of a joint tenant or tenant by
the entireties, to the survivor or survivors.

No exemption shall be granted under this subsection
unless the delivery or transfer is accompanied by a cer¬
tificate setting forth such facts as the Commissioner, with
the approval of the Secretary, may by regulation pre¬
scribe." :v 1 ..

(2) Section 3481 (relating to sales and transfers of
: bonds) is amended by inserting at the end thereof

the following new subsection:
< "(b) Transfers by Operation of Law—No delivery or

transfer under subsection (a) not otherwise exempt shall
be exempt because effected by operation of law. The
tax under subsection (a) shall not be imposed upon any

delivery or transfer—
"(1) From a decedent to his executor or admis-

trator. .

"(2) From a minor to his guardian, or from a

guard to his ward upon attaining majority.
"(3) From an incompetent to his committee or

similar legal representative, or from a committee or
similar legal representative to a former incompetent
upon removal of disability.

"(4) From a bank, trust company, financial insti¬
tution, insurance company or other similar entity, or

nominee, custodian, or trustee thereof, to a public
officer or commission, or person designated by such
officer or commission or by a court, in the taking over
of its assets, in whole or part, under State or Fed-

<

, eral law regulating or supervising such institutions,
nor upon redelivery or retransfer by any such trans-

- feree or successor thereto. ^ : "

"(5) From a bankrupt or person in receivership
•- y due to insolvency to the trustee in bankruptcy or

receiver, from such receiver to such trustee, or from
such trustee to such receiver, nor upon redelivery or
retransfer by any such transferee or successor
thereto.

"(6) From a transferee under paragraphs (1) to
: (5), inclusive, to his successor acting in the same

capacity* or from one such successor to another.
"(7) From a foreign country or national thereof

to the United States or any agency thereof, or to
the government of any foreign country, directed

■■ pursuant to the authority vested in the President by
section 5 (b) of the Trading with the Enemy Act
(40 Stat. 415), as amended by the First War Powers
Act (55 Stat. 838).

"(8) From trustees to surviving, substituted, suc¬

ceeding, or additional trustees of the same trust.
"(9) Upon the death of a joint tenant or tenant

by the entireties, to the survivor or survivors.
No exemption shall be granted under this section unless
the delivery or transfer is accompanied by a certificate
setting forth such facts as the Commissioner, with the
approval of the Secretary, may by regulation prescribe.*

(c) Stamp Tax Exemption of Cooperative Banks, Etc.
—Section 1808 (c) (relating to exemption from stamp
tax of stocks and bonds of building and loan associations,
etc.) is amended by inserting after the words "building
and loan associations" a comma and the words "savings
and loan associations, cooperative banks, and homestead
associations".

(d) Stamp Tax Exemption Gf Railroad and Corporate
Reorganizations in Bankruptcy, Etc.—Section 1808 (e)
and (f) (relating to exemption of railroad and corporate
reorganizations) are amended to read as follows:

"(e) Corporate Reorganizations and Reorganization of
Railroads—The provisions of section 1801,1802, and 1821
.'(b) of this chapter and the provisions of sections 3481
and 3482 of Chapter 31 shall not apply to the issuance,
transfer or exchange of securities, or the making, deliv¬
ery or filing of conveyances to make effective any plan
of reorganization or adjustment—

"(1) confirmed under the Act entitled 'An Act to
establish a uniform system of bankruptcy through-

'
out the United States', approved July 1, 1898, as
amended,

"(2) approved in an equity receivership proceed¬
ing in a court involving a railroad corporation, as
defined in section 77 (m) of such Act, or

"(3) approved in an ^quity receivership proceed-
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ing in a court involving a corporation, as defined in
section 106 (3) of such Act,

if the issuance, transfer, or exchange of securities,- or the
making, delivery or filing of instruments of transfer or
conveyances, occurs within five years from the date of
such confirmation or approval."

(e) Exemptions in Connection With Certain Orders of
the Securities and Exchange Commission and in the Case
of Common Trust Funds—Section 1808 (g) (cross refer¬
ence) is amended by striking out "(g)" and inserting in
lieu thereof "(h)" and by inserting immediately before
such subsection the following new subsections: ,

"(f) Orders of the Securities and Exchange Commis¬
sion—The provisions of sections 1801, 1802, and 1821 (b)
of this chapter and the provisions of sections 3481 and
3482 of Chapter 31 shall not apply to the issuance, trans¬
fer, or exchange of securities, or making or delivery of
conveyances, to make effective any order of the Securi¬
ties and Exchange Commission as defined in section 373
(a) of Chapter 1: Provided, That (1) the order of the
Securities and Exchange Commission in obedience to
which such issuance, transfer, or exchange of securities,
or conveyances are made recites that such issuance,
transfer, or exchange, or conveyances are necessary or
appropriate to effectuate the provisions of section 11 (b)
of the Public Utility Holding Company Act of 1935, 49
Stat. 820 (U. S. C., Title 15, sec. 79k (b)), (2) such
order specifies and itemizes the securities and other
property which are ordered to be issued, transferred,
exchanged, or conveyed, and (3) such issuance, transfer,
or exchange, or conveyance is made in obedience to such
order.

"(g) Common Trust Funds—The provisions of section
1802 (a) shall not apply to the issue of shares or certifi¬
cates of a common trust fund, as defined in section 169."

(f) Exemption of United States, Etc., From Stamp Tax
—Section 1809 (a) (relating to persons liable for pay¬
ment of stamp tax) is amended by inserting at the end
thereof the following new sentence: "The United States
or any agency or instrumentality thereof shall not be
liable for the tax with respect to an instrument to which
it is a party, and affixing of stamps thereby shall not
be deemed payment for the tax, which may be collected
by assessment from any other party liable therefor."

(g) Transfer of Bonds on Reorganization Taxable—
Section 3481 (a) (relating to imposition of transfer tax)
is amended by striking out: "Provided further, That the
tax shall not be imposed on deliveries or transfers of
bonds in connection with a reorganization (as defined in
section 112 of the Revenue Act of 1932, 47 Stat. 196) if
any of the gain or loss from the exchange or distribution
involved in the delivery or transfer is not recognized
under the income tax law applicable to the year in which
the delivery or transfer is made:".

(h) Transfers, Etc., With Respect to Which Amend¬
ments Applicable—

(1) The amendment of section 1801 by subsection
(a) of this section shall be applicable to obligations
issued after the date of the enactment of this Act.

(2) Section 1802 (c) and section 3481 (b) added
by subsection (b) of this section shall be applicable
to deliveries and transfers on or after the thirtieth

day after the date of the enactment of this Act.
(3) The amendment of section 1308 (c) made by

subsection (c) of this section shall be applicable to
stocks and bonds issued or transferred after the
date of the enactment of this Act.

(4) The amendment of section 1808 (e) and (f)
made by subsection (d) of this section shall be ap--,

plicable to the issuance, transfer, or exchange of
securities, or the making, delivery, or filing of con¬

veyances, after December 31, 1941, in the case of the
amendment of section 1808 (e), and after the date of
the enactment of this Act, in the case of the amend¬
ment of section 1808 (f). Section 267 of the National
Bankruptcy Act (U. S. C., Title 11, section 667) and
any other provision of Federal law insofar as it con¬

fers exemption from stamp tax with respect to the
issuance, transfer, or exchange of securities, or the
making, delivery, or filing of conveyances, after five
years from the date of confirmation or approval of
the plan of reorganization or adjustment, shall be
inapplicable to the issuance, transfer, or exchange of
securities, or the making, delivery, or filing of con¬

veyances, after the date of the enactment of this Act.
(5) (A) Section 1808 (f) added by subsection (e)

of this section shall be applicable to the issuance,
transfer, or exchange of securities, or the making or

delivery of conveyances, after the date of the en¬

actment of this Act.

(B) Section 1808 (g) as added by subsection (e) of
this section shall be applicable to shares and certifi¬
cates issued after the date of the enactment of this
Act. ■■■'■i 'v:

(6) The amendment of section 1809 (a) made by
subsection (f) of this section shall be applicable to
instruments to which the United States or any

agency or instrumentality thereof becomes a party
after the date of the enactment of this Act.

(7) The amendment of section 3481 (a) made by
subsection (g) of this section shall be applicable to

•*. deliveries or transfers after the date of the enact¬
ment of this Act.

SEC. 507. Time for Performing Certain Acts Postponed
By Reason of War

(a) Amendments to the Internal Revenue Code—The
Internal Revenue Code is amended by inserting after
section 3803 the following new sections:

"SEC. 3804. Time for Performing Certain Acts Postponed
By Reason of War

"(a) Individuals—The period of time after December
6, 1941, during which an individual is continuously out¬
side the Americas (if such period is longer than ninety
days), and the next ninety days thereafter, shall be dis¬

regarded in determining, under the internal revenue

laws, in respect of any tax liability (including any inter¬
est, penalty, additional amount, or addition to the tax)
of such individual—

"(1) Whether any oi the following acts was per¬
formed within the time prescribed therefor:

"(A) filing any return of income, estate; or gift
tax (except income tax withheld at source and in¬
come tax imposed by Chapter 9 or any law super-

, ' seded thereby); ■ ' <■

- "(B) payment of any income, estate, or gift tax
(except income tax withheld at source and income
tax imposed by Chapter 9 or any law superseded
thereby) or any installment thereof or of any

other liability to the United States in respect
thereof; ' ' y ;

r' ; - "(C) filing a petition with the Board" of Tax
Appeals for redetermination of a deficiency, or for
review of a decision rendered by the Board;

"(D) allowance of a credit or refund of any

tax; . *
"(E) filing a claim for credit or refund of any

tax; -W ■: ■ '
"(F) bringing a suit upon any such claim for

credit or refund; ;

"(G) assessment of any tax;
"(H) giving or making any notice or demand,

for the payment of any tax, or with respect to
any liability to the United States in respect of
any tax;

"(I) collection, by the Commissioner or the col¬
lector, by distraint or otherwise, of the amount of
any liability in respect of any. tax; ■ ;

"(J) bringing suit by the United States^ or any
officer on its behalf, in respect of any liability in
respect of any tax; and

"(K) any other act required or permitted under
the internal revenue laws specified in regulations
prescribed under this section by the Commissioner

■
. with the approval of the Secretary; *

"(2) The amount of any credit or refund (includ¬
ing interest).

"(b) Other Taxpayers and Other Circumstances—In
any case to which subsection (a) does not apply in which
it is determined by the Commissioner, under regulations
prescribed by him with the approval of the Secretary,
that—

"(1) By reason of an individual being outside the
Americas, or *,*•,'*

"(2) By reason of any locality (within or without
the Americas) being an area of enemy action or
being an area under the control of the enemy, as
determined by the Commissioner, or *'•

"(3) By reason of an individual in the military or
"

. . naval forces of the United States being outside the
States of the Union and the District of Columbia,:

it is impossible or impracticable to perform any one or
more of the acts specified in subsection (a), then in
determining, under the internal-revenue laws whether
such act was performed within the time;'prescribed
therefor, in respect of any tax liability (including any
interest, penalty, additional amount, or addition to tax)
affected by the failure to perform such act within such
time, and in determining the amount of any credit or
refund (including interest) affected by such failure,
there shall be disregarded such period after December
6, 1941, as may be prescribed by such regulations.

"(c) Limitation on Time to Be Disregarded—The pe¬
riod of time disregarded under this section shall not ex¬

tend beyond whichever of the following dates is the
earlier: '

"(1) the fifteenth day of the third month follow¬
ing the month in which the present war with Ger¬
many, Italy, and Japan is terminated, as proclaimed
by the President; or •

"(2) in the case of an individual with respect to
whom a period of time is disregarded under this sec¬

tion, the fifteenth day of the third month following
the month in which an executor administrator, or a
conservator of the estate of such individual qualifies.

"(d) Exceptions—
"(1) Tax in jeopardy; bankruptcy and receiver¬

ships; and transferred assets—Notwithstanding the
provisions of subsection (a) or (b), any action or
proceeding authorized by section 146 (regardless of
the taxable year l'or which the tax arose), 273, 274,
311, 872, 900, 1013, 1015, 1025, or 3660, as well as any
other action or proceeding authorized by law in
connection therewith, may be taken, begun, or
prosecuted. In any other case in which the Com¬
missioner determines that collection of the amount
of any assessment would be jeopardized by delay,
the provisions of subsections (a) and (b) shall not
operate to stay collection of such amount by dis¬
traint or otherwise as authorized by law. There
shall be excluded from any amount assessed or col¬
lected pursuant to this paragraph the amount of
interest, penalty, additional amount, and addition to
the tax, if any, in respect of the period disregarded
under subsection (a) or (b). In any case to which
this paragraph relates, if the Commissioner or col¬
lector is required to give any notice to or make any
demand upon any person, such requirement shall be
deemed to be satisfied if the notice or demand is
prepared and signed, in any case in which the ad-
dress of such person last known to the Commis¬
sioner or collector is in an area for which United
States post offices under instructions of the Post¬
master General are not, by reason of the war,> ac¬
cepting mail for delivery at the time the notice or
demand is signed. In such case the notice or de¬
mand shall be deemed to have been given or made
upon the date it is signed.

."(2) Action taken before ascertainment of right
to benefits—The assessment or collection of any

. internal revenue tax or of any liability to the
United States in respect of any internal revenue tax,
or any action or proceeding by or on behalf'of the

. . * United States in connection therewith, may be
made, taken, begun, or prosecuted in accordance

'

: -

.With law, without regard to the provisions of sub-
,

v. . section (a) or <b), unless prior to such assessment,
. • ; , . collection, action,:or proceeding it is ascertained

',„ that the person concerned is entitled to the behefits
of subsection (a) or (b); . v

'
• ' ; "(3) Expiration of period of limitations priorto

enactment, of this, section—This section shall not

operate to extend the time for performing any act
f./ specified in subsection (a) (1) (G), (H), (I), or (J)

,v ;; if such time under the law in force prior to the
; date of enactment of this section, expired prior ;to
; such date. ...
: . . "(e) Definitions—For purposes of this section— i

- " (1) Americas—The terms 'Americas' means

North,' Central, - and South 'America (including the
West Indies but not Greenland); and the Hawaiian
Islands, * - '1 7 > - -

, - "(2) When individual ceases to be outside Amer-
"

icas or within an area of enemy action—For the
purpose of determining whether any act specified

\ in subsection (a) (1) (G), (H), (I), or (J) was
performed within the time prescribed therefor, ' if
any period of time is disregarded under this sec-

; tion by reason of any individual being outside the
Americas or within an area of enemy action" or con¬

trol, such individual shall not, if he returns to the
Amerjcas or leaves such area after the date of en¬

actment of this section, be deemed to have returned
to the Americas or ceased to be within such area

'■■■-
; - before, the date upon which the Commissioner re¬

ceives from such individual a .notice thereof ,in'

, , , such form as the Commissioner, with the approval
of the. Secretary, shall by regulations prescribe. - A
similar rule shall be applied in the. case of a mem-

, ' ber of the military or naval forces of the United
*

Pl States with respect to whom a period of time' is
I disregarded under this section by reason of being

outside the States of the, Union and the District of
Columbia. Yv;' -

"(3) When executor, administrator, or conservator
: qualifies—For- the purpose of determining whether any
f - act specified in subsection (a) (1) (G), (H), (I); or (J)

was performed within the time prescribed therefor, the
month in which an executor, administrator, or conserva¬
tor qualifies, if he qualifies after the date of enactment
of this section, shall be deemed to be the month 'in

r which the Commissioner receives from him a notice
v thereof in such form as the Commissioner, with the

approval of the Secretary, shall by regulations prescribe.

"SEC. 3805. Income Tax Due Dates Postponed in Case of
China Trade Act Corporations { -

' -"In the case of any taxable year beginning after De-
: cember 31, 1940, no Federal income tax return of, or
k payment of any Federal income tax by, any corporation

organized under the China Trade Act, 1922 (42 Stat. 849,
U. S. C., ,Title 15, chapter 4), shall become due until

, the fifteenth day of the sixth month following the month
in which the present war with Germany, Italy, and

. Japan is terminated, as proclaimed by the President.
' Such due date is prescribed subject to the power of the
■ Commissioner to extend the time for filing such return

or paying such tax, as in other cases."
■

:; (b) Effect of Amendments Upon Periods Fixed Under
Laws Other Than Internal Revenue Code—

(1) Public law, 490, seventy-seventh congress—
/ The amendments made by this section shall not be

construed to shorten any period fixed under the
provisions of section 13 or 14 of the Act approved

; March 7, 1942 (Public Law 490—77th Congress),'

within which any act may be done, except that any
action or proceeding authorized under section 3804
•(d) (!) of the Internal Revenue Code, as well as
any other action or proceeding authorized by law
in connection therewith, may be taken, begun, or
prosecuted without regard .to the period so fixed.

; (2),Soldiers' and sailors* civil relief act of 1940—

(A) The amendments made by this section shall
not be construed to shorten any period fixed un¬
der the provisions of section 513 of the Soldiers'
and Sailors' Civil Relief Act of 1940 within Whifch
any act may be done, except that any action or

proceeding authorized under section 3804 (d) (1)
of the Internal Revenue Code, as well as any
other action or proceeding authorized by law m

& connection therewith, may be taken, begun, or
V ^ ' prosecuted without regard to the period so fixed.
t

^ , (B) Article II of the Soldiers' and Sailors' Civil
''

■ *

•; Relief Act of 1940, as amended, is amended by
>

; adding at the end thereof the following new sec-
tion:

. "
. V.

| "Sec. 207. Section 205 of this Act shall not apply wi.th
/ respect to any period of limitation prescribed by pr

'

under the internal revenue laws of the United States."
(c) Retroactive Effect—The provisions of sections 3804

and 3805, as added by subsection (a) of this section, shall
J be effective as if they were enacted on December 7, 1941;
r except that the phrase "date of enactment of this sec-

tion," when used in subsections (d) (3) and (e) (2) and
(3) of section 3804, means the date of enactment of this
Act., Any amount of interest, penalty, additional amount,

,. or addition to the tax otherwise allowable as a refund
or credit under the internal revenue laws (including"

sections 3805 and. 3804, except subsection (d) (2) may
be refunded or credited without regard > section 3804

.-(d)- (2). No interest shall be allowed c paid by the
United States upon any amount refunded <:r credited by
reason of this subsection.
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SEC. 508. Mitigation of Effect of Renegotiation of War
r Contracts or Disallowance of Reimburse¬

ment

Chapter 38 is amended by inserting at the end thereof
the following new section: -v°'■;/v;':

"SEC. 3806. Mitigation of Effect of Renegotiation of War
>' ; ?\ Contracts or Disallowance of Itermburse-
:*?■'&?.• ment v.i.L.:;Lv

"(a) Reduction for Prior Taxable Year—
"(1) Excessive Profits Eliminated for Prior Tax¬

able Year—In the case of a contract with the United
States or any agency thereof, or any subcontract

V thereunder,. which is made, by the taxpayer, if a
, ; renegotiation is made in respect of such contract or

j subcontract and an amount of excessive profits, re-
7 . ceived or accrued under such contract or subcontract
I for a taxable year (hereinafter referred to as 'prior y

taxable year') is eliminated and, in a taxable year
, ending after .December 31, 1941, the taxpayer is

, . required to pay or repay to the United States or any •
agency thereof the amount of excessive profits elim¬
inated or the amount of excessive profits eliminated
is applied as an offset against other amounts due the
taxpayer, the part of . the contract or subcontract
price which was received or was accrued for .-the
prior taxable year shall be reduced by the amount

■: y of excessive profits eliminated. For the purposes of
this section—

„ <

"(A) The term 'renegotiation' includes any
; ; transaction which is a renegotiation within the
.

. y meaning of section 403 of the Sixth Supplemental
National Defense Appropriation Act (Public 528,
77th Cong., 2d Sess.) or such section, as amended,
any. modification , of one or more contracts with

L the United States or any agency thereof, and any
agreement with the United States or any agency

y thereof in respect of one or more such contracts
1 '

r or subcontracts thereunder. '
,i, L(B) The term 'excessive profits' includes any

yy amount which constitutes excessive profits within
<

, »the meaning assigned to such term by subsection
'

, ' (a) of section 403 of the Sixth Supplemental Na¬
tional Defense Appropriation Act (Public 528, 77th
Ceng., 2d Sess.), as amended by the Revenue Act

'

.'-of 1942, any part of the contract price of a con-

) : tract with the United States or any agency thereof,
any part of the subcontract price of a subcontract
under such a contract, and any profits derived;
from one or.more such contracts or subcontracts.

. "(C) The term 'subcontract' includes any pur-.,
chase order or agreement which is a subcontract

'

within the meaning assigned to such term by sub¬
section (a) of section 403 of the Sixth Supple-
mental National )Defense Appropriation Act
(Public 528, 77th Cong., 2d Sess.), as amended by

'the Revenue Act of 1942. - - - f '. -

"(2) Reduction of Reimbursement for Prior Tax¬
able Year—In the case of a cost-plus-a-fixed-fee

'

contract between the United States or any agency.

L thereof and the taxpayer, if an item for which the
taxpayer has been reimbursed is disallowed as an
item of cost chargeable to such contract and, in a
taxable year beginning after December 31, 1941, the

y taxpayer is required to repay the United States or

/, any agency thereof the amount disallowed or the
; \ amount disallowed is applied as an offset against
; other amounts due. the taxpayer, the;amount pfythe;

reimbursement of the taxpayer under the contract
■- for the taxable year in which the reimbursement for

'

such item was received or was accrued (hereinafter
referred to.as 'prior taxable year') shall be reduced
by the amount disallowed.

"(3) Deductions Disallowed—The amount of the
payment,, repayment, or- offset described in para-*

! graph (1) or .paragraph (2) shall not constitute a
i deduction for the year in.which paid or Incurred.

'

"(4) Exception-^The foregoing provisions of this
subsection shall not apply .in respect to any cpnfract •

j if theiitaxpayer shoves, to the satisfaction ol'the Com¬
missioner that a different method of accounting for

* the amount of the payment, repayment, or disallow¬
ance clearly reflects income, and in such case the
.payment, repayment, or disallowance shall be ac-

t counted for with respect to the taxable year provided
for urder such method, which for the purposes of

*

subsections (b) and (c) shall ba considered a prior
; : taxable year. - .*. >
* "(b) Credit Against Repayment on Account of Re¬
negotiation or Allowance—

'

'-.ir "(1) General Rule—There shall be credited against
/ r- the amount; of excessive profits eliminated -the

amount by which the tax for the prior taxable year
under Chapter 1, Chapter 2A, Chapter 2D, and Chap-
ter 2E, is decreased by .reason of the application of
paragraph (1) of subsection (a); and there shall be
credited against the amount disallowed the amount

V by which the tax' for the prior taxable year under
Chapter 1, Chapter 2A, Chapter 2D, and Chapter 2E,
is decreased by reason of the application of para-

. graph (2) of subsection (a).
"(2) Credit for Barred Year—If at the time of the

payment, repayrhent, or offset described in para-
?. graph (1) or paragraph (2) of subsection (a), refund

or credit of tax under Chapter 1, Chapter 2A, Chap¬
ter 2D, or Chapter 2E, for the prior taxable year, is

> prevented (except for the provisions of section 3801)
by any provision of the internal-revenue laws other
than section 3761, or by rule of law, the amount by

> which the tax for such year under such chapters is
decreased by the application of paragraph (1) or

f paragraoh (2) of subsection (a) ^shall be computed
■- under this paragraph. There shall first be aScer-

<; tained the tax previously determined for the prior
taxable year. The amount of the tax previously de¬

termined shall be (A) the tax shown.by the taxpayer
y - upon his return for such taxable year, increased by

• - the amounts previously assessed (or collected with¬
out assessment) as deficiencies, and decreased by the

• 1 amounts previously abated, credited, refunded, or
-, otherwise repaid in respect of such tax; or (B) if
: V: no amount was shown as the tax by such taxpayer

. upon his return, or if no return was made by such
;,y: - taxpayer, then the amounts previously assessed (or

• collected without assessment) as deficiencies, but
v such amounts previously assessed, or collected with--

, out assessment, shall be decreased by the amounts
;;;. previously abated, credited, refunded, or otherwise

repaid in respect of such tax. . There shall then be
ascertained the decrease in tax previously deter¬
mined which results solely from the application of

• •' paragraph (1) or paragraph (2) of subsection (a) to
>

; , : the prior taxable year. The amount so ascertained,
together with any amounts collected as additions to

*7. the tax or interest, as a result of paragraph (1) or
paragraph (2) of subsection (a) not having been

- applied to the prior taxable year shall be the amount
■, by which such tax is decreased. ... .

• "(3) Interest—In determining the amount of the
credit under this subsection no interest shall be

: - allowed with respect to the amount ascertained un-
der paragraph (1) or paragraph (2); except that if
interest is charged by the United States or the

> agency thereof on account of the disallowance for
any period before the date of the payment, repay¬

ment, or offset, the credit shall be increased by an
4 ' amount equal to interest on the amount ascertained

under either such paragraph at the same rate and •

for the period (prior to the date pf the payment,
•, repayment, or offset) as interest is so charged.

"(c) Credit in Lieu of Other Credit or Refund—If a
credit is allowed, under subsection (b) with respect to
a prior taxable year no other credit or refund under
the internal-revenue laws founded on the application of
subsection (a) shall be made on account of the amount
allowed with respect to such taxable year. If the amount
allowable as a credit under subsection (b) exceeds the
amount allowed under such subsection, the excess shall,
for the purposes of the internal-revenue laws relating
to credit or refund of tax, be treated as an overpayment
for the prior taxable year which was made at the time
the payment, repayment, or offset was made."

SEC. 509. Amendment to the Public Salary Tax Act of
1939

(a) Exemption of Certain Compensation for Period
Before 1939—Section 203 of the Public Salary Tax Act
of 1939 is amended by designating the present language
Contained therein as subsection (a) and by adding at the
end thereof £ new subsection to read as follows:

"(b) Any amount of income tax (including interest,
additions to tax* and additional amounts) for taxable
years beginning after December 31, 1938, to the extent
attributable to compensation for personal service ren¬
dered in a taxable year beginnig prior to January 1, 1939
(other than compensation received as a pension, retire¬
ment pay, or similar allowance), as an officer or em¬
ployee of a State, or any political subdivision thereof,
or any agency or instrumentality of any' one or more of
the foregoing—

■

"(1) shall not be assessed; and

"(2) if assessed, the assessment shall be abated
and any amount collected in pursuance of such
assessment shall be credited or refunded-in the same

manner as in the case of an income tax erroneously
collected,

if the Commissioner of Internal Revenue, under regula¬
tions prescribed by him with the approval of the Secre¬
tary of the Treasury, finds that assessment of such tax,
or disallowance of a claim for credit or refund) except
for Title I of this Act, would result in the application
of the doctrines in the cases of Helveririg against Therrell
((303 (J; S. 218L Helvering against Gerhardt (304 U. S.
405), and Graves et al. against. New York ex rel O'Keefe

: (308 U. S. 466), extending the classes (of officers and
employees subject to Federal taxation."

, (b) Effective Date of - Amendment—The amendment
made by this section shall be effective as of the date of
enactment of the Public Salary Tax Act of 1939.

SEC. 510. Abolition of Board of Review and Transfer of
,

. Jurisdiction to Board of Tax Appeals
(a) Effective as of the close of business on December

31, 1942, the Board of Review, established under section
906 (b) of the Revenue Act of 1936, is hereby abolished
and the jurisdiction vested in said Board of Review is
hereby transferred to and vested in the Board of Tax
Appeals. '

; - (b) Section 906 (b) of the Revenue Act of 1936 is
amended to read as follows:

"(b) The Board shall have jurisdiction in pro¬

ceedings under this section to review the allowance
H, or disallowance of the Commissioner of a claim for

> refund, and to determine the amount of refund due
any claimant with respect to such claim. The Com-

(!:Y missioner shall make refund of any such amount
...determined by a decision of the Board which has

L become final."
— (c) All proceedings pending in the said Board of Re¬
view on December 31, 1942, shall be deemed pending in
and be transferred forthwith to the Board of Tax Ap¬
peals, and shall be proceeded with and disposed of by
the Board of Tax Appeals as if originally begun therein.

. (d) All journals, dockets, books, files, records, and
property, including office equipment of the said Board
of Review, shall be transferred to the Board of Tax
Appeals. v." *' ■ • • .•

- (e) -Section 902 of the Revenue Act of 1936 (relating
to conditions on allowance of refunds) is amended by

striking out "Board of Review" and inserting in lieu

thereof "Board of Tax Appeals (hereinafter referred to
as the 'Board'),"

(f) (1) Section 906 (c) (relating to allowance of claim
for refund and nature of hearing) is amended to read as
follows: •

"(c) The allowance or disallowance of the Com¬
missioner of a claim for refund under this section

A shall be final, unless within ninety days (not count¬
ing Sunday or a legal holiday in the District of
Columbia as the ninetieth day) after the date of
mailing by registered mail by the Commissioner of
notice that a claim for refund of any such amount
has been disallowed, in whole or in part, the claim¬
ant files a petition with the Board requesting a

hearing on the merits of his claim, in whole or in
"

part. Upon the filing of any such petition the claim-
( ant shall be entitled to a hearing as provided herein.

Notice and opportunity to be heard shall be given to
the claimant and the Commissioner, If the notice is
addressed to a person outside the States of the Union

v and the District of Columbia, the period specified in
; this subsection shall be one hundred and fifty days

• in lieu of ninety days."

(2) The amendment made by this subsection, insofar
as applicable to the date for filing the petition, shall not
apply if the Commissioner has prior to January 1, 1943,
mailed notice by registered mail that the claim for re¬

fund has been disallowed in whole or in part.

(g) Section 906 (d) (relating to conduct of hearing)
is amended to read as follows: ^

"(d) Each such hearing shall be conducted by a
division of the Board and shall be open to the pub-
lie. The proceedings in such hearings shall be con-
ducted in accordance with such rules of practice and
procedure (other than rules of evidence) as the
Board may prescribe, and in accordance with the
rules of evidence applicable in courts of equity of

Y§Y the District of Columbia. The claimant and the
Commissioner shall be entitled to be represented by
counsel, to have witnesses subpenaed, and to exam¬
ine and cross-examine witnesses. The division shall
have authority to administer oaths, examine wit¬
nesses, rule on questions of procedure and the ad¬
missibility of evidence, and to require by subpena,
signed by any member of the Board, the attendance

7 • and testimony of witnesses, and the production of
all necessary returns, books, papers, records, cor-

Y, respondence, memoranda, and other evidence, from
any place in the United States at any designated
place of hearing, and to require the taking of a

deposition by any designated individual competent
to administer oaths. Any witness summoned or
whose deposition is taken pursuant to this section
shall receive the same fees and mileage as witnesses
in the courts of the United States. Such fees and

mileage and the expenses of taking any such depo¬
sition shall be pair] as follows:

, "(1) Witnesses for Commissioner—In the case
of witnesses for the Commissioner such payments
shall be made by the Secretary out of any moneys

appropriated for the collection of internal-revenue
.!■ taxes, and may be made in advance.

,"(2) Other Witnesses—In the case of any other
i witnesses, such payments shall be made, subject

to rules prescribed by the Board, by the party at
whose instance the witness appears or the deposi-

( tion is taken."

(h) Section 906 (e), (relating to findings of fact and
decision) is amended to read as follows:

"(e) After the conclusion of the hearing a report
and a decision thereon shall be made as quickly as

practicable by the division conducting such hearing.
■ The report of the division shall become the report
of the Board within thirty days after such report
by the division, unless within such period the chair¬
man has directed that such report shall be reviewed
by the Board. Any preliminary action by a division
which does not form the basis for the entry of the
final decision shall not be subject to review by the
Board except in accordance with such rules as the
Board may prescribe. The report of a division shall

. not be a part of the record in any case in which the
chairman directs that such report shall be reviewed
by the Board. It shall be the duty of the Board and
of each division to include in its report upon any

proceeding its findings ,of fact or opinion or mem¬
orandum opinion. The Board shall report in writing
all its findings of fact, opinions, and memorandum
opinions. A decision of the Board (except a decision
dismissing a proceeding for lack of jurisdiction)

A-'- shall be held to be rendered upon the date that an

order specifying the amount of the refund, or that
, no refund is due, is-entered in the records of the

Board. If the Board dismisses a proceeding for lack
of jurisdiction, an order to that effect shall be
entered in the records of the Board, and the decision
of the Board shall be held to have been rendered

upon the date of such entry."
(i) Section 906 (f) (relating to costs and fees) is

amended to read as follows:

"(f) The Board is authorized to fix a fee, not in excess
of the fee fixed by law to be charged and collected there¬
for by the clerks of the district courts, for comparing, or
for preparing and comparing a transcript of the record,
or for copying any record, entry, or other paper and the
comparison and certification thereof."

(j) Section 906 (g) (relating to appeals) is amended
to read as follows:

"(g) A decision of the Board rendered after Jan¬
uary 1, 1943, may be reviewed by a circuit court of
appeals or the United States Court of Appeals for
the District of Columbia, if a petition for such re-

. view is filed by either the claimant or the Com¬
missioner within three months after the decision is

rendered.: Such decision may be reviewed by the
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circuit court of appeals for the circuit in which the
claimant resides, or has his principal place of busi¬
ness, or, if none, by the United States Court of Ap¬
peals for the District of Columbia: Provided, how¬
ever, that in any event such decision may be re¬
viewed by any circuit court of appeals or the United
States Court of Appeals for the District of Colum¬
bia which may be designated by the Commissioner
and the claimant by stipulation in writing. Such
courts shall have exclusive jurisdiction to affirm the
decision of the Board, or to modify or reverse such
decision, if it is not in accordance with law, with or
without demanding the cause for a rehearing as
justice may require. The judgments of such courts
shall be final/ subject to review by the Supreme
Court of the United States upon certification or
certiorari as provided in sections 239 and 240 of the
Judicial Code as amended. Such courts are author¬
ized to adopt rules for the filing of petitions for
review, preparation of the record for review, and
the conduct of the proceedings on review. A deci¬
sion of the Board rendered after January 1, 1943
shall become final in the same manner that deci¬
sions of the Board become final under section 1140
of the Internal Revenue Code." \

(k) Saving Provisions—Section 906 (g) of the Rev¬
enue Act of 1936, as in effect prior to the date of enact¬
ment of the Revenue Act of 1942, shall remain in effect
as to petitions to review decisions of the Board of Re¬
view rendered prior to January 1, 1943, but shall not,
if any case involving any such petition is remanded for
further proceedings in the Board of Tax Appeals, re¬
main in effect with respect to any further proceedings
in such case. '

(1) This section shall take effect on January 1, 1943.
SEC. 511. Definition of Military or Naval Forces of the

United States

Section 3797 (a) (15) is amended to read as follows:
"(15) Military or naval forces of the United States

—The term 'military or naval forces of the United
States' includes the Marine Corps, the Coast Guard,
the Army Nurse Corps, Female, the Women's Army
Auxiliary Corps, the Navy Nurse Corps, Female,
and the Women's Reserve.branch of the Naval Re¬
serve."'

. ' ' ■

SEC. 512. Joint Committee on Internal Revenue Taxation
—Power to Obtain Data . .

Chapter 48 (relating to joint committee) is amended
by adding at the end thereof the following new section:
"SEC. 5012. Additional Powers to Obtain Data.

"(a) The Joint Committee on Internal Revenue Taxa¬
tion or the Chief of Staff of such Joint Committee, upon

approval of the Chairman or Vice-Chairman, is author¬
ized to secure directly from the Bureau of Internal
Revenue (including the Assistant General Counsel for
the Bureau of Internal Revenue), or directly from any
executive department, board, bureau, agency, inde¬
pendent establishment or instrumentality of the Govern¬
ment, information, suggestions, data, estimates and sta¬
tistics, for the purpose of making investigations, reports
and studies relating to internal revenue taxation.

"(b) The Bureau of Internal Revenue (including the
Assistant General Counsel for the Bureau of Internal

Revenue, executive departments, boards, bureaus, agen¬
cies, independent establishments and instrumentalities
are authorized and directed to furnish such information,
suggestions, data, estimates and statistics directly to the
Joint Committee on Internal Revenue Taxation or to
the Chief of Staff of such Joint Committee, upon re¬

quest made pursuant to this section."

TITLE VI—EXCISE TAXES

SEC. 601. Effective Date of this Title

This title shall take effect on the first day of the first
month which begins more than 10 days after the date
of the enactment of this Act.

SEC. 602. Distilled Spirits

(a) Rate on Distilled Spirits—Section 2800 (a) (1) is
amended by striking out "$4" and ' inserting in lieu
thereof "$6".

(b) Rate on Imported Perfumes Containing Alcohol—•
Section 2800 (a) (3) is amended by striking out "$4"
and inserting in lieu thereof "$6".

(c) Drawback on Distilled Spirits—The third para¬

graph of section 2887 is amended by striking out "$4"
and inserting in lieu thereof "$6".

(d) Floor Stocks Tax—Section 2800 is amended by
inserting at the end thereof the following new sub¬
section:

"(j) 1942 Floor Stocks Tax—
"(1) Tax—Upon all distilled spirits upon which

the internal-revenue tax imposed by law has been
paid, and which on the effective date of Title VI
of the Revenue Act of 1942, are held and intended
for sale or for use in the manufacture or produc¬
tion of any article intended for sale, there shall be
levied, assessed, collected, and paid a floor stocks
tax of $2 on each proof-gallon, and a proportionate
tax at a like rate on all fractional parts of such
proof-gallon.

"(2) Returns—Under such regulations as the Com¬
missioner with the approval of the Secretary shall
prescribe, every person required by paragraph (1)
to pay any floor stocks tax shall, on or before the
end of the thirtieth day following the effective date
of Title VI of the Revenue Act of 1942 make a

return and shall, on or before the first day of the
third month following such effective date, pay such
tax. Payment of the tax shown to due may be ex¬
tended to a date not later than the first day of the
tenth month following the effective date of Title
VI of the Revenue Act of 1942, upon the filing of a

bond for payment thereof in such form and amount
and with such surety or sureties as the Commis¬
sioner, with the approval of the Secretary, may pre-

: scribe.

"(3)Laws applicable—All provisions of law, in¬
cluding penalties, applicable in respect of internal-
revenue taxes on distilled spirits shall, insofar as

' applicable and not inconsistent with this subsection,
be applicable in respect of the floor stocks tax im¬
posed hereunder. For the purposes of this subsec¬
tion the term 'distilled spirits' shall include prod¬
ucts produced in such manner that the person pro¬
ducing them is a rectifier within the meaning of
section 3254 (g)." ^"v.

(e) Exemption of Imported Alcohol for Industrial
Purposes— , , '
'

- (1) Amendment to internal revenue code—Part II
. of Subchapter C of Chapter 26 (relating to indus¬

trial alcohol) is amended by inserting at the end
thereof the following new section:

"SEC. 3125. Importation of Alcohol for Industrial Pur¬
poses ,

"(a) Importation Without Payment, of Internal Rev¬
enue Tax—Under regulations to be prescribed by the
Commissioner, with the approval of the Secretary, and
subject from the time of its withdrawal from customs
custody to all the applicable provisions of this part,
alcohol of 160 proof, or greater, may be imported into
the United States and be withdrawn, in bond, from cus¬
toms custody, without payment of the internal-revenue
tax imposed by section 2800 upon the act of importing
such alcohol, for transfer to industrial alcohol plants,
alcohol bonded warehouses, and denaturing plants for
redistillation or denaturatiort and withdrawal, or with¬
drawal without redistillation or denaturation, tax free or

tax paid, as the case may be, for all the purposes author¬
ized by this part. If such alcohol is withdrawn from the
said industrial alcohol plants, alcohol bonded ware¬

houses, or denaturing plants for beverage purposes,
there shall be paid upon such withdrawal an additional
tax equal to the duty which would have been paid had
such spirits been imported for beverage purposes, less
the duty already paid thereon.

"(b) Withdrawal Tax Free for Use of United States—
Alcohol may be withdrawn from customs custody by the
United States or any governmental agency thereof for
its own use, free of internal-revenue tax, under such
regulations as may be prescribed.". ' ., ■' ' •'/

(2) Effective date of subsection—Notwithstand¬
ing section 601, this subsection shall take effect on
the day following the date of enactment of this Act.

(f) Drawback if Distilled Spirits Used for Certain Pur¬
poses—Section 3250 (relating to taxation of distilled
spirits) is amended by inserting at the end thereof the
following new subsection:

"(1) Manufacturers or Producers of Designated Non-
beverage Products—

"(1) In general—Any person using distilled spirits
produced in a domestic registered distillery or in¬
dustrial alcohol plant and fully tax-paid in the man¬
ufacture or production of medicines, medicinal
preparations, food products, flavors, or flavoring ex¬
tracts which are unfit for beverage purposes and are

sold or otherwise transferred for use for other >than
beverage purposes upon payment of a special tax

(: per annum, shall be eligible for drawback as here¬
inafter provided for.

"(2) Such special tax per annum shall be grad¬
uated in amount as follows: (a) for total annual
withdrawls not exceeding 25 proof gallons, $25 per

annum; (b) for total annual withdrawals not exceed¬
ing 50 proof gallons, $50 per annum; (c) for total
annual withdrawals of 50 proof gallons or more, $100

- per annum.
"(3) Requirements—Such person shall register an¬

nually with the Commissioner; keep such books and
records as may be necessary to establish the fact
that distilled spirits purchased by him and fully tax-

'

paid were used in the manufacture or production of
medicines, medicinal preparations, food products,
flavors, or flavoring extracts which were unfit for
use for beverage purposes; and shall be subject to
such rules and regulations in relation thereto as the
Commissioner, with the approval of the Secretary,
shall prescribe to secure the Treasury of the United
States against frauds.

"(4) Investigative powers of commissioner—The
Commissioner, for the purpose of ascertaining the
correctness of any claim filed under this subsection
is authorized, by any officer or employee of the
Bureau of Internal Revenue, including the field ser¬

vice, designated by him for that purpose, to examine
any books, papers, records, or memoranda bearing
upon the matters required to be alleged in the claim,
and may require the attendance of the person filing

: -• the claim or of any officer or employee of such per¬

son, or the attendance of any other person having
v. knowledge in the premises, and may take his testi¬

mony with reference to any matter covered by the
claim,, with power to administer oaths to such person
or persons.

: '1 "(5) Drawback—A drawback at the rate of $3.75
on each proof gallon shall be allowed on distilled
spirits tax-paid and used as provided in this subsec¬
tion and be due and payable quarterly upon filing
of a proper claim with the Commissioner. No claim
under this subsection shall be allowed unless filed
with the Commissioner within the three months next

succeeding the quarter for which the drawback is
claimed."

SEC. 603. Fermented Malt Liquors

(a) Rate on Fermented Malt Liquors—Section 3150
(a) is amended by striking out "$6" and inserting in lieu
thereof "$7".

(b) Floor Stocks Tax—Section 3150 is amended by
inserting at the end thereof the following new subsec-
tion: W'M ■■.'I-'1" v' :'::-

"(e) 1942 Floor Stocks Tax—
"(1) Tax—Upon all fermented malt liquors upon

which the internal-revenue tax imposed by law has
been paid, and which on the effective date of Title
VI of the Revenue Act of 1942 are held by any per¬
son and intended for sale there shall be levied,
assessed, collected, and paid a floor stocks tax at

V, a rate of $1 per barrel of 31 gallons. ....

x ' "(2) Returns—Under such regulations as the Com¬
missioner with the approval of the Secretary shall
prescribe, every person required by paragraph (1)
to pay any floor stocks tax shall, on or before the
end of the thirtieth day following the effective date
of Title VI of the Revenue Act of 1942 make a return
and shall, on or before the first day of the third
month following such effective date, pay such tax.
Payment of the tax shown to be due may be ex¬
tended to a date not later than the first day- of the

yyy tenth month following the effective date of Title VI
, of the Revenue Act of 1942, upon the filing of a
bond for payment thereof in such form and amount
and with such surety or sureties as the Commis¬
sioner, with the approval of the Secretary, may pre¬
scribe.

"(3) Laws applicable—All provisions of law, in¬
cluding penalties, applicable in respect of the taxes
imposed by subsection (a) shall, insofar as appli¬
cable and not inconsistent with this subsection, be
applicable with respect to the floor stocks tax im¬
posed by this subsection."

SEC. 604. Wines

(a) Rate on Still Wines—Section 3030 (a) (1) (A) is
amended by striking out "8 cents" and inserting in lieu
thereof "10 cents"; by striking out "30 cents" and insert¬
ing in lieu thereof "40 cents"; and by striking out "65
cents" and inserting in lieu thereof "$1.00".

(b) Rate on Sparkling Wines, Liqueurs, Cordials, Etc.
—Section 3030 (a) (2) is amended by striking out "7
cents" and inserting in lieu thereof "10 cents"; and by
striking out "3 cents" and inserting in lieu thereof "5
cents". • •.

, ■ (c) Floor Stocks—Subchapter F of Chapter 26 is
amended by inserting at the end thereof the following
new section; 1 , ' 1 ' -

"SEC. 3193. 1942 Floor Stocks Tax on Wines

"(a) Floor Stocks Tax—Upon all wines upon which
the internal-revenue tax imposed by law has been paid,
and which on the effective date of Title VI of the Rev¬
enue Act of 1942 are held and intended for sale or for
use in the manufacture or production of an article in¬
tended for sale, there shall be levied, assessed, collected,
and paid a floor stocks tax at rates equal to the increases
in rates of tax made applicable to such articles by section
604 of the revenue Act of 1942.

"(b) Returns—Under such regulations as the Com¬
missioner with the approval of the Secretary shall pre¬

scribe, every person required by subsection (a) to pay
C any floor stocks tax shall, on or before the end of the

thirtieth day following the effective date of Title VI of
the Revenue Act of 1942 make a return and shall, on or

before the first day of the third month following such
effective date, pay such tax. Payment of the tax shown,
to be due may be extended to a date not later than the
first day of the tenth month following the effective date
of Title VI of the Revenue Act of 1942, upon the filing
of a bond for payment thereof in such form and amount
and with such surety or sureties as the Commissioner,
with the approval of the Secretary, may prescribe.

"(c) Laws Applicable—All provisions of law, includ¬
ing penalties, applicable in respect of the taxes imposed
by section 3030 (a) shall, insofar as applicable and. not
inconsistent with this subsection, be applicable with re¬

spect to the floor stock tax imposed by subsection (a)."

SEC. 605. Cigars and Cigarettes

(a) Rates on Cigars—Section 2000 (c) (1) is amended
to read as follows:

"(c) Cigars and Cigarettes—Upon cigars and cigarettes
manufactured in or imported into the United States,
which are sold by the manufacturer or importer, or
removed for consumption or sale, there shall be levied,
collected, and paid the following taxes:

"(1) Cigars—On cigars of all descriptions made of
tobacco, or any substitute therefor, and weighing not
more than three pounds per thousand, .75 cents per

thousand; ', - - - -
'

""On cigars made of tobacco, or any substitute
therefor, and weighing more than three pounds per
thousand, if manufactured or imported to retail at
not more than 2V2 cents each, $2.50 per thousand;

"If manufactured or imported to retail at more

than 2V2 cents each and not more than 4 cents each,
$3.00 per thousand;

"If manufactured or imported to retail at more

than 4 cents each and not more than 6 cents each,
$4.00 per thousand;

"If manufactured or imported to retail at more

than 6 cents each and not more than 8 cents each,
$7.00 per thousand;

"If manufactured or imported to retail at more

than 8 cents each and not more than 15 cents each,
$10.00 per thousand;

"If manufactured or imported to retail at more

than 15 cents each and not more than 20 cents each,
$15.00 per thousand.

"If manufactured or imported to retail at more

than 20 cents each $20.00 per thousand.
"Whenever in this Subsection reference is made

to cigars manufactured or imported to retail at not
over a certain price each, then in determining the
tax to be paid regard shall be had to the ordinary
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retail price of a single cigar in its principal mar-
ket." • -v;-v - ^-V-.;.,.- .. ■

■■■'(b) Rates on Cigarettes—Section'-2000 (c) (2) is
amended by striking out "$3.25" and inserting in lieu
thereof *'$3.50" and by striking out "$7.80" and inserting
in lieu thereof "$8.40." .*

! (c) Floor Stocks Tax—Section 2000 is amended by in¬
serting at the end thereof the following new subsection:

"(e) 1942 Floor Stocks Tax—
"(1) Tax—Upon' large cigars (weighing more

than three pounds per thousand and all cigarettes
1

subject to tax under this section, which on the effec-
tiv^date of Title VI of the Revenue Act of 1942 are

v
held by any person for sale, there shall be levied,

•

assessed, collected, and paid a floor, stocks tax at a
rate equal to the increase in rate of tax made applic-

-; able to such articles by the Revenue Act of 1942. v;
;; "(2) Returns—Every person required by this sub-

C section to pay any floor stocks tax shall, on or be-
'.fore the end of the month next following the month
in which Title VI of the Revenue Act of 1942 takes

® effect, under such regulations as the Commissioner
with the approval of the Secretary shall prescribe,

1 make a return and pay such tax, except that in the
; • case of such articles held by manufacturers and im-
•

-porters, the Commissioner may collect the tax with
'•> ' respect to all or part of such articles by means of
v stamps rather than return,-and in-such case may

make an assessment against such manufacturer or
importer having cigar and cigarette tax stamps on
hand on thO "effective date of Title VI of the Rev¬
enue Act of 1942, for the difference between the

. amount paid for such stamps and the increased rates
imposed by the Revenue Act of 1942.

• '

;"(3) Laws Applicable—AH provisions of law, in¬
cluding penalties, applicable in respect of the taxes

'

imposed by section 2000, shall, insofar as applicable
and not inconsistent with this subsection, be applic¬
able with respect to the floor stocks tax imposed by
this subsection" 1 >

'

(d) One-Eighth Ounce Difference Above Two Ounces
and Not Above Three Ounces Permitted in Packaging of
Tobacco and Snuff—Section 2100 (a) (1) (relating to
permissable packages for tobacco and snuff) is amended
by striking out "with a difference between each pack¬
age and the one next smaller of one-eighth of an ounce
up to and including two ounces" and inserting in lieu
thereof "with a difference between each package and the
one next smaller of one-eighth of an ounce up to and
including three ounces."

(e) Exportation of Cigarette Papers and Tubes Free
of Internal Revenue Tax—Section 2197 (b) (relating to
tax-free exportation of tobacco) is amended by striking
out "or cigarettes" and inserting in lieu thereof "cigar¬
ettes, or cigarette papers or tubes."
SEC. 606. Telephone, Telegraph, Etc.
: (a) Rates of Tax—Section 3465 is amended to read as
follows: . .

"SEC. 3465. Imposition and Rate of Tax
. "(a) There shall be imposed:

"(1) Telephone and telegraph, etc.—
"(A) On the amount paid within the United

States for each telephone or radio telephone mes-
sage or conversation for which the toll charge is

'

■ ' more than 24 cents, a tax equal to 20 per centum
of the amount so paid. If a bill is rendered the
taxpayer for the services described in this sub¬
paragraph, the amount upon which the tax shall
be based shall be the sum of all such charges
included in the bill, and the; tax shall not be
based upon the charge for each item, separately,
included in the bill.

"(B) On the amount paid within the United
States for each telegraph; cable, or radio dispatch

> : or message a tax equal to 15 per centum of the
amount so paid, except' that in the case of each
international telegraph, cable, or radio dispatch
or message the rate shall be 10 per centum. ; If a
bill is rendered the taxpayer for the services de¬
scribed in' this subparagraph,, the amount upon
which the tax at each of the rates in this sub¬

paragraph shall be based shall be the sum of all
such charges at that rate included in the bill, and
the tax shall not be based upon the charge for
each item, separately, included in the bill.

"If the tax under subparagraph (A) or (B) is paid
by inserting coins in coin-operated telephones, the
tax shall be computed to the nearest multiple of
5 cents, except that where the tax is midway be-
tween multiples of 5i cents, the next higher multiple
shall apply. Only one payment of a tax imposed
by subparagraph (A) or (B) shall be required
notwithstanding the lines or stations of one or more

-persons are used in the transmission of such dis¬
patch, message, or conversation.

"(2) Leased wires, etc. —- \,-
"(A) A tax equivalent to 15 per centum of the

amount paid for leased wire, teletypewriter, or

talking circuit special service, but not including
an .amount paid for leased wire, teletypewriter,
or talking circuit special service used exclusively
in rendering a service taxable under subpara¬
graph (B).

"(B) A tax equivalent to 5 per centum of the
amount paid for any wire and equipment service

. (including stock quotation and information serv¬

ices, burglar alarm or fire alarm service, and all
other similar services, but not including service
described in subparagraph (A)).

"The tax shall apply under this paragraph whether
or not the wires or services are within a local ex¬

change area. • ; ■■■ •- ■ '
. • 1

"(3) Local telephone service—A tax equivalent to

* - 10 per centum of the amount paid by subscribers
for local telephone service and for any other tele¬
phone service in respect of which a tax is not pay-

. ' able under paragraph (1) or (2). Amounts paid

.. for the installation of instruments, wires, poles,
v. switchboards, apparatus, and equipment shall not be

considered amounts paid for service. Service paid
vi!;'.' for by inserting coins in coin-operated telephones
:;, available to the public shall not be subject to the

-/ tax imposed by this paragraph, except that where
. such coin-operated telephone service is furnished

- for a guaranteed amount, the amounts paid under
such guarantee plus any fixed monthly or other

i periodic charge shall be subject to the tax.
"(b) This section shall not appiy to the amount paid

for jso much of the service described in paragraph (2)
of subsection (a) as is utilized in the conduct, by a
common carrier or telephone or telegraph company or
a radio broadcasting station or network, of its business
as such." - • ■

.

''

(b) Effective Date of Amendments—
, ; (.1) The amendments to section 3465 (a) (1) made

by subsection (a) shall be applicable only with re-
- J spect to the period beginning with the effective

date of this title.

... (2) The amendments to section 3465 (a) (2) and
- (3) made by subsection (a) shall apply only to

amounts paid pursuant to bills rendered after the
.effective date of this title for service for which no

:• previous bill was. rendered. Where bills rendered
after the effective date of this title include charges

for. services previously, rendered, the amendments shall
not apply to such service, as was rendered more than two
months before the effective date of this title, and the
provisions of section 3465 in effect at the time such prior
services was rendered shall be applicable to the amounts
paid for such service.

SEC. 607. Photographic Apparatus
Section 3406 (a) (4) is amended to read as follows:

"(4) Photographic Apparatus—Cameras (except
cameras weighing more than four pounds exclusive
of lens and accessories) and lenses, photographic
apparatus and equipment, and any apparatus or

equipment designed especially for use in the taking
of photographs or motion pictures or in developing,
printing, or enlarging photographs or motion pic¬
tures, 25 per centum; unexposed photographic films
(including: motion picture films but not including

♦ X-ray film), photographic plates and sensitized
paper, 15 per centum."

SEC. 608. Lubricating Oils
Section 3413 (relating to tax on lubricating oils) is

amended by striking out "4 cents" and inserting in
lieu thereof "6 cents."

SEC. 609. Transportation of Persons

(a) Increase in Rate—Section 3469 (a) (relating to tax
on transportation of persons) and section 3469 (c) (re¬
lating to tax on seats or berths) are amended by strik¬
ing out "5 per centum" and inserting in lieu thereof "10
per centum."

(b) Exemption of Members of Armed Forces of United
Nations From Tax on Transportation of Persons, Etc.—
Section 3469 (f) (2) (relating to exemptions from the
tax on transportation of persons) is amended by insert¬
ing after the words "uniform of the'United States" a

comma and the following: "or to members of the mili¬
tary or naval forces of any of the other United Nations
traveling in uniform, of such nation,".
SEC. 610. Organs Under Contract Before October 1, 1941

.* The' tax under section 3404 (d) of the Internal Rev¬
enue Code shall not apply to the sale of an organ sold
under a bona fide written contract entered into before
October 1, 1941, and tax paid with respect to the sale
of an organ under such a contract may be refunded, sub¬
ject to the provisions of section 3443 (d) of the Internal
Revenue Code.

SEC. 611. Termination of Certain Excise Taxes

The taxes imposed by the following provisions shall
not apply to the sale, by the manufacturer, producer, or
importer, after the effective date of this Title, of the
articles taxable under such provisions:

(a) Section 3406 (a) (5) of the Internal Revenue Code
(relating to tax on electric signs).

(b) Section 3406 (a) (7) of the Internal Revenue Code
(relating to tax on rubber articles).
• (c) Section 3406 (a) (8) of the Internal Revenue Code
(relating to tax on washing machines).

(d) Section 3406 (a) (9) of the Internal Revenue Code
(relating to tax on optical equipment). '

SEC. 612, Affixing of Cigarette Stamps in Foreign Coun-
tries

Section 2112 (c) (relating to requirement of affixing
cigarette stamps) is amended by inserting at the end
thereof the following new sentence: "If the government
of a foreign country permits, the revenue stamps of such
country to be affixed in the United States to cigarettes
manufactured in the United States and imported into
such foreign country, then, if cigarettes manufactured in
such foreign counrty are imported into the United States
from such foreign country, the importer may, under
such rules and regulations as the Commissioner with the
approval of the Secretary of the Treasury may prsecribe,
have the United States revenue stamps attached to such
cigarettes in such foreign country."

SEC. 613. Exemption of Insignia, Etc., Used in Connec¬
tion with Uniforms of the Armed Forces
from Jewelry Tax *

v The second sentence of sctiOn 2400 (relating to exemp¬
tion from jeWelry tax) is amended to read as follows:
"The tax imposed by this section shall not apply to any

article used for religious purposes, to surgical instru¬
ments, to watches designed especially for use by the
blind, to frames or mountings for spectacles, or eye¬
glasses, to a fountain pen or smokers' pipe if the only
parts of the pen or the pipe which consist of precious
metals are essential parts not used for ornamental pur¬
poses, or to buttons, insignia, cap devices, chin straps,
and other devices prescribed for use in connection with
the uniforms of the armed forces of the United States."

SEC. 614. Refrigerators, Refrigerating Apparatus, and
Air-Conditioners

Section 3405 is amended to read as follows:

"SEC. 3405. Tax on Mechanical Refrigerators and Self-
Contained Air-Conditioned Units

"There shall be imposed on the following articles (in¬
cluding in each case parts or accessories therefor sold
on or in connection with the sale thereof) sold by the
manufacturer, producer, or importer a tax equivalent to
10 per centum of the price for which sold:

"(a) Refrigerators—Household type refrigerators (for
single or multiple cabinet installations) having, or being
primarily designed for use with, a mechanical refriger¬
ating unit operated by electricity, gas, kerosene, or gaso¬
line.

"(b) Refrigerating Apparatus—Cabinets, compressors,
condensers, evaporators, expansion units, absorbers, and
controls for, or suitable for use as parts of or with,
household type refrigerators of the kind described in
subsection (a) except when sold as component parts of
complete refrigerators or refrigerating or cooling ap¬
paratus.

"(c) Air-Conditioners—Self-contained air-condition¬

ing units."

SEC. 615. Exemption of Certain Cash Registers
Section 3406 (a) (6) (relating to tax on business and

store machines) is amended by inserting after "cash
registers" the following: ", except cash registers of the
type used in registering over-the-counter retail sales."

SEC. 616. Exempt Transportation of Oil by Pipe Line
Sction 3460 (relating to tax on transportation of oil

by pipe line) is amended by adding at the end thereof
the following new subsection:

"(c) Exempt Transportation—For the purposes of
this section, the term 'transportation' shall not include
any movement through lines of pipe within the premises
of a refinery, a bulk plant, a terminal, or a gasoline
plant, if such movement is not a continuation of a tax¬
able transportation. The crossing of rights-of-way,
streets, highways, railroads, levees, or narrow bodies of
water, in connection with such a movement, shall not
of itself constitute such movement as being 'transpor¬
tation'."

_

SEC. 617. Coin-Operated Amusement and Gaming
Devices ,

(a) Increase in Rate on Gambling Devices—Section
3267 (a) (2) and (3) (relating to rate of tax on gamblnig
devices) is amended by striking out "$50" and inserting
in lieu thereof "$100."

(b) Defintiion—Section 3267 (b) is amended to read
as follows:

"

"(b) Definition—As used in this Part, the term 'coin-
operated amusement and gaming devices' means (1) any
amusement or music machine operated by means of the
insertion of a coin, token, or similar object, and (2) so-
called 'slot' machines which operate by means of inser¬
tion of a coin, token, or similar object and which, by
application of the element of chance, may deliver, or
entitle the person playing or operating the machine to
receive, cash, premium, merchandise, or tokens. The
term does not include. bona fide vending machines in
which are not incorporated gaming or amusement fea¬
tures. For the purposes of this section, a vending ma¬
chine operated by means of the insertion of a 1 cent
coin, which, when it dispenses a prize, never dispenses
a prize of a retail value of, or entitles a person to re¬
ceive a prize of a retail value of more than 5 cents, and
if the only prize dispensed is merchandise and not cash
or tokens shall be classified under clause (1) and'not
under clause (2)."

(c) Effective Date of Amendments—The amendments
made by this section shall be first applicable as follows:

(1) In the case of machines the rate of tax on
which is increased, to the year beginning July 1,

V 1943.

(2) In the case of machines not subject to tax
prior to such amendments, no tax shall be payable

"with respect to any period before the effective date
of this title.

(3) In the case of machines if the limitation on
the amount of the prize dispensed is 5 cents, to the
year beginning July 1, 1942.

SEC. 618. Sale Under Chattel Mortgage

(a) Retail Sales Taxes—Section 2405. (Relating to
tax where article sold under installment or conditional
sale contract) is amended by striking out "or (c) a con¬

ditional sale" and inserting in lieu thereof the following:
"(c) a conditional sale, or (d) a chattel mortgage ar¬
rangement wherein it is provided that the sales price
shall be paid in installments."

(b) Manufacturers' Sales Taxes Generally—Section
3441 (c) (1) (relating to tax where articles are sold
under installment or conditional sales contracts) is
amended by striking out "or (C) a conditional sale" and
inserting in lieu thereof "(C) a conditional sale, or (D)
a chattel mortgage arrangement wherein it is provided
that the sales price shall be paid in installment".

SEC. 619. Repeal of Certain Provisions Relating to Mixed
Flour

:
Chapter 18 and Part IV of Subchapter A of Chapter

27 are repealed.
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SEC. 620, Transportation of Property

(a) Chapter 30 is amended by inserting at the end
thereof the following new subchapter:

"Subchapter E—Transportation of Property
"SEC. 3475. Transportation of Property

"(a) Tax—There shall be imposed upon the amount
paid within the United States after the effective date of
this section for the transportation, on or after such effec¬
tive date, of property by rail, motor vehicle, water, or
air from one point in the United States to another, a tax
equal to 3 per centum of the amount so paid, except
that, in the case of coal, the rate of tax shall be 4 cents
per short ton. Each tax shall apply only to amounts paid
to a person engaged in the business of transporting
property for hire, including amounts paid to a freight
forwarder, express company, or similar person, but not
including amounts paid by a freight forwarder, express
company, or similar person for transportation with re¬
spect to which a tax has previously been paid under
this section. In the case of property transported from a

point without the United States to a point within the
United States the tax shall apply to the amount paid
within the United States for that part of the transporta¬
tion which taxes place within the United States. The
tax on the transportation of coal shall not apply to the
transportation of coal with respect to which there has
been a previous taxable transportation. ^ f ;

"(b) Exemption of Government Transportation—The
tax imposed under this section shall not apply to
amounts paid by or to the United States or any agency
or instrumentality of the United States for the transpor¬
tation of property. V'-:.■; yy'A- 7777.

"(c) Returns and Payment—The tax imposed by this
section shall be paid by the person making the payment
subject to the tax. Each person receiving any payment
specified in subsection (a) shall collect the amount of
the tax imposed from the person making such payment,
and shall, on or before the last day of each month, make
a return, under oath, for the preceding month, and pay
the taxes so collected to the collector in the district in
which his principal place of business is located, or if he
has no principal place of business in the United States,
to the collector at Baltimore, Maryland. Such returns
shall contain such information and be made in such
manner as the Commissioner with the approval of the
Secretary may by regulations prescribe.

"(d) Extensions of Time—The Commissioner may ex¬
tend the time for making returns and paying the taxes
collected, under such rules and regulations as he shall
prescribe with the approval of the Secretary, but no
such extension shall be for more than ninety days. ■■■>'
•

"(e) Registration—Every person engaged in the busi¬
ness of transporting property for hire, including freight
forwarders, express companies, and similar persons,

shall, on or before the sixtieth day after the effective
date of this section, or within sixty days after first en¬

gaging in the business of transportation of property for
hire, register his name and his place or places of business
with the collector in the district in which is located the

principal place of business of such person. Every such
person who fails to register within the period specified
shall be guilty of a misdemeanor and upon conviction
thereof shall be fined not more than $50." ^

(b) Technical Amendment—Section 3471 (a) and (b)
are amended by striking out "or Subchapter C" wher¬
ever occurring therein and inserting in lieu thereof
"Subchapter C, or Subchapter E".

(c) Effective Date of Section—The amendments made
by this section shall take effect on the first day of the
first month which begins more than thirty days after the
date of the enactment of this Act.

SEC. 621. Exemption from Processing Tax on Palm
Oil Used in Manufacture of Iron or Steel

Products

Section 2477 (relating to definition of first domestic
processing) is amended to read as follows:

SEC. 2477. First Domestic Processing Defined

"For the purposes of this chapter, the term 'first do¬
mestic processing' means the first use in the United
States, in the manufacture or production of an article
intended for sale, of the article with respect to which
the tax is imposed, but does not include the use of palm
oil in the manufacture of orin or,steel products, or tin
plate or terne plate, or any subsequent use of palm oil
residue resulting from the manufacture of iron or steel
products, or tin plate or terne plate."

SEC. 622. Cabaret Tax

Section 1700 (e) (1) (relating to rate of cabaret tax)
is amended to read as follows:

"(1) Rate—A tax equivalent to 5 per centum of all
amounts paid for admission, refreshment, service, or
merchandise, at any roof garden, cabaret, or other sim¬
ilar place furnishing a public performance for profit, by
or for any patron or guest who is entitled to be present
during any portion of such performance. The term, 'roof
garden, cabaret, or other similar place' shall include any
room in any hotel, restaurant, hall, or other public place
where music and dancing privileges or any other enter¬
tainment, except instrumental or mechanical music alone,
are afforded the patrons in connection with the serving
or selling of food, refreshment, or merchandise. A per¬
formance shall be regarded as being furnished for profit
for purposes of this section even though the charge made
for admission, refreshment, service, or merchandise is
not increased by reason: of the furnishing of such per¬
formance. No tax shall be applicable under subsection

(a)-(l) on account of an amount paid -with respect* to
which tax is imposed under this subsection."

SEC. 623. Sale and Use of Toilet Preparations by Beauty
Parlors, Etc.

Section 2402 (b) is amended to read as follows:
"(b) Beauty Parlors, Etc.—For the purposes of sub¬

section (a), the sale of any artcile described in such sub¬
section to any person operating a barber shop, beauty
parlor, or similar establishment for use in the operation
thereof and not for resale, shall be considered a sale at
retail. The use in such opertaion of any article described
in subsection (a) purchased by such person on or after
the effective date of section 622 of the Revenue Act of
1942 for resale, shall be considered a sale at retail by
such person at the time the article is first set apart for
such use and at a price equivalent to the amount paid
by him for the article."

TITLE VII—SOCIAL SECURITY TAXES

SEC. 701. Automatic Increase in 1943 Rate not to Apply

(a) Clauses (1) and (2) of section 1400 of the Federal
Insurance Contributions Act (Internal Revenue Code,
sec. 1400) are amended to read as follows:

"(1) With respect to wages received during the
calendar years 1939, 1940, 1941, 1942, and 1943, the
rate shall be 1 per centum. • ,

; . ; ; "(2) With respect to wages received during the
calendar years 1944 and 1945, the rate shall be 2
per centum," , ,

, (b) Clauses (1) and (2) of section 1410 of such Act
(Internal Revenue Code, sec. 1410) are amended to read
as follows: ■*: ■■■

"(1) With respect to wages paid during the cal¬
endar years 1939, 1940, 1941, 1942, and 1943, the rate
shall be 1 per centum.

■ v, "(2) With respect to wages paid during the cal¬
endar years 1944 and 1945, the rate shall be 2 per

■7 centum." • ..'• 77'• -7 7.7;

TITLE VIII- -RENEGOTIATION OF WAR

CONTRACTS

SEC. 801. Renegotiation of War Contracts ;

7:7 (a) Subsections (a), (b), and (c) of section 403 of the
Sixth Supplemental. National Defense Appropriation Act
(Public 528, 77th Cong., 2d Sess.), are amended to read
as follows: ; ■ ■■'.'/S.

"Sec. 403. (a) For the purposes of this section—
"(1) The term 'Department' means the War De¬

partment, the Navy Department, the Treasury De-
. partment, and the Maritime Commission, respect¬

ively.
f "(2) In the case of the Maritime Commission, the
term 'Secretary' means the Chairman of such Com- 7
mission. 7777.'. -7. 7 7;''-7/' -C:;;"• 7, . / 7. 777

' "(3) The terms 'renogotiate' and 'renegotiation' in¬
clude the refixing by the Secretary of the Depart¬
ment of the contract price.

"(4) The v term 'excessive profits' means any .

amount of a contract or subcontract price which
• is found as a result of renegotiation to represent

excessive profits. 777 7 . •

"(5) The term 'subcontract' means any purchase
order or agreement to perform all or any part of
the work, or to make or furnish any article, re¬
quired for the performance of another contract or
subcontract. The term 'article' includes any ma¬

terial, part, assembly, machinery, equipment, or
other personal property.

"For the purposes of subsections (d) and (e) of 7
this section, the term 'contract' includes a subcon¬
tract and the term 'contractor' includes a subcon¬
tractor. • .

"(b) Subject to subsection (i), the Secretary of each
Department is authorized and directed to insert in any
contract for an amount in excess of $100,000 hereafter I
made by such Department— .

"(1) a provision for the renegotiation of the con¬
tract price at a period or periods when, in the judg¬
ment of the Secretary, the profits can be determined
with reasonable certainty;

"(2) a provision for the retention by the United
States from amounts otherwise due the contractor,
or for the repayment by him to the United States,
if paid to him, of any excessive profits not elim¬
inated through reductions in the contract price, or

.7 otherwise, as the Secretary may direct;
"(3) a provision requiring the contractor to insert

in each subcontract for- an amount in excess of
$100,000 made by him under such contract (i) a
provision for the renegotiation by such Secretary
and the subcontractor of the contract price of the

7 subcontract at a period or periods when, in the judg¬
ment of the Secretary, the profits can be determined
with reasonable certainty, (ii) a provision for the
retention by the contractor for the United States of
the amount of any reduction in the contract price
of any subcontract pursuant to its renegotiation
hereunder, or for the repayment by the subcon¬
tractor to the United States of any excessive profits
from such subcontract paid to him and not elim¬
inated through reductions in the contract price or

otherwise, as the Secretary may direct, and (iii) a
• provision for relieving the contractor from any lia¬

bility to the subcontractor on account of any amount
so retained by the contractor or repaid by the sub¬
contractor to the United States, and (iv) in the dis-

; cretion of the Secretary, a provision requiring any
subcontractor to insert in any subcontract made by
him under such subcontract, provisions correspond-

ring to those of subparagraphs (3) and (4) of this
• ' subsection (b); and

"(4) a provision for the; retention by the'United
7 -, States from amounts otherwise due the contractor, '

. : . or. for repayment by him to the United States, as the 7
7 . Secretary may direct, of the-amount of any reduc*»

. tion in the contract price of any subcontract under
such contract, which the contractor is directed, pur-

, . suant to clause (3) of this subsection, to withhold
from payments otherwise due the subcontractor and
actually unpaid at the time the contractor receives
such direction.

"The provision for the renegotiation of the contract
price, in the discretion of the Secretary, (i) may fix the
period or periods when or within which renegotiation
shall be had; and (ii) if in the opinion of the Secretary
the provisions of the contract or subcontract are other¬
wise adequate to prevent excessive profits, may provide
that renegotiation shall apply only to a portion of the
contract or subcontract or shall not apply to perform-*
ance during a specified period or periods and may also
provide that the contract price in effect during any such
period or periods shall not be subject to renegotiation.

"(c) (1) Whenever, in the opinion of the Secretary of
a Department, the profits realized or likely to be realized
from any contract with such Department, or from any
subcontract thereunder whether or not made by the
contractor, may be excessive, the Secretary is authorized
and directed to require the contractor or subcontractor
to renegotiate the contract price. When the contractor
or subcontractor holds two or more contracts or sub¬
contracts the Secretary in his discretion, may renego¬
tiate to eliminate excessive profits on some or all of
such contracts and subcontracts as a group without sep¬
arately renegotiating the contract price of each contract
or subcontract. :7 ^7;77 ,7 ;7 7; ,<■ ,7; 77777.7 .7'''7.77
7 7 "(2) Upon renegotiation, the Secretary is autho¬

rized and directed to eliminate any excessive profits
V under such contract or subcontract (i) by reductions

777' in the contract price of the contract or subcontract,
, 7 or by other revision in its terms; or (ii) by with-:

■ holding, from amounts otherwise due to the con¬
tractor or subcontractor, any amount of such exces¬
sive profits; or (iii) by directing a contractor to

• withhold for the account of the United States, from
amounts otherwise due to the subcontractor, any

:7:7. amount of such excessive profits under the subcon-
7 - tract; or (iv) by recovery from the contractor or

, , ; 7 subcontractor, through repayment, credit or suit*
7 of any amount of such excessive profits actually paid
7 to him; or (v) by any combination of these methods,
v77 as the Secretary deems desirable. The Secretary
V

7 may bring actions on behalf of the United States
777 ; in the appropriate courts of the United States to

77 recover from such contractor or subcontractor, any
amount of such excessive profits actually paid to
him and not withheld or eliminated by some other

7 method under this subsection.- The surety under a
contract or subcontract shall not be liable for the

7 ■ repayment of any excessive profits thereon. All
-

„ money recovered by way of repayment or suit under
this subsection shall be covered into the Treasury

77:7 as miscellaneous receipts. 7
1"(3) In determining the excessiveness of profits

realized or likely to be realized from any contract
or subcontract, the Secretary shall recognize the
properly applicable exclusions and deductions of
the character which the contractor or subcontractor
is allowed under Chapter 1 and Chapter 2E of the
Internal Revenue Code. In determining the amount

: of any excessive profits to be eliminated hereunder
the Secretary shall allow the contractor or subcon-

77 tractor credit for Federal income and excess profits
777' taxes as provided in section 3806 of the Internal

Revenue Code. 77 ■ 7-< 7 7" 7.7.777 y 7' 7 77,77; 77
"(4) Upon renegotiation pursuant to this section,

77" the Secretary may make such final or other agree¬
ments with a contractor or subcontractor for the

■77 7 elimination of excessive profits and for the dis-
77 7; charge of any liability for excessive profits under

this section, as the Secretary deems desirable. Such
agreements may cover such past and future period
or periods, may apply to such contract or contracts
of the contractor or subcontractor, and may contain
such terms and conditions, as the Secretary deems
advisable. Any such agreement shall be final and
conclusive according to its terms; and except upon
a showing of fraud or malfeasance or a wilful mis¬
representation of a material fact, (i) such agreement
shall not be reopened as to the matters agreed upon,
and shall not be modified by any officer, employee,
or agent of the United States; and (ii) such agree¬
ment and any determination made in accordance
therewith shall not be annulled, modified, set aside,
or disregarded in any suit, action, or proceeding.

7 7 "(5) Any contractor or subcontractor who Holds
:7 contracts or subcontracts, to which the provisions

of this section are applicable; may file with the
Secretaries of all the Departments concerned state¬
ments of actual costs of production and such other
financial statements for any prior fiscal year or

years of such contractor or subcontractor, in such
form and detail, as the Secretaries shall prescribe by
joint regulation. Within one year after the filing
of such statements,-or within such shorter period as

may be prescribed by such joint regulation, the Sec¬
retary of a Department may give the contractor or

subcontractor written notice, in form and manner

to be prescribed in such joint regulation, that the
-

Secretary is of the opinion that j;he profits realized
.77 from some or all of such contracts or subcontracts

may be excessive, and fixing a date and place for
r > an initial conference to be held within sixty days

thereafter. If such notice is not given and renego¬
tiation commenced by the Secretary within such
sixty days the contractor or subcontractor shall not

■j. thereafter be required to renegotiate to-eliminate
excessive profits-realized from any such contract or

. -• subcontract during such fiscal year ofHyears and any
liabilities of the contractor, or- subcontractor for ex¬

cessive profits: xeaRzed^ (hiring -sudi^period^ shall be1
, • * thereby discharged.: »: ^ > ,.
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"(6) This subsection (c) shall be applicable to all
contracts and subcontracts hereafter made and to
all contracts and subcontracts heretofore made,
whether or not such contracts or subcontracts
contain a renegotiation or recapture clause, unless
(i) final payment pursuant to such contract or sub¬
contract was made prior to April 28, 1942, or (ii)
the contract or subcontract provides otherwise pur¬
suant to subsection (b) or (i), or is exempted under
subsection (i), of this section 403, or (iii) the ag¬
gregate sales by the contractor or subcontrator, and
by all persons under the control of or controlling or
under common control with the contractor or sub¬
contractor, under contracts with the Departments
and subcontracts thereunder do not exceed, or in
the opinion of the Secretary concerned will not
exceed, $100,000 for the fiscal year of such con¬
tractor or subcontractor.

"No renegotiation of the contract price pursuant
to any provision therefor, or otherwise, shall be
commenced by the Secretary more than one year
after the close of the fiscal year of the contractor
or subcontractor within which completion or ter¬
mination of the contract or subcontract, as deter¬
mined by the Secretary, occurs.''

(b) Subsection (f) of section 403 of the Sixth Supple¬
mental National Defense Appropriation Act (Public 528,
77th Cong., 2d Sess.), is amended to read as follows:

"(f) Subject to any regulations which the President may
prescribe for the protection of the interests of the Gov¬
ernment, the authority and discretion herein conferred
upon the Secretary of each Department may be dele¬
gated in whole or in part by him to such individuals or

agencies as he may designate in his Department, or in
any other Department with the consent of the Secretary
of that Department, and he may authorize such indi¬
viduals or agencies to make further delegations of such
authority and discretion."

(c) Section 403 of the Sixth Supplemental National
Defense Appropriation Act (Public 528, 77th Cong., 2d
Sess.), is amended by adding at the end thereof the
following subsections:

[(i) (1) The provisions of this section shall not apply
to-

"(i) any contract by a Department with any other
department, bureau, agency, or governmental cor¬
poration of the United States or with any Territory,
possession, or State or any agency thereof or with
any foreign government or any agency thereof; or
"• "(ii) any contract or subcontract for the product
of a mine, oil or gas well, or other mineral or natural
deposit, or timber, which has not been processed,
refined, or treated beyond the first form or state
suitable for industrial use; and the Secretaries are
authorized by joint regulation, to define, interpret,
and apply this exemption.

"(2) The Secretary of a Department is authorized,
in his discretion, to exempt from some or all of the
provisions of this section—

"(i) any contract or subcontract to be per-

■r formed outside of the territorial limits of the con¬

tinental United States or in Alaska;
"(ii) any contracts or subcontracts under which,

in the opinion of the Secretary, the profits can be
determined with reasonable certainty when the

contract price is established, such as certain classes
of agreements for personal services, for the pur¬
chase of real property, perishable goods, or com¬
modities the minimum price for the sale of which"
has been fixed by a public regulatory body, of
leases and license agreements, and of agreements
where the period of performance under such con¬
tract or subcontract will not be in excess of thirty
days; and

"(iii) a portion of any contract or subcontract
or performance thereunder during a specified pe¬
riod or periods, if in the opinion of the Secretary,

- the provisions of the contract are otherwise ade¬
quate to prevent excessive profits.

The Secretary may so exempt contracts and subcontracts
both individually and by general classes or types,

"(j) Nothing in sections 109 and 113 of the Criminal
Code (U. S. C., title 18, sees. 198 and 203) or in section
190 of the Revised Statutes (U. S. C., title 5, sec. 99)
shall be deemed to prevent any person appointed by
the Secretary of a Department for intermittent and tem¬
porary employment in such Department, from acting as
counsel, agent, or attorney for prosecuting any claim

. against the United States: Provided, That such person
shall not prosecute any. claim against the United States
(1) which arises from any matter directly connected
with which such person is employed, or (2) during the
period such person is engaged in intermittent and tem¬
porary employment in a Department."

(d) The amendments made by this section shall be
effective as of April 28, 1942.

Approved, October 21, 1942, 4:30 p. m.

$
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